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MEETING SCHEDULE FOR INDUSTRIAL DEVELOPMENT 
AND TRADE PANEL 

'::1·.irsday, February 8 

8:15 p.m. 

=~i cay, February 9 

9:00 - 10:00 
[K-3700] 

10 : 00 - 11:30 
[K Building] 

11:30 - 12:45 
[K-3700] 

1 :00 

2:30 
[A- 520 ] 

Dinner with Messrs. Bala.;sa , Hestphal , 
Bery at Le Bagatelle, 20JC K 5t . N. w. 
(Meet at Restaurant) 

Discussions with Messrs. 5alc..5sa, 
Westphal . and Bery. 

Reading period to review c~ci:llents 
produced by the Industri~- De,elo?
ment and Trade Steering ~=~UF. 

Discussions with Messrs. 3alc..5sa, 
Westphal and Bery. 

Lunch with Messrs. Balas:a , ~:ide, 
Wood, Westphal, King, Be_-y an=. 
Gelb . (Executive DinL,s ~~OK D, 
Room No. E.) 

Meeting with Internal St:e..=i~; 
Group on Industrial Deve:c?mE.:lt 
and Trade. Membership: ~ri.: ss::-s. 
H. Fuchs, R. Gulhati, B. W~ic:, 
L. Westphal, R. Richards~~, 
F . Moore, D. Weigel. (rot:. D.J . Kood 
may also attend.) 
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TD-: !f_essrs. Lindbeck, Donges, Bacha & Nelson 

FR:)lL Sr..z::..an Bery~ 

SUBJ =G": e==ice Space 

DA Tc : February 8 , 19 7 9 

The following offices have been reserved for your use 
c:i=ing your visit: 

Mr. A. Lindbeck 
Mr. J. Donges 
Mr. R. Nelson 
Mr. E. Bacha 

- K-3702, 
- K-3703, 
- K-3604, 
- K-3502, 

Ext. 60029 
Ext. 60028 
Ext. 60018 
Ext. 60011 

Other offices and extensions are: 

Mr. Bela Balassa 
Mr. Suman Bery 

- K-3411, 
- K-3606, 

or 

Ext. 61998 
Ext. 60016 

- F-1233, Ext. 76003 

The DRC Conference Room (K-3700) has been reserved for 
T-ricay morning and Room A-520 for Friday afternoon. 
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CHAPTER I 

GENERAL IS SUES 

The general quality o f researc h in the f ield of indus try a nd 

trade in the World Bank is, in our view, very high - compa red 

both to university re s earch and to research activities of non

university organizations, including organi zations connected 

with the UN system. Thus, the basi c problem of research within 

the Bank in thi s field is usually not the quality o f rese ar ch 

but rather the type of research producP.d by the Bank 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 eff ort . Broadly speaking, 

analytical work of various kinds - including the assessment of 

economic trends and policies in various countries, sectors and 

markets - comprise approximately 1/6 of the administration budget 

of the Bank . About 1/4 of this analytical work seems to be 

formally classified as "research", of which approximately 1/7, 

covering the activities of 10-11 man-years of researchers, is on 

industry and trade, i.e. the area that is the subject of this 

report. 
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LL is llSL' L 1tl tl> s La r L t he Jisc.:u ss i u n i. 11 Lile re port w iL11 some 

ge ne r a l pr inr iples t ha t may be applied when plann i ng res earch 

ac tivities within the Bank; in pa rticula r we shall t ake up t he 

i ssues of t he reasons fo r Bank r esear c h a nd the aud i ence of the 

r e search. We sha ll t he reaf ter make som suggesti ons as t o how 

the effic iency of various rese arch activities of the Bank -

import, produ c tion and applica tion of r esear ch - ma y be improved . 

ln the (in.it s e c.- tion of the ch.ip t e r, the impli i.:atiuns f or Ba nk 

resear ch of a l terna tive s t ra t eg ies for e conomic deve lopment are 

cons idered. Against t he background of t he d i scuss i on in this 

chapter we sha ll, in Chapte r II, g ive a general review and 

evaluation of Bank research on indu s trialization a nd trade, as 

well as some recommendations about future research priorities 

of the Bank in this field. More de tailed discussions on these 

issues are presented in Chapter III , where the previous and 

present research of the Bank on industry and trade are classified 

into six main areas. 

I: l Bank research - why and f or 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 of Bank research is supposed to be . A hint on 

these issues is provided by a formulation in our terms of 

reference according to which the research objectives of the 

Bank include the task 
11
to support all aspects of Bank operations 

" and "to broaden our understanding of the development pro

cess". Thus, the audience of Bank research should, according 

t o these statements, be both Bank representatives wh o are res pon

sib le f or general poli cy i s sues and staf f members wh o are engaged 

in more na rrowly defined Bank opera ti ons . However, it is obvious 
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that Bank r esean·h may be of greal relevance al so fo r people 

uut s iJ I.! the 13ank. In fact, the 13ank hc.1s reg.irJe<l it c1s a du t y 

bo th t o s timulate research in the less developed countri es , and 

to proc.luce research knowledge for people outside the Bank, includ

ing the "conununity oE scholars " around t he world tn the field 

of development e conomi cs . In addition, research 1s s timula ted 

1n these countries when the Bank ful fills its advisary r o le. 

But be fo re looking into the implications f or the r esearch 

policy of the Bank of the needs t o s upport Bank operations, 

and to stimulate research in the less developed countries, it 

i s interesting to explore the implications for Bank research 

of its comparative advantage as a resea r ch unit, negle c ting 

for the moment the issue of "for whom" Bank research is supposed 

to be performed. By applying the notion of comparative advan

tage 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 " cu t off " at the point where the 

research budget of the Bank i s used up . In other words, for 

what kinds of research is the Bank, given its lending and 

policy advising activities, a particularly good location? 

It would seem that this appraoch t o the issue of research priorities 

would f o llow from a research philosophy accord ing 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 1n the field of development 

economics . The choice of researc h priori ties of the 

Bank would then be determined solely by the Bank ' s ability to 

groduce research, and not by its internal demand for (use of) 

research knowledge. 
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On tit!.! b..isi.s o( this approac h, the fo llowing aspec ts of 13ank 

r esear ch seem to be par ticularly relevant: 

(a) The research of the Bank s hould concentr a te on f i elds 

whe r e par t icu l arly competent researchers a r e available within 

the Bank, o r ( in a l onge r pers pect ive) can be h ired by the Bank. 

(b) Bank resea r c h should exploit the skills and info rmation that 

ar e acquired within the Bank in it s operational ac tivities as a 

lender and adviser . 

(c) The Bank should concentra te on large projec ts and projects 

where a continuity of research effort is i mportant . 

(d) The Bank should exploit its information and understanding 

about facts and problems in a large number of countries to make 

comparative studies of national e conomies . 

(e) The Bank should try to produce s tatistical da ta and other 

information, where such inf ormati on is more readily (cheaply) 

available t o the Bank than to other organizations . (It is a 

somewhat controvers ial issue if this shou ld be called "research". ) 

Aspec t (a) would imply that the Bank continues with r oughly 

the same kind of research as it has successful ly 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 

fo r highly competent researchers who can be hired by the Bank. 

In fact , the choice of the Bank's res e a r ch t opics will probably 

always reflect the interests and background of "dominating" 

researchers in the Bank . This has certainly been the case in 
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its prcv t l) us r escarcl1 activi ties , as illustr..itecJ by the r esea rc h 

on t rade po li cy incentives , with an emphasis on effective protec-

ti on and domestic resource cos ts (the field of Bela Balassa) , g r owth 

patterns ancJ sources of growth (the fie l d of Holl i s Chenery, Don 

Kees ing ancJ o ther s) , ancJ investment programming and the range of 

technical (;hoice (the fields of Ardy Stout jesdijk and Larry Westphal). 

In f ac t, a good forecast could have been made some years ago 

about t he "revealed" researc h priorities of the Bank during 

recent years simply by l ooking at the "background" of the econ

omists who had already been hired by the Bank! 

By contrast , the Bank has not been very successful in contract

ing outside s cho lars and in making researhc in c ircumstances 

where there has not been strong leadership exerted from research

ers within the Bank. It would seem that projects dominated by 

"outsiders" have usually not succeeded as well as projects 

dominated by leading researc hers perma nently employed by the 

Bank. Perhaps open competition when choosing outside researchers 

could, 10 some cas es, improve the quality of s uch research. In 

this connection we would recommend the Bank to void running into 

a straightjacket in subjecting the appointment of r esearchers 

to nationality criteria . The experi ence of often international 

organizations points to the dangers of s uch practice s . 

Aspect (b) suggests researc h in fields where knowledge is 

acquired (rather "automatically") by the Bank in connection 

to the operating and the po li cy advice activitie s of the Bank. 

In fact, the Bank offers to r esearchers the incentive to work 

1n fields close to policy fo rmulati on and implementa ti on, which 

makes the Bank a natural place for policy- oriented research. 
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One exwnpl e is resea r ch , in inves tment pro j ec t evaluati on . 

Stud~e s of investment proje c ts t hat are relevant f o r several 

countries at the same time may be parti cularly suitable for 

the Bank , as c ompared to other (us ually nati ona L) o rganizations. 

Another example of a fi e ld where knowledge that i s us e f ul f or 

re se a rc h activities 1s a cquired by Bank operations i s probably 

s tudies o f government polic-ies and regulations. And a chi rd quite 

rel..ited exwnple is s tu<li es o f instituti ons and inl" cntive s ys tems 1n 

market s f o r produ c t s , servi ces, credit and labor - and the con

sequences of these c ircumstances for rates and patterns of 

economic development. 

Considerable researc h capacity has in fa c t already been built 

up within the Bank in several of these areas . The research 

efforts on invesaaent programming and trade policy incentives 

have already been mentioned . However, a potential for research 

on institutional and policy-oriented problems has al s o been 

acquired by way of various research efforts of the Bank in a 

large number of countries, with different institutional arrange

ment and policies . A modest start of studies of thi s kind has 

also been made in sec tor reviews and studies of small- s cale 

enterprises , state enterprises and financial intennidiaries, 

for instance within the Industrial and Finance Divi s ion (IFD) . 

Ongoing analytical work within the Bank on trends and problems 

on international markets and on national economies could also be 

a foundati on f or more s ys temati c research efforts within the 

Bank . 
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J\spec t (i.;) wou ld suggest a heavy emp hasis on large proje~ts 

and research activities where "upda ting" and " fo llow-up" 

research is important. 

Aspec t (<l) 1s a recommenda tion about the mode of carrying out 

r esearch rather than about a rese arch area (o r "p r ohlem a rea" ) . 

The fact that both the research activities of the Bank , and its 

operations, re fe r to a great number of different countri es i s 

a s trong reason why t he Bank should have a comp a rat ive advan t age 

in comparative stud i es. 

Aspect (e) finally, would s uggest a s hift in Bank research activities 

t o more collect i on, processing and publishing of da t a that comes 

out "naturally" from the operati onal activities of the Bank. 

However, t o make this a ctivity a main task of t he Bank - i . e. 

t o turn the Bank into a dominant "da t a bank " i n the development 

fie ld - would require truly enormous resources. We know how 

great such a task is already on a national scale. To do the 

same thing for about 100 coun tries wou ld there fo r e require a f o rmi

dable effort . It may therefore be reasonable to limit demands on 

the Bank in this field to take a greater responsib ility f or the 

data which it actually collects and use s in its own research and 

surveys. and to make these data available f or outsiders t o a 

large extent. It may be noti ced that this is not an issue only 

about publication of research results, bu t also about improving 

and controlling the quality of dat a, which may very we l l be 

regarded as a "research task". However, resource constraints 

make it necessary, we believe, to take a rather selective approach 

to the collection, improving, controlling, processing and publi

cation of data. 



8 

A r a the r s pL•cial r eason why the World B<1 nk may have a compara

ti ve ;idv.mtage r e lative t o univers itie s i n research activ i tie s 

such as ( b)- (d) i s that these activities, to be efficient, 

often r equire a rathe r strong and permanent resear ch organiza

ti on , whi c l1 the s ocial science departments of unive r sities 

of t e n do no t have . 

A s t r i c t adherence t o the princ iple of "comp a r a tive advantage" 

in the production of research would imp ly tha t types of r esea rch 

knowledge which are not effec tively produced by the Bank -

regardless of how important they a re for Bank operatio1IB -

should be imported rather than produced by the Bank. I t is 

obvious, however, that s uch a " comparative advantage" approach 

is not a sufficient criterion upon which to base B~nk research 

strategies. 

Firstly, the need of (demand f o r ) s cholar ly knowledge in Bank 

operations cannot always be satisfied by importing research results 

( in fields where the Bank has not a comparative advantage 1n 

the production of researc h knowledge). One reason is the speci

ricity or required knowledge, anu tnt::c i s L11c: lack uf intei:-c:st 

outside the Bank for certain types of resear ch knowledge that the 

Bank needs (demands) . Thus, in order to satisfy its own needs 

for research knowledge, the Bank certainly has to make research 

that is particularly useful for operating Bank needs, and that 

is not done elsewhere. In other words, the Bank has to perform 

also 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 activities of t he Bank as 

a lender, investor and poli cy adviser - and considering the of ten 
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highly Ji s t orted 

relative prices in many LDCs - the heavy emphasis on studies by 

the Bank of effective prot e,: tion and domestic resource costs 

coulJ certainly be Jefen<leJ on the basis of the principle of 

" res idual s upplier of research". In fact, it would seem that 

these studies h ave been regarded as parti cularly useful by 

operations people, though s ome complaint comes out to the 

effect that the techniques may have been somewhat " overelabo

rated" for the purpose of Bank operations. 

Another inference of the principle of "residual s upplier of 

research" is probably that it motivates research concerning 

large investment projects (in particular where the Bank is 

involved as a lender), including analyses of the externalities 

(such as learning by doing) of the projects, returns to scale 

and the linkages between sectors . The research within the Bank 

on investment planning and programming i s an example of this 

type of research for which an import ant point of contact seems 

to be the Industrial Projects Department (IPD). It would 

appear, however, that the operational s taff of the Bank , par

ticu larly in the regional offices, has usually not found the 

research done in this field very helpful. 

However, we would argue that an adherence to the principle of " the 

residual supplier of research" motivates studies also concerning 

problems abou t which Bank research has not so far been strongly 

involved, but which in our judgement reflect severe bottlenecks 

for economic development in many LDCs . This brings us back to 

a recummenclat.i.on of some research that earlier was motivated by 
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"the comparative aJvantage principle", i.e. research on ( 1) com

parative government policies and regulations. (2) institutions, 

and (3) incentive regimes not only in product markets (where the 

Bank has Jone cons iderable research efforts) but also in 

factor markets . The argument for more research effort s on the 

roles of institutions is probably parti cularly strong if 

the Bank would choose to concentrate research more than earlier 

on the least developed LDCs, anJ on the Lonseque11ce::; of 

industrial i zation for the l eas t favored group within individual 

countries . 

Thus, the residua l supply of research approach and the 

comparative advantage approach both seem to imply a strong 

emphasis on studies of the consequences of alternative 

institutional arrangements, government policies and incentive regimes. 

The reason is that both approaches t o research a r e based on the 

assumption that research should be related t o the f ields of 

Bank opera t ions - either because the Bank acquires special com

petence on such issues by way of its operations , or because 

knowledge is needed in these fields for Bank operations (and i ~ 

not easily imported) . A rather s pecial reason why the Bank 

may be a suitable place for institutional research , relative 

to university institutions, is that institutional research so 

far has not gained a very high "status" in the academic world . 

Perhaps the World Bank could to some extent break out of the 

academic s tatus r anking system? 

We shall later on (Chanters II and III) discuss in some detail both 

why more research of these types are important and how t hey 

may be conducted . 
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A secun<l rcuson why Bank rese.:i r c h cannot be basl•tl onl y on 

the princ iple of comparative advantage in the production of 

research i s tha t there are important "ext ernali ties " of 

having resear chers within a n organization. For instance, 1n 

many cases resear ch done wi chin the Bank 

may be more "visible" to the operations people 1n the Bank than 

research done elsewhere in the same field. 

:·lore over, the only efficient way of making practitioners in an 

or ganization aware of what researche r s outs ide the organi za tion 

are doing i s probably t o have a number of researchers within their 

organization (a point to be developed in the next section). 

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. The presence of good resear chers, 

like competent people in general, helps t o se t standards of 

performance within an organization, which is particula rly important 

in one that, like the Bank, per fo nns the role of policy advi ser. 

Moreover, the reputati on of t he 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 genera l , 

and hence improve the possibilities of the Bank to work effi

ciently, and perhaps even to " s urvive" in a long-run perspec

tive . 

In other words , the research of the Bank s hould not be sub

o rdinate only to the (relative) effi ciency of the Bank as a 
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producer of t he research, or to the immediate demands of the 

operating unit s of the Bank, but also t o long-run considerations 

of the general competence of the Bank in various respec ts. In 

particular, it is importnat to stimulate the capacity of the Bank 

t o translate policy 1>bjecti.ve::; i.nto ins tn.nnents and ac tions . An 

appli cation o f this principle suggests that the Bank should 

buil<l up research competence in many field::; where it operates -

for the purpose of r a ising the genera l level of s ophi s ticati on 

within the Bank . 

Thirdly, the Bank should also, in our view , be interested in 

the "externalities" of its resarch on the research potential 

of the LDCs. The adherence to this principle i s an argument 

for choosing fields of research that are of interest for scholars 

and research institutions in the LDCs , perhaps in particular 

from some of the least developed ones. However, there is then 

some risk, of course , both that the Bank will not always get 

the most competent resea r cher f or a specific project , and that 

the Bank will be cri ti cized for "distorting" research in the 

LDCs ("research imperialism") . It is difficult to say anything 

in general on this i ssue , except that LDC researchers should 

be included to a considerable extent , though the quality of 

the research, in our judgement, is an overriding task which 

should not be jeopardized. 

Thus , our discussion suggests four different principles for 

the choice of research topics i n the Bank: 

(a) a comparative advantage approach ; 

(b) an ambition to func tion as a residuel supplier of research; 

( c) an attempt to create externalities within the Bank in the 

form of " sophistication" among Bank s taf f ; and 
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(d) an ;1111biLiu11 Lo help ge11er~1te research knowleJge a nd 

research capac i ty in the LDCs . 

In reality, it would appear tha t all these four principles 

for rese:.irch Jo prevail within the Bank. For ins ta nce, past 

Bank research has c ertainly been add re ssed bo th to the corranunity 

of scholars outside the Bank and to staff membe rs who are 

res ponsible for policy advising and lending within the Bank -

in proporti ons that we cannot really pin down. Controversie s ove r 

researc h s trategies within the Bank pr obably of t en derive just 

from the different weights that various staff members pu t on these 

various princ iples. Disappointments over the research activities 

of the Bank are bound t o 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 , that 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 t o 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 f reedom for the 

researchers to choose topics themselves , and henc e "to do 

their own thing". Moreover, the more su ccessful the Bank is 

in hiring competent scholar s , the sma.ller the need for stri ct-
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l y fo rmal o r ganiza ti ons and bure auc r a tic admini s tration of 

resea r ch within the Bank. 

On the other hand, if the Bank f o llows the "residual supply 

o f research strategy", it is necessary t o see to it, by way of 

organi zing and monitoring research, that the research becomes 

"relevant" for the operations in the Bank. A more dispersed 

resear ch portfo li o 1-10 .1 ld the n probably f o l low than by ad hering 

strictly t o the principle o f c omparative advantages in the 

production o f resea r ch . 

If ins tead a heavy emphasi s i s put on the idea of creating 

"high s ophisticati on" among the Bank s ta ff in general, an even more 

dispersed research portfo lio would probably follow, perhaps with 

some risk of not achieving t he "critical mass" of resources 

that is necessary for a breakthrough on the international 

research frontier. Thus , this research principle comes into 

some conflict with the others, in particular with the prin-

ciple 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 

the LDCs becomes a crucial criterion in the design of research 

projects. Research would then often have to be organized as 

joint ventures, with a rather concentrated research portfolio 

of the Bank to assure reasonable efficiency. (The studies of 

incentive regimes illustrate that this can successfully be 

done.) 
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H11w L,> make imp<Jrl, produ('tio11 anJ d issemina tion of 

research more effective? 

It may be useful , when discuss ing the role of research within 

the Hank , to make a distinction between import, production 

and use of research. It is important that all of these research

related activities are pursued in an efficient way. How 

that may be achieved is the topic of this section. 

Imeort_of_research_knowledge 

The issue of the appropriate use of research within the Bank 

refers to research knowledge in general rather than only t o 

research knowledge that is produced by the Bank itself. The 

bulk of research knowledge that is potentially useful within 

the Bank will always be produced outside the Bank. We 

therefore s uggest that the Bank strengthens its capacity to 

import re search knowledge in a systematic way. One of the 

most efficient ways of doing this is probably to place people 

with a research background in operating positions in various 

units within the Bank, so that research knowledge can be impor

ted not only vi.a researchers of the Bank, but also "directly" 

by the operating staff. This can be achieved in several 

different ways: people outside the Bank with a re search 

background may be hired to operation positions in t he Bank; 

researchers of the Bank may move over permanently to operating 

positions ; and researchers of the Bank may take operating 

positions temporarily (for instance one or a few years) . 



16 

In fact , tile b i.ggest import of research knowledge probably 

occurs when someone with a background as resear cher is hired 

by the bauk as researcher or operating off i cer ; knowledge 

i s often most effectively imported "in t he heads " of people 

alr~ady wh en they are employed , rather than by reading research 

doc umen t s or doing r esearch later on. 

Research knowledge may of course a l so be imported by way of 

consultant s . If the Bank i s anxious t hat research which is 

financed by t he organi zati on is highly relevant for Bank operations, 

1.. e . if a heavy emphasis 1s put on the principle of "the re sid-

ual supply of research", it may be a good idea not only to use 

the most outstanding consulta nt s who are available , but also 

to build up a "network" of more or less permanently Bank-

affi lia ted '' outside" researchers . These could then acquire 

some knowledge about the u se , and usefulness , of research with-

in the Bank. It a lso becomes important t o choose consultants 

that are able t o communi cate wi th bank staff members . How-

ever , to avoid "inbreeding" and "one-sidedness" of Bank 

resear ch , we advise that this network of consul tants inc lud e 

scho l ar s with different "philosophical outlook" , skills and 

methodological preferences. 

Another obvious way of importing research i s to commission 

people - inside or outside the Bank - to prepare " state of 

the acts " papers, an issue to be dis cussed in connec tion 

with the problem of "di ssemination of research" (p. 19). 
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L'rodu t: ti o 11 of rescan.: h ----------------------

The most important aspect on 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 s ugges t, shifts 

its emphasis somewhat to "new" fields of research, it is there-

fore crucial that the Bank hires outstanding specialists in 

fields relevant for s uch research. What this means in concrete 

terms has to be considered carefully by the Bank. Our under 

standing is that the bes t research is usually done by scholars 

with a strong theoretical and methodologic~l background in a 

broad field of research. Suppose for instance that the Bank 

is going to study problems of incentives and "imperfections" 

in factor markets, or alternative institutions and government 

policies - and the consequences of these for rates and patterns 

of growth. What is then required is not mainly narrowly 

defined specialists on policies and institut ions in specific 

markets and countries , but rather outstanding scholars in fields 

such as indus trial organization (including the is sue of com

petition and entry), technical development, 

monetary and fiscal analysis , and labor economics. If the Bank, 

as we believe , should analyze "success s tories" and "failure 

s tories " of various countries, there is perhaps a case also for 

hiring some scho l ars with high competence on the analysis of 

economic systems and modern economic history . When research on 

these difficult, and partly controversial,issues is launched, it 

i s important to use scholars with some dispersion of " philosophical" 

outlook on the issue of economic development. 
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[tis possible that researc h in these "new" fiehls sometimes would 

gain on applying rather inter-di sc iplinary knowledge and 

methodology. Examples of such fields are research about 

entrepreneuship, innovati on a nd techno logical development . 

For an impo rtant question in these . 

fields is under what general conditions (policies, institutions, 

systems of incentives and perhaps also cultural characteris tics) 

entrepreneurship , technological advance and innovations are 

likely to flourish. Studies of the determinants of "work 

ethi c" 1s another topic that may require rather broad inter

disciplinary knowledge and methods of analysis. 

It is well known, however, that inter-disciplinary studies arP 

extremely difficult to pursue successfully. It is in fact 

difficult to give examples of good interdisciplinary work by 

groups of scholars from different disciplines . Perhaps the most 

efficient way to integrate knowledge from different fields "simply" 

is t o let the integration take place "in the head" of the 

individual scholar . This would mean that some economists with 

some interests and competence also outside the field of tech-

nical economics should perhaps be hired, for instance econo-

mists with some knowledge in economic history, po litica l science, 

sociology or technology. An alternative is, of course , t o 

bring in such competence into a project by way of consultants. 

Joint ventures of scholars from several different fie lds is 

theoretically an attractive way to make inter-disciplinar y 

work, though in practice very difficult to implement in a 

frui tfu 1 way. 
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There ts .il so u strong c..ise for the cst..iblislimenl of some 

minor research units within the ope r a ti ons units, such as 

within the reg ional offices . These unit s could in fact func

tion as vehicles for applications of research methods that 

have been developed within t he Bank. 

Di ssemina t ion_of_resear ch_knowledge 

Our next issue is how to improve the~ of research knowledge 

within the Bank - imported as well as produced. This raises 

the i ssue of the processes of "dissemination" and "assimilation" 

of re sear ch within the Bank. When discussing this problem , it 

is important not to take too "mechanical " a view on the issue. 

The t ask is not mainly to "bring over" some specific tools and 

actual information to operating people and policy advi sers , but 

rather to spread around a certain way of looking at things. 

The importance of the issue of dissemination and assimilation 

is underlined by the fact that one of the most striking 

findings of our interviews among people in the Bank is the 

enormous "gap" - one is tempted t o say tens ion - between 

researchers and operating officers . This is nothing peculiar 

for the World Bank, however . Researchers within an organization 

that deals with "practical affairs " will probably always be 

s omewhat of an "academic enclave " of that organization. 

Research is a f ull-time, highly specialized job, 

which has to be protected to a large extent f rom demands of 

prac tical and administrative duties. The enclave character 

of a research unit helps to gi ve such a protec tion, and thus 



20 

helps Lo create tlte " corranunity o( s cho lars" in whi ch high-

qual i ty research can be generated . In f act, if a n organizati on 

like the Bank wants to acquire and keep competent researchers, 

it i s nc ccs s ..try tn l e t tltem "Jo their own thing" t o a large 

extent , without too many disturbances fr om other a c tivities 

within the organization. 

Ano ther reason f or tensi on between res earchers and operating 

staff is that researchers are usually concerned with a much 

longer time perspective than operating officers. The pro

duction period of research is, moreover, often so l ong that 

when results do emerge , operating people may have lost 

interest in the question . And sometimes the empi r ical data 

which are used in research projects may no longer reflect 

existing conditions. (To some extent the studies of effective 

protection and domestic resources costs , have suffered from 

this dilemna.) 

~loreover , whereas re-
-

t searchers are usually interested 10 the accumulation of gener-

alized knowledge, operating people are more interested 10 

drawing on knowledge , in particular on rather specific "knowl

edge about time and place". The researcher often regar ds the 

search for the latter type of knowledge as " information gather

ing" rather than research. Operating people, by contrast, are 

freq uently disappointed by research results because these do 

not always give concrete, easily accessible, ready-made and 

unambiguous conclusions about immediately relevant orerating and 

policy issues. 
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Bes ides , many operating offi ce r s are no t aware of , inte r e s t ed 

1 11, o t· ~abl e l o ,1l>so rb result s o [ n.! s c a r l'1 1 o r p,1r ;1ui g m:; suppli ed 

by the researchers . In fact , usually they cannot poss ibly know 

1n adv ance the type of resear ch that could help them in t heir 

work. 

Thus, f or good rese a r ch to be made, researchers should not , 10 

our views , only do the things that are immediate l y relevant to 

ope rating officers , or which these think is immediately relevant. 

On the other hand , it is also obvious that it would be fruitful 

if researc hers were be tter informed abou t the usefulness of 

research knowledge among operating people, and if researchers 

cou ld commun i ca te more e ff ec tively with operating of f icers. 

Unfor tunately , there is no eas y way out of the conflicting 

ideas about "enclave research" (free from disturbances) on the 

one hand and strong interaction between researchers and operat

ing people on the other hand . We have to be sat i sfied with 

"uneasy" compromises betwee n the se conflicting objectives. 

Keeping thi s in mind , sever al refo rms s uggest themselves. 

(1) That the researchers write, and circulate withi n the Bank, 

popularly writ ten reports on re search - concerning resear ch pro

duced both inside and outside t he 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 outside cons ultant~ rather than researchers 

i nside the Bank1 to make the surveys. However, when outside research 

results and paradigms are s urmnari zed , it is probably importan t 

that not only outstanding " academic" contribut ions are sUIIllla-

rized. It may also be useful to try to f i nd out what types of 

research that have been successfully used i n other "opera t ing" 

organizations. 



(2) That ioint seminars .'.lr e o r gan i zed by researchers and 

operating people - preferably at some distance from Washington 

(with d is connected telephones : ) to make undisturbed discussions 

pos s ible. 

(3) Tha t more c irculat ion of people between r esearch and operat-

ing activities is brought about. "Sabbat i cal" leave fo r research, 

within or outside the Bank, fo r the opera tional staff may be one method 

of achieving this. Such circulation may be d i fficult t o achieve in the 

fie l d of method ological and highly technica l (model-oriented) 

research, where the rate of skill deprec i ation i s ofte n very hiRh . 

However, in more applied fields - where experience, empirical 

knowledge and common sense are important - circulation may be 

both possible and highly useful. 

(4) That more systemat i c attempts ar e made among the research

ers of the Bank to try t o understand what applied people need to 

know in their work . It is not easy t o say what the most efficient 

way is of achieving this. One possibility would be t o form joint 

ventures between researchers and operating people - certainly 

in operating activities, but sometimes perhaps also in the 

design and t o some extent in the execution of research. It is 

likely , however, tha t dissemination of methodological knowledge is 

most efficiently achieved if researchers and operating people 

jointly apply suggested methodolog ies to concrete issues in 

the operating departments - in studies of projects, sectors, 

markets or count ries . Perhaps it would also be possible to 

induce opera ting people to make more research suggestions. 

More informal - i . e . less bureaucratic - procedures when 

drafting and planning new research projects might inc rease 
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the plls s ib i 1 it i e s of oper~ ti 11g off i c!.!r- s t o contribut e to the 

initiating and parti c ipating of r-esearch. 

(5) The s uggested rese ar ch units within the operati on unit s 

(seep. l7) could probably also help the diss emination and 

assimilation of research results among the staff members of 

the operating unit s . 

(6) Moreover, the ear lier s ugge s te<l employment of pe dp le 

with resedrch backgr ound in opera ting 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 the operating 

officers. This is potentially important, as imported research 

may be more difficult to disseminate and assimilate than " in

house research". Both the suggestion to let researchers circu

late between research and operating positions,and the s uggestion 

to recruit (more permanently) people with research background 

to operating positions means that some "bridges" would be 

built between research and operation activities . Thus , we 

suggest in fac t that the Bank more systematically tries to 

build up a staff of "bridge people" in the operating depart

ment s . 

It is important to realize that the limits of using more 

research knowledge within the Bank are probably determined more 

by the " absorptive capacity" of research among the operating 

people - limited time as well as limited ability and interest 

to absorb research knowledge - than by the capacity of research

ers within the Bank to produce and summarize research . This 
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me..Jn:; Lh:..1L a L...1 rge r voluml.' of r L•sea1·d1 wi. chin the U..ink :;hou ld 

perhaps not be expec ted t o have much effe c t on the opera ti onal 

side of the Bank, as long as the defi ciencies of the systems of 

dissemination and assimilation of research within the Bank have 

no t been removed. 

I : J Implica tions for research of alternative strategies f or 

economic development 

A maJ or tas k of our report is to di scuss future r esearch priorities 

of the Bank in the field of industry and trade. An important 

background to such a discussion is both a s pecification of what 

types of countries we are ~alking about and (b) some kind of 

"vision" about what the mechanisms and driving forces of economic 

development are supposed to be in these countries . 

For instance, if we talk about countrie s with a strong emphasis 

on central planning, research on nationwide planning models, and 

empirical studies of the process of central planning in various 

countries, would probably be a top priority of researc h. It would 

then, of course, be important to remember that there are substan

tial elements of decentralization of information , decisiorunaking 

and initiatives also in " centrally planned" economies. Thus, it 

is of 3 reat interest to study incentives and constraints on 

behavior at various levels in centrally planned systems . 

The reason why the Bank has not put much research resources to the 

acquiring of research knowledge in this field is most likely that 

very few member countries of the Bank are centrally planned 

economies, though of course elements of it exist everywhere, 

because of the great role of government decisionmaking 1n 
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economic matter s in al l countr ies of today . Th i s means, of 

n,ur sc , Lll.JL LIie rrucess u[ government J~cis i unm.Jking is an 

important area of r esearch for all countries. 

(Tho! m.Jcro m11Jels th at have heen <leveloped by the Bank for entire 

economies , or even f or the whole world, should probably not be 

regarded as t ools of centra l planning, but rather as descriptive 

model o r f orecas ting models.) 

A more modest version of planning would be sector i a l 

planning or progranuning of investment decisions, for instanc e in 

sectors where there are huge returns to scale , externalities , or 

(Jirect) intersectorial linkages. Then it may a lso be possible 

to consider aspects which are no t usually well caught, if at 

all, in conventi onal s tatic mi croeconomi c invesonent calcula

tions . With this approach , studies of investment planning 

in some sec tors would be of rather high pri ority . It has in 

face also been so for the Bank in recent years (see section 

III:6), in the sense of "investment progranming" - 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 inves tment pro

gramming models, may be of interest is tha t in many countries, 

perhaps in particular in less developed countries , a number of 

infrastructure and process industries, for which investment pro

gramming models may be particularly useful , are in fact under 

rather detailed centra l goverrunent control . 
1 

l) !tis sometimes argued that investment studies in labor

abundant economies should concentrate analytical work on labor

intensive types of investment. However, it is of course no t less 

important f or labor-abundant countries to economize with the 

sca r ce factor capital than to try to find labor-intensive proj ects . 



26 

It is important t o emphasize that microeconomic investment 

planning models of this type, which are really tools of manage

ment decisionmaking , are quite cons i stent with either a 

market-oriented or a centrally planned mac roeconomic system. In 

reality the research in the Bank in this field has in fact not 

been framed in the context of nationwide central planning 

models, but rather as means of explor ing the r,nge of choice of 

firms operating on markets . The same holds for Bank research on 

capacity utilization, capital-labor substi tution and technological 

change (section III:S) - a research field of great i nterest both 

in the case of centra lized and decentralized versions of the 

development process . 

Research knowledge of patterns of growth of production and trade 

( the field covered by section III: 2) t oo is of considerable 

importance - in particula r perhaps for acqui ring a broad under

standing of the development process - in the case of both rather 

centralized and more decentralized s tra tegies of economic develop

ment. In particular, Bank research in this field has helped 

provide "norms" of growth patterns of industry and trade , against 

which developments in individual countries can be judged. 

In most of the member countries of the Bank, the bulk of the 

development process is no doubt guided by decisions by decentral

ized units motivated by profits and s timulated and constrained 

by markets. However, it is important t o realize that the adher

ence to a pronounced decentralized strategy of economic develop

ment, in the context of a market econ omy , does not imply the 

absence of cen tral policies and planning, but rather the reliance 

of d i fferent t ypes of policy and planning operations than in cen

tral ly planned economies . Obvious examples, beside general 

monetary and budget policies , are institutional r eforms and 
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ln 1.:uunlries ot: 

t hi s type it would therefore be of interest to find out how 

conducive alternative institutional arrangemen t s and incentive 

sys tems are for r e leasing effici ent decentralized initiatives. 

While research on incentive s in produc t markets , in par ticular 

trade policy incentives for firms , has been given a high priority 

in Bank research ( the field covered by sect i on 111:1), the same 

canno t be sai d abou t research on incentives and imperfections 

on 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 flexi 

bility in general of the credit and capital markets, but also 

the structure of wage rates, the incentives and possibilities 

fo r labor to move, acquire skills, and advance. 

Nor has there been much emphasis in Bank research on the impor

tance for economic development of institutional arrangements 

( the f ield covered by section 111 : 4) , though an increased inter

est in institutional factors can be detected in various research 

efforts of the Bank 1n recent years . 

The only aspect ( "dimension'') of development strategies men

tioned so far has been types and degrees of centrali za tion of 

economic decisioomaking, which of course 1s a dichotomy concern

ing the mode of organi zation rather than concerning the alloca

ti on of resources . In reality , the development strategies of 

various countries differ of course with respect to the alloca

tion of resources as well. For instance, one important choice 
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LS between export- oriented ( outwar<l-lookiug) and import

substitution- oriented (inward-looking) strategies of economic 

development - a topic highlighted by Bank research on trade 

policy incentives and patterns of growth. 

Another important dichotomy 1s between strategies that rely on 

the assumption that income s and employment opportunities wi 11 

rather automatically "trickle down" to poor groups of the popu

lation, and strategies that more actively promote employment 

opportunities and income redistribution at an early stage of 

economic development , which according to experience ( f or instance 

South Korea and Taiwan) is not inconsistent with an export 

orient ed and market-oriented strategy of economic development. 

A third dichotomy concerni ng resource allocation , finally , is 

between countries that re l y on a rather passive attitude to 

what par ticular consumer goods that are supplied to the domestic 

population , and str a t egies tha t rely more ac t ively on the pro

vision of sane "basic needs" of food , shelter, health, etc. 

In reality, the economic systems of t he LDCs which are members 

of t he Wor ld Bank are of course charac t erized by various combina

tions of centralized and decentralized decisionmaking, and with 

different strat egies to employment creation, redistribution and 

the provision of "basic needs " . Bank research should reflect 

this diversity concerning strategies of economic development . 

So should , of course, our recommendations as well . 
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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 considerable 

depth . For convenience in review , the panel divided up past 

research into six broad clusters. These are briefly described 

below . The several sections of chapter III provide more 

detailed descriptions of the r esearch in each of the areas. 

One cluster of Bank p r ojects has been concerned with 

incentive pol icies and development strategies; we a l so p l aced 

in this group studies on economic integration among develop

ing countr i e s . I nc l uded here are RPOs 670- 01 (Development 

Strategies in Semi- Industrial Countries), 670 -22 (Economies 

of Scale and Tari ff Levels ) , 670-87 (Industrial Policies and 

Economic Integrat ion in West Africa) , 671 - 10 (Promotion of 

Non- Traditional Exports) and , now under way, 671 - 75 (Inter

national Trad e Policy· fo r the Development of Bangladesh) , 

and sever al other (non RPO) projects as well . Most of these 

projects deal with the role of incenti ve systems in economic 

development , from both a theoretical and an empirical stand

point, and explore the resource- allocational 1 growth , employ 

ment and balance- of-payments effects of various government 

policies, particularly o f t hose aiming at import protection, 

e xport promotion , and economic integration. Considerable use 

has bee n made of the c oncepts of e f fecti ve pro tection and 
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domestic resource costs, appropriately improved in 

theoretical and computational 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 . Most projects were 

completed successfully . The study on economies of scale 

and tariff levels was never completed , what is a pity as 

the subject matter is complementary to the research done in 

the other projects . An evaluation of the Bangladesh study 

is not possible at this stage ; completion is scheduled 

for end- 1979 . Its relevance, however , is beyond any doubt , 

particularly so , as it is a case of application of the more 

basic research on incentive regimes . The major findings of 

the r esearch r eferred to in this cluster are of consider

able interes t for policy-making pur poses as they support 

the efficacy of promoting rather than protecting industries, 

and of avoiding discr i mination against exports rather than 

overemphasizing import substitution , in spurring efficient 

and rapid economic g r owth . The conclusions and policy recom

mendations 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 , com

bined with an array of additional government interventions 

in the domestic markets , still persist and guidelines for 

policy reforms are therefore needful. And finally , this 

research has been found quite helpful by the Bank ' s operational 

staff , who is applying both the findings and the methodology 

in country economic reports, policy analyses and in- house 

estimates of incentives, let alone initiatives for additional 

research in this field. 

Another cluster of projects has been concerned with 

comparative advantage , trade patterns , and economic growth. 

These projects include RPOs 670- 07 ( I nte rnational Model ) , 



- 3 -

670-19 (Expansion in Manufacturing for Exports in Developing 

Countries) , 670-79 (Economic Development of East and South-

east Asia) , 671-05 (Patterns of Industrial Development), 

671-32 (A Comparative Study of the Sources of Industrial 

Growth and Structural Change) , and 671 - 7 9 (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 structure s as a 

function of various country characteristics, including policies 

employed . While two projects (670-19 and 670- 79) were clear 

failures , the other ones met, by and large , this objective . 

The failures are regrettably indeed, since the projects 

addressed the questions 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 industria

lization strategies. The projects differ greatly in their 

methodologies . Some of the projects involve modeling that is 

very simple or indeed primitive; others involve attempts to 

empirical ly implement a very complex general equilibrium 

methodology . In the view of the panel the most comprehensive 

of the projects were those that employed and elaborated an 

accounting framework based on sector-specific supply- demand 

identities for analyzing the nature of modern industrial 

growth. The projects that worked within a less formalized 

framework did not yield interesting conclusions . The research 

guided by the more ambitious general equilibrium conception 

has not yet added much to existing knowledge, nor has it 

produced sensible empirical results to an extent which could 

not have been obtained at lower cost from simple macro-

economic formulations. The operational staff does not attach 

a high utility to this type of research . And it is not clear 
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to us that the Bank has a comparative advantage in this 

field . 

A third cluster of research has referred to export pro

motion po l icies in the developing countries and access to markets 

in the i ndustr ial countries. It included 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+67 (Effects of In

creased 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). All but the first two projects are still under 

way; five non- RPO analyses have also been finished . All of 

these projects aim at testing the hypothesis, prominent 

at the Bank , that .successful expansion and diversification 

of exports is a key characteristic of many recent development 

experiences. The research includes data compilations, surveys 

of selected industries , analyses of commodity markets, ana

lyses of problems of import restrictions by the developed 

countries on the less developed countries ' manufactured ex

ports , consideration _of national policies and institutions 

for trade promotion in the developing countries, and analyses 

of the overal l environment for the exports of the less developed 

countries . As was the case with the projects discussed in 

the paragraph above , the research methodologies and styles 

of the projects considered has differed widely . The more 

descriptive studies on selected industries provide a great 
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deal of empirical information which, however, will be use

ful only if they are kept up to date . Among the completed 

RPO projects the one on India, while p r omising in itself 

as a case study of a less successful country, has been 

disappointing from both the methodological and the policy 

analysis point of view. High praise deserves the project on 

industr i alization and trade policies; it made an important 

contribution in documenting the impact on industrial coun

tries of the manufactured export expansion by developing 

countries and it has stimulated further research on adjust-

ment problems in developed countries . Of great relevance 

to the operational staff and policy makers might turn out 

the ongoing project on export incentive s in developing 

countries, which is designed to yield practical information 

for countries that contemplate the effective promotion of 

export activities . The ongoing research on key institutions 

holds also good promise and will fill a large gap in existing 

information on the marketing of exportables . The two ongoing 

projects on import market penetration in developed countries 

reflect a serious attempt for understanding the political 

economy of trade proteccionism; while the topic is important 

from the export-oriented developing countries' point of view as 

well, it is questionable that the Bank has a comparative advantage 

of conducting large-scale research in this field . 

Research in a fourth cluster relates to 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) , 671-69 (Capital 

Market Imperfections) , and 671 - 11 (Manufacturing Structure 

and Practices in Public Manufacturing Enterprises) , in 

addition to a number of non- RPO studies . The importance of 

these topics for the Bank's lending operations and advisory 

role in developing countries is obvious . A large part of the 
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projects have not yet been finished and, i n 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 

export promotion which proceeded under the presumption 

that the objective was clear enough and that the task was 

to find the appropriate instruments, these projects have 

faced much more uncertainty regarding what ought to be 

achieved . The difficulties for the researchers were com-

pounded 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 struggling towards appro

p r iate methodologies, but has not yet securely found many . 

We also notice that research on capital market imperfections 

and public enterprises put too much emphasis on the experience 

of one country , namely India. And while the quality of 

the research done so far is good by international standards , 

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 smal l- scale industries , credit markets and public enter

prises and their influence on development . 

Like the work on incentive regimes , trade patterns , and 

export promotion , and · un like the r esearch on small enterprises , 

credit markets , and public enterprises , Bank research on 

capital utilization, capital- labor substitution , and tech

nological change (the fifth cluster) has proceeded within 

well-defined methodologies and has tested concrete hypotheses . 

Included here are the RPO ?rejects 670- 54 (Employment 

and Capital -Labor Substitution) , 670- 23 (Scope for Capital 

Labor Substitution in the Mechanical Engineering Industry) , 
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and 671 - 51 (Appropriate Industrial Technology) , most of 

them are completed. Of three non- RPO studies two are 

completed as well . The policy thrust of the research has 

been provided by the observation that labor is cheap and 

capital expensive in less developed countries relative to 

developed ones , that this ought to be reflected in use of 

more labor-intensive techniques, but while this has been 

happening to some degree it still is possible and desirable 

that the techniques employed be more frugal in use of 

capital. At the same time, it is shown that despite the 

relative scarcity of capital in developing countries, pro

ductive capacity is not used very intensively . Research 

has been concerned with market and other forces that explain 

the prevailing situation , and with policies that could 

improve the environment so the choice of technique could be 

made more appropriatel y , techniques used more efficiently , 

and appropriate adaptation and learning proceed more effect

ively . The panel finds the recent work exploring in great 

detail the scope of capital labor substitution in particular 

technologies important and illuminating, but running into 

diminishing returns as a research endeavor . The work on 

appropriate industrial technology , particularly the research 

on the design capabilities of domestic capital goods producers, 

is promising, and may l ead to important further research. 

The sixth cluster of Bank research is on investment 

programming and has many connections with research on the topic 

considered in the paragraph above , although the emphasis so far 

has been placed on optimization . The major project included 

here is RPO 670-24 (Programming in the Manufacturing Sector) . 

The analytical work has been concerned with optimal pro

gramming 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 both process and non- process 



- 8 -

industries. The research has estimated the size of scale 

economies in c ertai n p rocess indus tries (which i s important 

in some cases) . Moreover , it has t ested the ut i l ity and 

feasibility o f using fo r mal p r ogranuning models in guiding 

investment decis ions (wi th encouraging results) . The research 

also has considered some of the i mplications of e c onomies 

of scale and strong inter- activity interdependence for 

r egional cooperation. By and large , t he research has been 

successfully carried out. It made a significant methodological 

contribution , it has the potential t o improve t he rationality 

of gover nment decisions in developing large process industries , 

and it may have been useful in guiding Bank ' s ledning opera

tions (provided they were available in time and could be 

understood by the operational staff). It is our impression 

that a stage has b e en reache d where t h e methodology developed 

for process i ndustr ies has to be dissemi nated effectively 

fo r application. 

II : 2 Overal l Evaluation 

The pane l attempted to evaluate t h e research undertaken 

by the Bank along a range of dimensions , reflecting the 

multiple purposes of research at the Bank . Some of our 

criteria related to the Bank as a r e s earch producer and as 

a member of the scholarly resear ch community . Here we at

tempted to assess the contribution of Bank research to the 

understanding of the economic development p rocesses and 

policy issues relating t hereto . What was the absolute quality 

(in some sense ) of the research output of the Bank? To what 

ext ent did Bank research r eflect i ts comparative advantages? 

To what e xtent did Bank r esearch proceed in conscious aware 

ne ss of the research that had been done and was going on 

e l sewhe r e? Other c ri ter ia related to Bank r e s earch v iewed 

as a contributio n to the applied objectives of the Bank . How 
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useful has the r esearch been in guiding Bank decision

making , either r egarding lending operations or regarding 

policy advice? How useful has the r esearch of the Bank 

bee n to policymakers in the less developed countries? What 

contribution has the Bank research program made to t he 

building up of indigenous research c apab i l itie s within the 

less developed countries? 

Finally, we attempted to probe at the factors that 

seemed to explain why certain areas or sty les 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 particularly good and usef ul research, or poo r and 

not-so-useful research? Were t here c e rtain distingui shing 

adminis trative arrangements associated with good and poor 

research? 

The several sections of chapter III go over these 

questions field by field. The panel noted significant 

differences in the overall quality and relevance of Bank 

research in the different fields, and the more fine - grained 

evaluations also differ from field t o field. However , t here 

were certain general and common judgements that we made . 

These we recount below. 

By and large , we are impressed by the overal l high quality 

of Bank research on industry and trade in economic development . 

Viewed solely i n terms of its research output (much of which 

has been published ) , the Bank clearly ranks as one of the 

most distinguished development resea rch centers in the 

world and certainly the leading o ne among internat ional orga

ni zations . In ma ny case s, the researchers have made a r emark

able e ffort to improve the methodology for policy anal ysis 

and investment appraisal . The work has been t o a large extent 

creative r ather than imitating and , in its applied corn-



- 10 -

ponent, generally complementary to the research in the 

field undertaken else where . Ban k research, being mainly 

empirically oriented , has made outstanding contributions 

to knowledge about the structure of incentives bearing 

on business firm decisionmaking 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 that outward looking development 

policies were both feasible and highly effective . More 

recently research at the Bank has contr ibuted importantly 

to understanding of changing patterns of exports from the 

developing countries . Work at the Bank has shown how resource 

allocation patterns within a country relate to the country 

char acteristics including its income level , market size , 

and policy orientation . Research at the Bank on intensity 

and efficiency of use of capital and labor has significantly 

enriched understanding of the forces and work on those 

variables ; mor e recent work at the Bank has illuminated and 

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 progr amming methods , while not yet bearing much fruit , has 

explored and pushed forth the state of the a r t . Bank research 

on small enterprises, credit markets and public ~nterprises , 

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 community , provided 

high capacity resources are made available. 

By and large, Bank research on industrialization and trade 

has r eflected its comparative advantage . 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 ve r y diffi

cult to do , in a university setting . This is the more so as 

Bank research in this a r ea has been concentrated on comparative 

studies, which allow f or generalizable ~olicy prescriptio ns , 

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 else whe r e . 
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It has proved much harder for the panel to evaluate 

the influence of Bank research on Bank decisionmaking , or 

on policymaking in the developing countries , or upon the 

strength of the research communities in the less developed 

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 

a l ittle bit , but not very much. The 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 e l sewhere) not to talk about the influence of the 

basic ideas and understandings that emanate from a research 

t r adition on their own thinking regarding the applied problems 

they faced , but to discuss the contribution of r esearch in 

terms of detailed pieces of analysis, or data, that were 

used concretely and specifically in decisionrnaking . In our 

judgement the influence of ideas and concepts on policy 

making usually is much more important than the influence 

o f particular facts that might come from research. 

With these caveats in mind , it is our impression that 

a n umber of different strands of Bank research have influenced , 

directly and indirectly, bank operations . The influence pro

bably has been stronger on bank operations aimed to influence 

overall policy within countries , than with respect to specific 

lending decisions , al~hough there are a number of instances 

of the latter where Bank research clearly has had an impact. 

The concept , as well as the quantification, of effective pro

tection 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 develop

ment strate gy was an attractive alternative to excessive 
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import substitution policies for countries t o consider . 

Both of these notions seemed to be menta lly connected with the 

view that decisionmakers did f ace a choice of techniques , 

tha t t he highly capital-intensive techniques of U.S. manu

facturing were often uneconomic in the context of less 

developed countries, but that uneconomically rigged factor 

markets and import protection regimes often encouraged and 

supporte d unnecessarily capi tal-intensive investments . In 

their statements about the kind of r esearch that they found 

useful, and not so useful , Bank personnel tended to laud 

studies which proviced data , or examined particular insti

tutions , let alo ne the whole field of incentive regimes . It 

is our conjecture that this kind of research may in fact h ave 

been more influential regarding decisions o n particular loans 

than the more general analyses done by Bank researchers . How

ever, if the focus is on the inf luence of Bank research on 

the way Bank officials view appropriate economic development 

policymaking and set their positions in bargaining with LDC 

officials, as stated above we believe that it is the more 

sweeping ideas and documentations for these that has had 

the great est influence. 

We f eel ourselves in an even weaker position r egard ing 

the abil i ty to judge the impact of Bank r esearch on policy 

making in the developing countries . A real impact could b e 

recog nized with r egarq to the studies on incentives and 

domestic resource costs in industrial and a gricultural acti

v itie s . For the other proj e cts , we would conjecture that all 

of our remark s above obtain . Where (and it is c e rtainly not 

everwhere ) 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 effect on dia

logue b etween the Bank and government official s of developing 

countries . But we are able to acquire very little direc t 
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confirmation of these conjectures. On the other hand , we 

noticed that some shifts in Bank's policy thinking (as the 

growing interest in the "bas ic needs" approach) have not 

(yet) influenced research e ither . 

Research projects at the Bank have differed signifi

cantly in the extent to which they have c ontributed to the 

building up of res e arch capabilities in the l e ss developed 

countries. There has been very little effort to work with 

research institutions in the developing countries specifi

cally with the purpose of helping thes e to develop. Our 

conversations with researchers at the Bank indicate a con

siderable reluctance to do this , o n the g r ounds that it is 

very difficult , and would tend to interfer e with t he task 

of getting on with the research . Some of the Bank ' s 9rojects 

have been done almost exclusively in house, and have not 

i nvo lved LDC researchers at all . But a number of the pro

jects , particularly those invo l v ing primary data collection 

i n developing countries, or case studies of particular 

industries o r policies, have involved researchers in the 

countries concerned . These projects , therefo r e , have helped 

to bring these researcher s into the mainstream of development 

research , and to establish o r reinforce contacts with the 

scholars at the Bank . Though we have no way of assessing 

the overall importance of the contributions t o t he growth 

of r e s earch capabilities in developing countries that has 

come about because of participation of these countries ' 

scholars a nd research institutions in completed o r ongoing 

Bank projects , we found some cases in which fur t her research 

in the countries concerned was stimulated . Gener ally speaking , 

the Bank policy o~ workinq with researchers and insti-

tutions of developing countr i es when this advanc es the 

res earch should also be recognized as enhancing of the 

research capabilities in this part of the world . 
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Our r elat i ve assessments of the research p r oject s that 

have been undertaken b y the Bank in the industry and trade 

field suggests two stro n g correlate s of research quality . 

One is strong interest and leadership by a senior researcher 

on the Bank staff . By and lar ge Bank research has not been 

particularly successful when it has been farmed out to c on

sultants. The second is a confluence of strong conceptual or 

methodological elements in the project and a set of broadly 

but clearly defined questions . By and large we have not been 

impres sed with the success of Bank projects which have been 

motivated largely by "pure" interests without much in the way 

of clear- cut connections with important polic y questions , 

nor have we been much impressed with Bank projects that 

appeared to have been motivated largely by a particular policy 

interest or c oncern but which did not involve much 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, however, to the fact 

that quite detailed attention and involvement of first-rate 

senior Bank researchers in a pro ject has in the past been 

almost a prerequisite for research s uccess. We also r ecogn.ize 

that in t he pulling and tugging between the intellectual in

terests 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 p r opose that the Ban k ' s research successes in the 

past have not been at t he e nds of that spectrum, but rather 

on proj ects wher e intellectual interests and policy concerns 

in terms of issues and usable methodolog ies have come together . 

As research in t he industry and trade field was mainly applied 

rather than "pure", policy recommendations made b y the Bank 

to governments in develop i ng countries wer e consistent with 

the most recent body of knowledge generated in this area . 
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II:3 Future research priorities 

As will be seen from the rather detailed evaluati ons of Bank research 

in the l ast chapter of the report, the bulk of the research efforts of the 

Bank on industry and trade constitutes important contributions to the 

"global" pool of research knowledge about development problems . Moreover, 

a considerable part of the r esearch of t he Bank has also been applied 

in policy advicing and operating activities of t he Bank. This holds in 

particular perhaps for the studies of effective protection and domestic 

resource costs, and to some extent also the studies of t echnological 

choice and investment programming in process industries. 

We have argued that the choice of future r esearch priorities has to 

be based both on the development strategies actually pursued by member 

countries and on some asswnptions ("vision") about what are t he 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, suggest a rather "pluralistic" 

research program of the Bank. 

We have suggested four general principles (motives) of Bank research: 

(a) To contribute to the research knowledge in t he world about the 

development process; a "comparative advantage approach" is t hen adequate . 

(b) To improve upon the research knowledge that is needed for Bank 

operations an:l policies; a "residual supply of research approach" i s then 
adequate . 

(c) To create externalities within the Bank in the form of 
"sophistication" among Bank staff. 

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

(c) To create externalities within the Bank for its oper ational 

and policy formulating staff in generatiri.g a more 211.alytical 

view of the problems and an increased level of "sophis-:ication". 

(d) To ~elp generate research knowledge and research capacity in the .:,OCs . 

This means that recomnendatior.s regarding future research priorities 
must rest on subjective judgements regarding a number of matters, including 

the importance of different kinds of r esearch in enhancing general under

standir.g of development processes . the cor:.:Jarat i ·,e advar.t2.:-e of th~ ~ ntr ; n 
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different kinds of research, Bank needs and 1£.C needs for certain kinds 

of studies to enhance their decisionmaking ability, the kirx:i of research 

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 

a.rrl 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 of course not advisable to choose one of them 

but rather to make "uneasy" compromises between them. If we would emphasize 
some aspects of such a compromise more than others, we would suggest that 

research is concentrated in fields where 

(1) knowledge is particularly strongly needed for Bank lending and policy 

advising; 

(2) the Bank in its operations acquires research competence that is 

unique, as compared to other organizations; 

(3) a strong research organization an:i a system of follow-up research, 
mainly in the case of large projects, are required. 

Needless to say, a basic requirement in all three cases is that t he 

Bank has , or is able to hire , highly competent researchers . 

Chapter III presents rather detailed views about the kinds of 

r esearch t hat , according t o our view, ought to be cut back and t he 
kinds that ought to be aU@Tlented , for each of the six broad fields of 

evaluation . Her e we attempt onl y a rather general aDd less detai led 

st atement of research priorities . As a preliminary way of insertir.g 

some substance into r ather general principles presented above , it ma.y 

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 resea:'ch at the Bank 

which in the past have been forceful and productive, but '.vhich 

now are running into diminishing returns . These include such 

traditional and successful 3ank research fields as research on 

rates of effective protection or subsidy , aDd swdy of patterns 

of growth and development . In both of these fields 3anl< r esearch 

has broken new ground, but the ground now is well broken . 
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In the case of research on trade policy incentives, it is resasonable 

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 judgement, 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 

opel:'ating units for applications 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 
operations work. 

Similarly, while Bank research on patterns of gr-owth and sources of 

growth, based on regression and input-output analysis, have been useful and 

illLUninating, 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 

sophisticated way. Thus, the studies of patterns and sources of gr-owth are 

also mainly ccmpleted, or near completion. However, it is not clear if 

these studies len:i themselves to application for the use by operation staff; 

the studies have perhaps mainly served to improve I:"ather general knowledge 
about the development process. 

We also propose that Bank research exploring the range of technical 
choice and opportunities for capital-labor substitution has run into 

diminishing returns. The basic points have been well documented. It is 
unlikely that doing more studies would add much to ability to persuade 
people that in fact the .range of choice is quite wide, and that it matters 

what choices are ma.de. The Bank lending departments need to be able to do 

these ld.nds 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 boITOw:ing governments or 
governmental agencies about the range of choice. We propose that this body 

of work, like the work on ef fective protection rates, should be moved out 

of research and moved into applications. 
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We have the same judgement regarding Bank research on process industry 

investment progr-arnming, though some "software" development 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 . 

In the case of both labor capital substitutions and process industry 

progr-arnming, the work on applications should probably not be done in the 

regions but rather in some more centrally located unit in the Bank -

considering 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 r esearch on prograrnming models for non-process industries, 

and the economy- wide models based on a computable general equilibrium frame

wo~k. Most of us doubt that these bodi es of r esearch will contribute much 

directly to understanding relevant to policymaking. 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 sceptical about the fruitfulness of this type 

of research, relative to some other fields . On the other hand, the work is 

methodologically exciting and on the frontiers, and enables the Bank to 

attract and hold several very well-tooled economists. The arguments for 

continuation of these projects it see.~s to us !TD..lst rest on the :importance 

to the Ba..'1k of having on its research staff several economists who are 

technically very skilled. 

However, regardless whether the Bank wants to continue research in this 

field or not , we recommend the Bank to shift the emphasis of research to 

some other fields, such as the following ones : 

(1) Export promotion policies of the LDCs and market access in t~e Des 

(2) International (global) trade patterns and inter-LDC trade 

(3) Factor market conditions and distortions 

(4) Comparative studies of government policies (that influence 

industrialization and trade) 

(5) Industrial strategies in non-industrial LDCs 
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(6) Entrepreneurship, innovation and the adaptability of 

production and or ganization of economic activity 

(7) Technol ogical change and appropriate technology 

(8) Public enterprises 

We are not sure which of these sector fields that should be given 

the highest priority. Among the trade-related fields (points 1- 2), perhaps 

the second one - trade patterns and inter-LDC trade - should be given the 

edge. The reason i s that we forecast the possibility of a considerable 

attempt to expand inter-LDC trade in the 198os, and that this type of trade i~ 

l ikely to encounter new and poorly understood problems. For instance, while 

the successful expansion of export of manufacturing goods of some LDCs t o 

developed countries has largely been promoted by "ready-made" marketing 

firms in the DCs, efficient marketing systems for inter-LDC trade do not 

yet exist. 

We have also seriously considered the i dea that the Bank should launch 

a major research effort to the question of adjustment mechanisms in connec

tion to the reallocation of resources in the developed countries in 

response to changes in technologies, preferences and canparative advantages 

in the world econoJT\Y. A ma.in reason for such a research effort would be 

that one of the ma.in things that the developed countries could do f or the 

less developed countries is just to adjust t heir own economies to the 

export efforts of the LDCs, to provide access to markets for these exports . 

However, we believe that the DCs should really themselves do this type of' 

research. Our recorrnnendation on t his issue is therefore that the World Bank 

strongly advise the developed countries themselves to give high priority 

to research on reallocation of resources and adjustment policies in the DCs, 

rather than that the World Bank moves heavily into that area. 

Among production- oriented fields (points 3-8), many of us would stress 

problems of fac t or market distor tions (point 3); enterpr eneurship, innovation 

an:i adaptation (field 6), and technological change and appropriate technology 

(field 7). The r eason is, in our view, that in decentralized market econcmies 

with a consider3.ble scope for government decisionmaking, governments can do 
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nru.ch for releasing, or destroying, decentralized, productive incentives 

by way of incentive policies in a broad sense - tariffs, taxes, subsidies, 

wage and labor market regulations, licencing systems, training, technological 

research and various types of controls - as well as by helping to develop 

institutions that are conducive to vigorous entrepreneurship and a sharing 
of the fruits of economic development by broad groups of the population. 

Earlier work on capital utilization an:i capital-labor substitution 

led to a recognition that factor market con:iitions played an important 

role in influencing choices. In turn, labor and capital markets are strongly 

influenced by a variety of goverrnnent policies. These policies, for example 

labor legislation, and policies imbedded in financial institutions, warrant 

considerable study on a comparative basis. 

Among the important policy and institutional topics for study, 
examination of a set of issues relating to entrepreneurship strikes the panel 

as particularly important. This is not only a field of industrial organizatior. 

- including issues such as market structure, types of competition, and the 

supply of equity capital - but also a sociological problem concerning 

attitudes to entrepreneurship in society. 

Moreover, in many less developed countries, public enterprises are 

common in the provision of transport, power, and a variety of public services. 

Many countries are also employing public enterprise for the production of 

manufactured goods, particularly when significant economies of scale are 
involved. The question of the relation of public enterprise to market and 

to higher political authority, and rrore general issues relating to the 

motivation systems influencir.g decisionma.king in public enterprises, strikes 

us as important to study, probably on a comparative basis. The World Bank 

has initiated some research in this field. We urge that the field be given 

quite high priority . 

Another broad set of subjects to which we think priority should be 

given involves mechanisms of technology transfer, adaptation of technology 

to better fit local economic conditions, innovation in in:iustry in less 

developed countries, and the policies and institutions that support and 
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stiITn.llate technological pr ogressivity. Bank research in several different 

areas increasingly has come to recognize that choice and implementation of 

these technologies is a lll.lch more active and creative process than sometimes 

presumed. A considerable amount of redesign, adaptation and learning often 

is involved in 11 technology transfer". Several recent studies have shown 

domestically adapted or invented technologies to be playing a significant 

role in growth of productivity in manufacturing industries in certain less 

developed countries, and to be occurring in exports . We think that the Bank 

should join more actively and provide 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 nwnber 

of well-trained engineers in a company facilitates their choice of techniques, 

adaptation, and innovati on. 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 going on within a country ' s engineering schools . 

It would be very interesting to gain a better understanding of what 

kinds of finns are adapting and innovating most successfully. Do they tend 

to be small, medium size or large? Do small innovative finns tend to grow 

larger? Are there differences between domstically owned finns and subsi

diaries of foreign corporations? aetween private and public firms? We t r.ink 

it of high priority that the Bankbeginsto study these questions. 

To summarize our recommendations about future research priorities, we 

think that the three broad areas described above - international trade 

patterns and inter- LDC trade; studies of factor ~.a.rket distortions, policies 

and institutions (comparative studies); and study of entr epreneurship and 

processes of adaptation arrl innovation - delineate the broad areas to which 

the bank should be allocating more of its research resources. 

If the Bank contemplates a shift of ei;iphasis of research to the new 

fields suggested here , it would probably be a good idea to appoint an 

ad hoc group of researchers with the task of under takir.g a r esearch pr ogr::m 
in some of the fields suggested here, for inscance concernir.g f actor market 

distortions , the 1u.nctioning of labor and capital warkets , entrepreneur

ship, innovation and technological develcpment and adaptation. As we have 
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indicated, such research should probably often use the technique of 

comparative studies of nations. The ad hoc research planning corrrnittee 

should incl~de outstandLng resea;rc9~rs qutside as well as inside the 

Bank. Examp~e of types ~f schoiar~ are specialists in industrial 

organization, technological development, innovation, credi~ end labor 

market analysis (labor economics). It 'is, in our judgei;lent i::".p::>rta'1t 

to include people with a strong theoretical and analytical can?etence , 

rather than people that have studied institutions on a more descriptive 

way. 

To avoid that research in the new fields which are reco:-:mended 

here ends up with descriptions of institutions and policies that do not 

lead to generalizations, we wo1.:11a· recornmend new research departures 

yrith a wide relevance, promising reproducibility of the results . 

Even though we have suggested that some r ·esearch areas r.01:! are 

mature for application, that others should pe:'haps be phased o~t , and 

finally that other types of research should not be "moved in::011
, it 

is obvious that our suggestions would require a somewhat large:- research 

budget in the field of industry and trade . However, we believe that 

this would be worthwhile for the Bank, considering how impor-ca.'1t it is 

that the Bar.k has the highest possible ccnpetence in the fie:d of its 

activities, amo:1g which operations related to industrializ2..t::..o:1 and 

trade are prominent. It isP we beli~ve, the competence of the 3ank, 

rather than its lending volume , that will cou_nt for its contribution 

to the econo.Tcies of the less devel0ped countr:es . 

Against this bacv.ground, it is not unreasonable to il:c~e2..se t~e 

number of scholars of the Bank in this field ·.,Iith at least a :ia.'1CL~l 

of hig.11ly co;.1~etent perso:1s . This is, in fact, a pre:-equisi~e : .... ::>r 

shiftiri.g rese2..rch to the areas which, accordi:1f; to our opi:.i.c~:, 

st ould te gi~.1e:1 hlghe!' p:·iority ir. the futll:'e ~lin...'1 in the ;=.s-:. I-: 

1.dll, of co'...lI'se , be the s::..~e of these ne\·! .resoU1.·.::es t::a: sc:.:: ::1e 

limits f o!"' hoi·! !'!la.r"JY new depa!';:ures may be em·:.~c:ged . 
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EVALUATION OF WORLD BANK RESEARCH ON I NDUSTRY AND TRADE 

Incentive Po licies and Econ omic Integra tion (Ch . III-1) 

The Subject 

1. The following evaluation is based on a sample of five RPO 

projects : (1) RPO 670- 01 , Development Strategies in Semi

Industrial Countries (directed by Bela Balassa); (2) RPO 

670- 22, Economies of Scale and Tariff Levels (Gary Pursell); 

(3) RPO 670- 87, Industrial Policies and Economic Integra

tion in West Africa (Balassa); (4) RPO 671-10 , Promotion 

of Nontraditional Exports (David Greene) ; (5) 671 - 75, 

International Trade Policy for the Development of Bangladesh 

(C . Jayarajah). Four additional non-RPO projects (three by 

Balassa, one h.y 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. 

2. 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, e xport 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- b y-firm basis and to appraise 

the impact of protection at the level of individual invest

ment projects. 
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3. In view of the widespread belief among policy-makers in 

many developing countries (LDCs) that they cannot develop 

(i.e . industrialize) their economies without a direct 

interference in the market mechanism, the focus of these 

pro j ects is of essential nature on the applied level . 

Not only could the findings , if accurately substantiated, 

provide the government officials of LDCs with guidelines 

for appraising the allocative , growth, distributional and 

balance- of- payments impact of the incentive regimes , and 

for reforming them where necessary . The studies could also 

strengthen the ability of the Bank's operational departments 

to assess both the economic feasibility of individual invest

ment projects and the overall effects of the economic 

policies pursued in LDCs . Most of the studies under review 

meet these objectives. 

Review of Projects 

4 . Fr om both an operational and a policy-making point of view , 

the ~ain contribution in the field under review is the 

project on Development Strategies in Semi- Industrial Countries , 

(henceforth " Strategies " ) , by which the World Bank has con

tinued and deepened its research on (trade) incentives; work 

in this area has been closely connected with the Bank's main poliC} 

interests since 1967 . The "Strategies" project started in 

mid- 197 1 a n d was completed, with a for!nidable volume of over 

1200 (double-spaced) pages and tables, in mid-1978 . Its 

purpose was to quantify and analyze relative incentives pro-

vided to import substitution and export expansion in countries 

pursuing different development str ategies, which have already 

established a relatively diversified manufacturing sector . 

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 . Ar-
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gentina and Singapore are relatively new in 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 could no doubt profit from prior methodolog

ical and empirical research done in and outside the Bank , 

and so did the comparative analys is of the experience of 

the Six . On the whole , the policy conclusions and recommenda

tions rest upon firm theoretical foundations and a sound 

factual basis . 

5 . The methodological framework underlying this project 

is the effective protection concept . It has been extended 

to include export subsidies as wel~ as credit and tax pre

ferences, i n addi tion to import tariffs and quotas . By doing 

this, fortunately at a reasonable level of sector disaggrega

tion , the "Strategies" project has increased the knowledge 

inside and outside the Bank about the effects of incentive 

regimes . This study is a good 2xample of how analytical 

tools, which have proven useful in earlier analy ses , can be 

improved in theoretical an<l computational ter ms . It is par

ticul ar l y notewor thy that, unlike many other studies in this 

field , a great effort has been made to collect compar ative 

price data . Only p r ice comparisons between domestic production 

and impor t values make it possible to calculate overall 

effective protecti on (i . e. including non- tariff measures) 

and to identify the degre3 of tariff redundancy which often 

exists. 

6. That the analysis in the "Strategies" project has been carried out 

in a partial equi l ibrium framework , does not reduce its prac

tical relevance , provided the e stimates are taken as rough 

orders of magnitud e and their economic impl ications are inter-
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preted in a comparative way rather than in isolation . Gene ral 

equilibrium models tend to have a rather limited explanatory 

power, l et alone their hig h sensitivity t o the parameter 

specifications . What could have been wished from the user's 

point of v iew , however, is e ither that the country studies 

had been comple ted earlier o r that the quantitative estimates 

had been more up-dated . An earlie r completion of the project 

- originally planned for the second half of FY 1973 - was out

side the r ealm of possibility given t hat various r esearchers 

were unexpectedly absorbed again and again by other duties in 

their own c ountries . Thus , the d e lay has to be inte rpreted 

as the price to be paid for embarking on l arge cooperative 

ventures amongst Bank's researchers and external economists; 

t he "price" has been kept as low a s possible, however, by 

circulating draft versions of various chapters well a head of 

the project's completion. With regard to an up- dating of the 

results ,. one should remember that the quantification of the 

incentive measures refer to the end- sixtie s. While this is fine 

to understand the past economic performance of t he countries 

under study, most sample countries have changed t hese measures, 

especially those related to the foreign sector , s ignificantly 

since then . Had the "Strategies" project included these changes 

in the analysis, its results would have become even more sig 

nificant than t hey are in any case. Of course , we are aware of 

the practical difficulties in maintaining up- to- date a com

pre hensive analysis as this one; it probably would have r equired 

a full-scale r e -estimation o f the effective rates of incentives. 

We therefore think that there is a need for the Bank when apply

ing this research to up- date the results . The Bank is , as com

pared to academic institutions , in a favour able position to make 

such an effort; it has the staff and it can try to collect at 

leas t part of the r equired in formatio n through the economic 

missions which r egularly review the LDCs . 

7 . The message of the r esearch on incentive schemes is that when

ever LDCs want to industrialize their economies and think that 

this objective requires government assistance , they should 

promote rather than protect industries. This i mplies, for 

instance, that import substitution s hould and could be 
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achieved without discriminating against exports, particular

ly nontraditional manufactured exports, as it 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 effi

ciency than when industrialization is aided only in relation 

to the home market . These are conclusions which can be used 

i:mmediately by the operational staff. In fact , we were told 

that this work has been found quite helpful, particularly 

so by the country economists in the Regional Deoartments 

and by the IDF and IFC staff; scepticism with regard to 

the usefulness of this type of research prevails within 

the IPD staff, which has little to do with incentive systems, 

however. We strongly feel that one of the objectives identi

fied for the Bank's Research Program-: "to improve the Bank's 

capacity to give policy advice to its members" - has been 

accomplished by this project. 

8. It should also be noted that researchers from the countries 

concerned have been involved in the "Strategies" project to 

a large extent . This has created some problems on their own, 

in terms of time schedules as well as diversity in contents. 

But it also has contributed to stimulate policy-oriented 

research in the countries themselves which otherwise would 

not have been undertaken and, more important for Bank's 

purpose , it has influenced policy decisions in these coun

tries. 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 governIT.ent in the direction of 

decreasing the high average level of protection, of narrowing 

the dispersion of the effective rates of protection and of 

encouraging , by means of financial incentives, those indus 

tries which have, or could develop, international competi-
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tiveness. 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 calculating effective rates of protection . We have 

also found for Colombia and Israel a growing amount of 

research resources devoted to the empirical analysis of 

trade pol icy issues , as a following - on to "Strategies" 

project . In Korea , Singapore , and Taiwan , where the authors 

have moved into prominent governmental positions , economic 

policy- making takes into account the recommendations which 

were formulated in the ''Strategies " study. Thus , t his work 

has contributed , directly and indirectly , to promote 

applied research in Bank 's member countries , which is also 

a central objective of the Research Program. 

9 . Studies of this type are not only wor thwhile 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 lowPr 

stages of economic development . As one never can take for 

granted , however , that these externalities will be auto

matically internalized by those other countries , it always 

is helpful to extent the r egional coverage of the r esearch 

on incentives. The project on Industrial Policies and 

Economic Integration in West Africa was a useful P-xtension 

of Bank ' ·s research in this field . The project was initiated 

in rnid-1973 and completed in end-1978 (as schedul e d ) . Its 

purpose was to appraise the potential of , and obstacles 

to , industrial development and economic growth in small, 

primary producing countries under alternative policies , in

cluding expansion of intraregional trade . Four countries 

were chosen for analysis: Ghana , Ivory Coast , Mali , and 

Senegal . They differ from those studied in the " Strategies " 

p r oject in that they are less develo~ed and have not yet 
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established a diversified industrial base. The incentive 

systems of these countries have been analyzed with regard 

to their impact, within the industrial sector, on i mport 

substitution wi t hin each c ountry , inc r eased intraregional 

trade , and e xpansion of exports to third countries; further

more, the structure of (long-term) comparative advantages 

of these countries, in both agricultural and industrial 

activ ities, has been evaluated . 

10. In measuring the incentives , basically the same methodology 

was applied as in the "Strategies" project. However, the 

rates of effective protection and effec tive subsid y d o not 

r ef lect accurately the comparative advantage or disadvantage of 

particular activities since they are calculated on the 

basis of market prices rather than shadow prices . For this 

reason, this project has rightly applied the domestic

resourc·e-cost concept as wel l as estimates of the cost-

benefit ratio for foreign capital in measuring comparative 

advantages - using, as in the calculation of incentives, 

firm l eve l data. While the findings provide a clear indica

tion as to substantial incentive-generated distortions and 

a great diversity in the dome stic resource costs of foreign 

exchange, they should be taken as reflecting orders of 

magnitude rather than exact quantification . As the authors 

themselves admit, the data are not completely reliable in 

all cases and t he estimation of shadow prices , particularly 

of the shadow exchange rate, always invol ves some uncertainty . 

The sensitivity of the ranking of activities in domestic 

resource costs to the shadow price a ssumptions has been 

tested in the studies on Ghana and the Ivory Coast; such 

alternative estimates are still to be done for Mali and 

Senegal. 
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11. Research undertaken in this project was, as the "Strategies " 

project , most useful for the Bank's immediate operational 

needs. I ndicative of this is the fact that the project was 

carried out in close cooperatio n with the Western Africa 

Regional Office and with support from the Industrial Projects 

Department (of CPS). The operational staff found the 

methodology , the empirical results,and the policy· recommenda

tion useful in evaluating government policies and programs 

in that area. Recently, the reg ional office has even under

taken the initiative to follow-on t h e research of this 

project by studying the effects of trade and other incentive 

policies on res ource allocation in Cameroon (which is the 

dominant member of the Union Douaniere et Economique de 

l'Afrique Central~). And the Agricultural and Rural Develop

ment Department (of CPS) is now sp9nsoring a comparative 

study on the economic effects of price interventions in 

agriculture. The West . Africa research project has also 

influenced policy- making in the countries concerned . For 

instance 1 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 in order 

to obtain guidance on the costs and benefits of a revised 

system of i1~centives , using the same methodology as in the 

West Africa project. 

12 . Operational guidance with r egard to an Asian nonindustrial 

country is expected from the ongoing pro j ect on International 

Trade Policy for the Deve lopment of Bangladesh, which has 

been initiated by the South Asia Regional Office. This 

project may be considered as a country application of the 

ef f ective protection - domestic resource cost methodo logy . 

It aims at three objectives , according t o the project pro

posal: (i) to assess the structure and functioning of factor 

and product markets with a view of identifying relative 
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resource scarcities at present and in five years from now; 

(ii) to d etermine the structure of comparative advantages 

for existing agricultural and industrial activ ities as well 

as for new industries which might be established in the 

future; (iii) to design a trade policy, properly synchronized 

with domestic incentive 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 analysis can be conducted at a high rigor will 

crucially depend on data availability. The project proposed 

display s much optimism in this regard, but there is a risk 

that difficulties in collecting the needed information 

become enormous. That the execution of the project involves 

researchers from Bangladeshi institutions might facilitate 

the access to existing though not published data . But the 

real p r oblem is that the existing stock of statistical 

information in Bangladesh is far from being sufficient to 

measure shadow prices , quantify incentives, and calculate 

domestic resource costs. There will be an inexorable need 

for additional data collection by the researchers themselves. 

One should therefore not be surprised if the research leads 

to a narrower range of permissible conclusions than is 

expected, or if its completion will be delayed. 

13 . The internal needs of the Bank relating to incentive policies 

do not exhaust themselves with country reviews. As a lending 

institution, it has also a great interest in knowing whether 

the economic viability of individual investment projects 

financed by the Bank depends on protection. It also has to 

possess appropriate guidelines for appraising the signifi

cance of a protection element in such projects. In this 

respect, the non-RPO study on Industrial Protection in IFC 

Projects, assigned to a research consultant, could be useful 

- and has in fact considered helpful by an internal evaluation 

report . 
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14. 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 nine 

individual IFC projects and their economic efficiency . It is 

shown that conventional measures of effective rates of pro

tection do not provide all information which is required for 

making decisions at the project level . For, the judgement 

about the economic viability of a new investment also depends 

on future changes of protection (and other incentives) 

which can be expected to take place over the life of the 

project. This is an important aspect to be taken into 

account by all Bank staff members involved in investment 

project appraisal . While this is recognized in the corre

sponding offices (including the IFC itself), we have also 

to emphasize that , from an operational point of view, both 

Bank's researchers and officers would face 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 comparison for a period of years in the future, 

as required ideally in solid investment appraisal at the 

project level. In order to make things easier, one could 

have thought of applying the domestic-resource-costs method

ology since then there is no need of information on futur e 

protection . The use of this method would have been desirable 

anyway, because the study analyzed incentives mainly with 

regard to product markets, while it should have been ex

tended to include also factor markets where distortions 

have their repercussions on product markets . These objections 

notwithstanding, this project is a good example of research, 

including methodological research, which, if feasible at all , 

can probably be undertaken only in an institution like 

the Bank with a reasonable chance of success . Researchers 

f 



- 11 -

in academic institutions frequently a r e reluctant in 

embar king o n large data collection activities which are 

regarded as not adding much to professional reputation. 

And they may not work hard enough on the met hodology of 

proj ect appraisal because t hey do not perceive this issue 

as crucial as researchers closely connected with an 

operational staff might do. In fact, literature on project 

appraisal shows that the pioneering work 

has been done by researchers within international organiza

tions involved in this business. 

15. In estimating the effects of protection on efficiency, t h e 

projects 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 ~n a free trade situation 

(allocative i nefficiency) , but also permits poor performance 

in the protected industries (X-inefficiency), Comparison 

of the t ypes of protection- induced inefficiencies a ~d an 

assessment of the relative importance of t he two is proper 

indeed. The project on Economies of Scale and Tariff Levels 

was supposed to study this subject explicitly , with Colombia, 

Indonesia,and the Ivory Coast as case studies. The r esearch 

has yielded a first conceptual drait containing a priori 

p r opositions about the x-efficiency consequences of import 

protection. There is also a first draft a vailable for the 

case study on the I vory Coast (including 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 t here 

was no way at all; t he Colombian consultants to whom t he 

Colombian study was commissioned reportedly did not have 

the experience and capability for doing good work in t hi s 
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field; and the Bank ' s responsible researche r was abso rbed 

by other duties. In retrospect, the project, although re

porting about some interesting empir i cal findings which 

are not elsewhere available, must be considered as a 

failure. 

16. The project on Promotion of Nontraditional Exports is, 

by comparison, more descriptive. Carried out in coopera-

tion with the 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 f the country studies 

have surveyed the existing stock of knowledge in this 

field, rather than increasing it through new empirical 

investigations. Their significance for policy-making is, 

however, great . It is shown that economic policies of 

developing countries have a substantial impact on the evo

lution of new manufactured exports, and in this regard 

this project ~as complemented the '' Strategies" one. It is 

an example o f how Bank's research findings relating to 

incentive policies can be diffused among both the Bank 's 

operational staff and local researchers as well as govern

ment officials in developing countries. 

General Evaluation 

17. The studies on incentive policies and economic integration, 

which have been completed s o far, show five distinct fea

tures: One is the high professional quality of the work . This 

has allowed various authors to already publish part of the 
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research results in h i g hly reputable journals (see Annex, 

to be compiled by the Bank), and thereby to contribute 

to t he effective dissemination of the findings. Se cond, 

in most of the cases the authors have made a substan-

tial effort to improve the methodology for policy analysis 

and investment appraisal. The Bank's research has been 

insofar to a large extent creative rather than imitating. 

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). There has been, however, some over

lapping with regard to the LDCs chosen for analysis, which 

is perhaps a reflection of the uneven distribution of useful 

statistical data among LDCs . And fourth, the studies have 

been designed with a view of responding to important needs 

of the Bank's operational departments. The research was 

empirically oriented, what is of paramount importance 

if soundly based policy prescriptions are to be achieved. 

In fact, the operational staff is to a large extent con

vinced 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 method

ology for in- house quantifications of trade incentives, 

and by initiating additional research in this area. And 

fifth, a great deal of the studies reviewed has involved 

participation from developing countries - in most cases 

relatively successfully . This is a significant achievement 

since it could help to 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. 

18. As the research in this field places high demands on t h e data, 

the Bank has proven to be an appropriate place for under-
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taking it, g iven its experience, as well as the f act that 

researchers from academic institutio ns usual ly 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 - due to 

its leverage - in a good position to induce governments 

in developing 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 

institutions 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 comparative 

advantage even more by concentrating on comparative studies. 

And more fundamentally, advances in policy-oriented research r 

including its methodological foundations, are normally 

greater, the greater competition among researchers is 

- analogous to the productivity growth in an economy 

which results from active competition in product and factor 

markets. 

19. With regard to the relationship between research and opera

tional activities, one important lesson can be drawn from 

the studies on incentive policies and economic integration: 

While i~ 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 contributed in the past, to sensibilize 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 
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early seventies, Bank's economic and sector missions to 

developing countries used to adopt benevolent attitudes 

as to (protectionist) import substitution policies, while 

they now advocate vigorously for fairly neutral incentive 

systems combined with reasonably liberalized trade regimes 

and realistic exchange rates. Moreover, specific invest

ment reconunendations are based now more often on comparative 

advantage criteria than it was the case until recently. 

20. As the effective protection-domestic resource cost method

ology can be considered as matured and understandable for 

the operational staff, the past research under review has 

established the conditions for entering the application 

phase according to concrete demands. 

The preparation of other (comparative) 

studies on incentive schemes ··may · involve, from a purely 

academic point of view, diminishing returns - a point 

emphasized by the DPS staff. But yet, many developing 

countri?.s still favour policies of import substitution, 

maintain high levels of effective protection, and prefer 

quantitative interventions over pricing incentives . And 

the Bank will presumably continue lending 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 development policies in 

developing countries more effective in· the medium and long 

run, the Bank has the authority to explain this forcefully 

to national governments, whereas individual researchers 

of academic institutions, including those of the countries 

concerned, frequently lack this influence. This is partic

ularl y important with regard to the question of how a 

successful transition to a more efficient incentive scheme 

could be made in practice . The answer to this question, 
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whi le t ouched upon in past wor k , still r e quire s a 

good amount of research anyway . 

Areas for Future Research 

21. From the above it follows, that Bank's research for apprais 

ing incentive policies should not be totally discontinued, 

t hough s hifted in emphasis. 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 t rade, and the avenues 

of eventnal reforms. Second, analyses of t h e existing 

or required overall incentive syst~ms in natural resource

rich developing countries , in countries which are just be

ginning their industrialization , and in ver y low-income 

countr i es are of interest for assessing the prospects of 

self- s ustained economic growth a nd successful integration 

into ~he wor ld economy Or v 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. Third, 

the continuation of research on promotion and diversifica

tion of manufactured exports, with emphasis on marketing 

aspects and on the contributions which export processing 

zones can make, is of considerable importance to developing 

countries and to Bank 1 s policy advisory wor k as well. In 

this connection , the relationship between the emergence of export 

industries in devel oping countries and the implementation of 

d iscriminatory protectionist measures by developed countries shoul c 

furthe r be analyzed and then kept under review. Furthermore , 

policy changes in developing countries with regard to export 

promotion and import substitution as reaction to external 
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shocks should deserve some investigations. Fourth, and 

given its importance for Bank's lending, research on 

future world trade patterns - with particular refe rence 

to changes in export structures of developing countries 

according to . their stage of development, the size of their 

domestic market, their endowment with natural resources, 

and skill l evels in their active population should be 

intensified. 

22. As regards research on economic integration, there are at 

least three subjects where further research is of importance. 

One would be to follow-on the work on Western Africa's 

integration referred to above by inve stigating the effects 

of the Fonds Communcutaire de Developpement on investment 

patterns, the impac t of the monetary union on the interna

tional competitiveness of ~ndustries in the countries con

cerned,and the consequences of the Taxed~ Cooperation 

RegionaJefor the structure and intensity of intra-regional 

trade. Second, the different avenues of economic integration 

among developing countries (i . e . regional versus inter

regional framework; mutual trade liberalization versus 

product specialization agreements; customs union versus free 

trade area) should systematically be analyzed, taking into 

account the factors which have contributed to the many failures 

of integration schemes in developing countries in the past. 

Third, more insights into the costs and benefits of economic 

integration among developing countries should be provided 

for operational purposes . 

23. These are some illustrative issues which,in our view, have 

important applications in the Bank's advisory, f i nancial 

and industrial sector work. Obviously, the v arious topics 

are linked together at many points . As staffing constraints 

might not allow to expand research into all areas outlined 
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above at the same time , priorities among them should be 

established by the Bank's Research Steering Group according 

to actual and potential 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 threatened by overloading the responsible 

researcher with too many duties (as it 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 

recorrunend that the Bank enlarges its research staff accord

ingly. 
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COMPARATIVE ADVANTAG:i:1 TRADE PATTERNS; ECONOMIC GRO\fflf 

Chapt er III. 2 
1. INTRODUCTION 

F.wr.ar L. Bacha.. 
Janua:cy 1979 

This chapter addresses a set of projects on general equilibrium trade modelsp 

compamtive advantage structures, patterns of industrial development, and sources of 

industrial growth. - - -

The next section contains a project by project review, which 1s followed by a.. 

general evaluation of the field. The chapter closes with a brief discussion of possible 

future extens ions of the research under review~ 

2 , PROJECT REVIEV 

There are six RPO projects under this heading plus two-

non-RPO papers by Bela Balassa. There follows a brief description of 

ti tie, content, oraan ization and present status of the research-_____ _ 

projects. 

670 - 07: International~ 

_____ J_hLs _project proposes to construct. an international programming-

model for the world economy , to study problems of inte.rest. to. 

developing countries, suc.h as the consequences of changes in tariff 

rates, varying growth rates of developed countries, and oi I price.· 

increases. There are sub-models for each of the three mailt' 

developing regions (Latin-America, Asia and Africa), for the de.ve.loped., , 

world and for the oil p roducers . The mode l is based on the. 

pri ncl p Jes of general equi 11 bri um theory, and makes extensive use of

ac:ti vi ty analysis procedures-

The mode 1 was c.on tracte.d out in September I 97Z-, with the- wore 

being carried out by Victor Glnsburghcand Jean Waelbrock, both-as

outslde consultants (Wae.lbrcoc.Jc.._worked fo~ a while at the Bank). The:

project is supe.rvi sed by Bel&· Balassa-. The latest completion data. 

is set for the Autumn. of 1978~ · . 

The reviewer had access. to two- papers of a methodological:. 

nature, the first describing- the computational algori· thm and tta-· 

second presenting the "General Equilibrium, Model of World Trade".Tl,e., 

According to the:-
p:1pers appear to be ve:cy innova.tift'-
auth?rs, . "this s7ems to be the first s ucce ssful computation of a 

general equ i librium for a large. realistic: model". The use of a GE; 

model also" forces the mode.I bul Ider to incorporate only theoretlcallyJ 
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significant constraints, avoiding the use of the crude 

heuristics which play such a large role in development planning 

mode Is". 

But, once the theoreticians have dec i ded to co me down to the 

real world ' , they must accept its crude rule that the taste of the 

pudding Is in the eating · . From this perspective, a judgemen t on 

the project must be suspended until its empirical findings are 

pub.Ii shed and its results compared with those of less sophistica ted 

wo rld models. 

\ 

• 2. 

670-19: Expansion in manufacturing for export s in developing countries 

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 ha.ve been transferred to Singarope, Taiwan, 

Ko rea (and possibly Mexico), as well as to sample international firms 

I n Japan, tte U.S., and Europe, on their outlook for further s hifts of 

export manufacturing operations to LDCs. 

__ _I ~~- objecnve Is to provide developing countries with informatlorr 

for planning export Industries._ Knowledge. sliould be added on (a) 

segments of industry that have already, moved to develop i ng countries, 

(b) manpower and ancillary industrial requ irements, (c) dependence on 

f<;>rel gn partners for technology and marketing, and (d) outlook for 

access to foreign markets in Japan, t he U.S., and Europe. 

Jack Baranson was the staff member responsible for tte project, 

the first contract for whl ch was drawn late I n 1971. Two papers 

were wrl tten by outs( de consultant.s~ One piece was vr.ltten 

on the mlqratlon of Japanese industries to Taiwan a1Td South Korea, 

an d the other on the offshore actl vi ti es of the Japanese 

electron! cs industry. The project was cut short by Baran son 1 s departure 

from the Bank. 

An inter.nal evaluation report Is- aval !able on the two papers, 

concludf,ng that Jwhrl,e they produced some useful informat ion, they are 

not . of good quality . Both papers are In fact very descrrptlve. 

One at lea st delivers his message I n a readable format, while 

the other pa.per Is a poorly written dossie r, with Interest only to 

ma rket research anal ysts in the electronics I ndustry. The project was 

a failure from its inception. In view of Its poor design, most probably 
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1t would lead nowhere even 1£ Jack Baranson had stayed 1n the Bank. Th1s is a pity as 

the subject matter appears extremely important to inform the industrialization strate

gies of developing countries. 

670-79: Economic Development of East and Southeast Asia 

As the previous project, the objective of this one is to Identify 

and analyze the Industries most l ike ly to find it advantageou..s_to ___ _ 

shift all or part of their processing activities from Jap·an to East 

and So utheast Asi an coun trl es. 

The study was d ivided into two parts. The first was macroeconomic 

in nature, i nvolving p roject ions of the Japanese economy and of the 

structure of trade between Jap a n and other ma i n regions through 1985. 

In the second part, selected industries, such as te xtl les, electrl cal 

machinery, stee 1 and mi see 11 aneous manufactures, we re • · .. studl ed 

In more detail! to identify t h~ ir changing comparative advantage 

within the Japane se economy. 

The project was supervised by Parvez Hasan, and carried out 

by the s taff of the Internat ional Development Center of Japan. It 

lasted from June 1973 to August 1971+, when a draft final report was 

completed. 

This draft was not made avai labl_e to the reviewer, However, a 

completion repor:t by Mr.Hasan •says that the draft was disappointing 

because i t did not provide a comprehensive or cohesive view of Japan 1 s 

economic relationship with East and Southeast Asia in the coming decade, 

which was the main object! ve of the study. Apparently, the Banlc ; 

requested a revi sed version of the paper, but the I. O.C.J. was unable 

to provl de it. 

· This project, although pr9ducing some useful Information, also : ::.:-. 

can be considered a failure. Huch was promised but only a few projection 

exercises without much interest were dell vered---

671-05: Patterns of Industrial Development 

The ma.in purpose of this project seema to be the oi:ganizaUon of macroeconold.c

industry and trade data blnks at the World Bank, The economic analysis is limited to ~ 

da.ting_ the Chenery-Ta.ylor regxession.s on patterns of industrlal.. 
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growth, with some margina l methodological improve.men ts. 

The project was started in early 1976 under the responsabi li ty 

of Vi nod Prakash of the Development Economics Depa r tment. Completion 

was expected for October 1978, 

This r eader had access to two papers by Vi nod P raka sh, with the 

second, on t"he measu re ment of ind u st rial exports, being and improved 

version of pa rt of the first one, on statistical indicators of 

industrial developme nt . Alternative definitions of industrial exports , 

commonly used by U.N. agen cies and economic researchers, are tested. 

The conclusion is that these definitions are no t interchan geab le 

as commonly believed. Hence, there is an ur gent need for a standard 

defi _nition of ind_ustrial expo rts if the data base for country 

comparative st ud ies Is to be Imp roved. Adoption by all countries 

of SITC (Rev .2 ) would permit such un ifo rmizat ion. 

This project s~ems most useful 

for the Wo rld Bank work on industry and trade 

• Its conclusions s hould be discussed with the operations 

s taff of the Bank, for apparently some- statistical pitfalls are 

related to specif ic country procedu res which country specialists may 

clal'ify. For example, the discrepancy pointed out by Prakash in 

industrial value added as between the National Accounts and the Census 

in Brazi 1 is only apparent . The problem is that the Brazilian Census 

Bureau uses the concept of "value of i ndu s trial production" which 

is an intermediate concept between value of ~ roduction and value addedr 

Use rs Gui des to the data bank have been written and 

appuent'.cy 

ma.Idng use of 

the operations staff of the Bank are 
t hese fl les In their country and sector an a lyses. 

6 71 - 32 ~Comparative~~ the Sources of Industrial Growth and 

Structural Change 

T hi s p -roject Is desl gned to contribute to an empirical 1 y ba sed 

theory of industrialization, tl'l~t Ho_llis Che~e-~'f_ and associates have 

been bui ldlng for the last 19 years. 

For each of ei~ht countries, the sources of indlfstrial growth 

and structural change are determined us l ng Input-output data. De~1111inatiai 

of these sources start fro111 an accounting identity asserting that, for a.ny sector ot 
econolllic act1 v1ty, do111estic production is equal to the s um of domestic intermediate 

and final demand plus export minus 1.Jllports. 
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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 
(wh;·re -the-- f~~tor ~f proportionality is the growth factor of domestic income or aggre

gate value added) are also calculated • Such deviations from homogeneous growth are 

designed as "structural change", Application of formulae derived from the accounting 

identity above permits the calculation of the "contributions to structural change" of 

ea.ch of the demand components. 

Emphasis of the analysis is plaC?ed on exports and on import substitution. The 

1 

purpose is an eva I uati on of import substitution and export promo ti on 

strategies from a long-~erm, sector-by-sector perspective, stressing 

questions of sequencing as well as problems of trans ition to a 

flexible, v i able industrial structure. 

Paralel to the country studies, simulation exercises are developed 

t.o_ a.ss.e.s .s- t.Jie... relative im portance of universal and country specific 

influences in industrial structure a!) d - growth . "Normal" patterns for 

the relative contr i butions of each demand component to industrial 

growth and structural ~hange are estimated from cross-country 

. regressions. These "normal" or un i versal patterns are assumed to vary 

with per capita income, population size, and factor endowment of the 

country . Deviations from '.~ormality''are country specific and hopefully 

may be explained by the development strategy and associated government 

policles of the country under co!lsideration. 

The project started in early 1976 and completion is expected for 

late1978. People responsible for the project in clude Sherman Robinson, 

Yujl Kubo, Hollis Chenery, Larry Westphal and Moyses Syrquin. 

Only part of one country study (on Norway, by Bela Balassa) was 

made a_vai li!~~e _to the; _reviewer~ _Thre~ other paper:s were read, on the 

cross-country sl mulatlon study , authored by Chenery and Syrquin. 

This project may be considered as the end-product of a twenty-year 

quest to establish an empir i callv based oaradiam for modern 

industrial growth. It demonstrates the importance that simple 

. Ideas may have for the development of economic knowledge . Chenery 1 s 
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seminal 1960 pape r consisted of little more than the numerical 

estimation of an accouting identity. However, as his papers for the 

Nobel Symposium and for the Tokyo IEA Congress (the la te r co -autored 

by Syrquin) demonstrate , wtthin an 18-year period such simple exercises allowed the 

organization of a considerable body of empirical knowledge regarding the nature of 

modern industrial growth. 

It is unlikely that this project will achieve its 

ambitious initial aim, to develop an anal y tical framewo r k to 

articulate the connections between individual policy instruments,changes 

in industrial struct ure, and economic pe r fo r mance. We must wait for 

the project final report to see how close Chenery and associates 

have come towards this goal. However, the papers reviewed are 

indicative of the high qua lity of the wo r k done, including the impormt 

methodological contributions by Balassa an d Syrquin to the ,neasu re 

of i mp or t sub st l t u t i on . 

671-79 : SouYces of Growth and Productivity Change 

This project s a follow-on to the previous one(RPO 671-32) with 

specific focus on Korea, Turkey and Yugoslavia. -; 

Three levels of study are contemplated: (1) linking the demand 

oriented analysis of the previous project to the study of sources of 

growth from the supply side; (2) constructing price-endogenous 

programming models for the three countries, aiming at a "con s istent, 

comparable and rigorous" analysis of different policy packages,and 

(3) complementing the previous analysis with a mic ro-focussed study 

of two common i ndu stria I sectors in the three countries. 

The project started last S!)mmer and completion is expected for 

late 1980. Sherman Robinson directs this research project, with 

Kemal Oervi s, Larry Westphal and Yuji Kubo being. involved in planning 

or carrying on the work . 

The rev ie wer had access to the research proposal, that contains 

two appendices, one on the Turkey model and th.e pther on the 

decomposition of sources of growth according to factor inputs and 

technical change . 

The study of sources of growth. from the supply side has& 

llmited intexest. It is a useful way of organizing relevant economic 

data, whi~h t he ~emand-oriented view of the previous project leave s 

relatively untouched. However, after -the Cambr idge controversy on 
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capital theory and the methodological and empirical criticisms of 

this type of work by Frank Fi sher and Gri li ches and Jorgenson, one 

perhaps should approach the study of production function decomposition 

with more modesty than is apparent in Appendix A to the research 

p :oposa 1. 

The micro-focussed analysis of two sub-sectors seems to be the 

most p romising part of the research. Unfortunately, the proposa l is 

somewhat opaque not only on the choice of the sectors but also on 

the methodological approach to be adopted. 

The price-endogenous multi-sector prog r amming models are 

presented in the proposal as a superior way of looking at 

ind·ustrialization processes. They would overcome the partiality of 

the "sources of growth" studies, and provide and integrated approach 

to the problem of industrial expansion. Experience says differently. 

Accumulated knowledge on the development of such models indicate that 

their main merit is as. organizing devices for the collection of 

relevant da ta for economic policy malting. The empirical results that 

they produce, If tt-ey make sense (which is not often) can as well be 

obtained much more inexpensively from simple macroeconomic formulations. 

In view of this experience, perllaps it is wrong · 

to say that multr-sector models ar~ a step ahead of demand oriented 

sources of growttr studies. Theory is simply not firm enough to allow 

a reasonable 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 enormous size of our 

ignorance, use simple tools and proceed bit by bit. The !~~3nes 

not in Implementing programming models, but in devisin g simple 

ways of approaching critical socio-economic relations, from the 

empi rl cal exploratl on of which addl ti onal k '.nowledge may be generated. 
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NON-RPO Two papers £1. Bela Balassa 

The papers by Bela Balassa consist of empirical tests of 

important predictions of orthodox trade theory . Trade barriers are 

presumed to reduce international trade flo1·1s and affect the 

international location of production. This topic is analyzed 

empirically In Balassa's contribution to the Nobel Symposium. 

. 8 • . 

Balassa's paper to the Tokyo IEA Congress tests t he prediction 

that comparative advantage in trade In manufacture s , as revealed by 

relative export shares, is affected by the capital labor ratio of 

trading countries. 

In devisin~ his tests, Balassa demonstrates once again Fis justly 

praised ingenuity t"o implement empirical I y ab5tract economic theories. 

His results are most conforting to orthodox trade theory. The Tokyo pa-

per also serves t~ purpose of d1~l.11Dg some of the "export pessilllism" that be

came fashionable since the oil crisis, when it stresses the importance of supp~ 

side factors to the success of export promotion policies for nanufactured products. 

A minor complaint relates to Balassa's propensity to 

carry his fl ndl ngs perhaps a bit too far. For example, on p. 24 of the 

IF.A pa.per he asserts-that · :....: · : "The empirical estimates show 

that lntercountry_ 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 tl"e relevant 

coeff ici ents for the Heckscher-Ohlin hypothesis, investigated by means 

of ordinary least squares. Second, the coefficients of determination 

of the regressions explaining export shares are not publl shed. Hence, 

the author can say that his results are statistically significant, but 

not that they explain a large part of the differences in export 

structures. 
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J, GENERAL EVALUATION 

Seven projects were analyzed . One, consisting of two non-RPO papers by Balassa, 

was completed successfully. Two others, on the migrat ion of industries from Japan to 

South-East Asia, were clear f ailures, A f ourth one, a general equilibrium model of inter

national trade, has not yet produced empirical results. The t hree others are on sources 

of industrial growth and structural changec one is designed to oi:ganize a data 'tank on 

relevant indust:cy and trade magnitudes, a second has only recently started1 and a third :: 

is about to conclude - but its eight country studies have not yet been ma.de available, 

A definite evaluation of the relevance and impact of the projects 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 aaterial that was 

reviewed is of the best quality that one can find anywhere in the prof ession, One may 

argue with methodologies or implicit visions of the world1 competence is undisputable. 

There is one illlportant lesson to be lee.med f rom the failures. The Ira research 

group has some difficulties in dealing with outside consultants. The trouble seems to 

lie in that the conceptualization of the projects is done in detail within the Bank, 

Then, outside practitioners are expected to do high quality research on these topics, 

without close monitortng of the Ira people. It cannot work, Either the consultants are : 

good enough researchers to share the conceptualization stage, ar 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 consultants seems to 

be lacking. Pe:maps the Ford Foundation format of first designing broad terms of referen--= 

ce and then submitting these to an open international competition should be used, as a 

supplement to the present procedures of hiring outside consultants, 

4, FU1'URE RFSEA.RCB 

The studies of sou:rces of growth on the demnd side are nearing completion. Fur-

ther accounting exercises of this type do not seem to be necessary, But one still would 

want to see add1tionaJ. analytical work on a fi'amework of analysis that articulate "the 

connections between 1nd1vidual policy instrulllents, changes in industrial structure, and .: 

economic performance•. The plU'l)Ol5e would be to develop a kit of tools for development 

economics sim1lar to that al.ready available far short-run _macroeconom1c policy-=i,.i,,~. 

It is not clear that the Bank is better equipped than the acadelllia to do this type ot 
research, but the policy need is evident in the LDCs for such an analytical effort. 

For reasons that were already mentioned, we do not think that it would be 

advisable to expand the project on sources of growth f'rom the supply side beyond its 

present size. From the perspective of industry and trade, we also consider questionable · 

the allocation of large sWIIB of money to :f\lrther research on genenl equilibriua models. 

Solll8 work of this type should always go on to keep the WB researchers in contact with 

the state of the art in acad.eJlia. Also, pe:maps general equilibr1WII models may be f ound 
more useful for general policy analysis outside the scope of the panel's review. 
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In spite of the failures of the projects on _the export pro§pects of 

labor intensive manufa,:.~c\J>roducts from LDCs, we consider that this is a promising 

line of research, Perhaps/a good candidate for testing t he proposed system of open 

international competitions f or research projects, to be sponsored by the Ira, 

New research lines that the Panel considers advisable to explore are discussed in 

d~tail in Chapters l and 2 of the report. 

.... ;·. " 
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Chapter III. 3 

:!.cv i sed dra ft 
Deccr:iber l 97ll 

'.::valuation o f \.lorld clank R<? learch on T:rade a:id Ir.dustrial Development : 

- Expor~ promotion policies in t he LDCs and acce3s to markets i n t ~e OCs • 

The Sub•ect-Overal l r.omrnen t s 

1. One of the r ecent developments in i :itcrnat ional trad~ i s that a 

·; :-ow:.:ig ni.:r.:iber o: countries, ~os i:.ly mtcdle ir.c=e cou:itr ie:. ·-:t i.:h :1,r:e 

:>een recipients of t~e i'lank loans , ha·,e becoce exporter s of manufactured 

goods to developed coun tr i es . T7pically, these coun:r ies r.oved away : r om 

the iopor t subs t itution policie5 and promoced expor t s of manufactures 

parcicul arly l abor i:itcnsive light i ndustrv.l pr oducts . S•.ich development 

s t rategies, however, br ough t a reaction frcr.:i ::iany developed coi.::-itries , 

which began to r es trict t he new exportc~s' access to t~air markets . 

The twelve s tudi'.!s r ecen:ly co= i.gs~oned by the i3ank s:.g~ifj' an 

im;:,ortant s t ep towar ds a s o l ution c,f thi:. problem tha t coul;! ver-1 ·. e ll 

develop into a pollt1cal is3ue 3r~vel7 un:!e=i ning che Bank's role as 

a c~ve lop~en t institution. wha t foilo~s is a review of thege projects . 

Xost of these contains :na::eri al3 fqlli:i; ~ith tn ::te :oll ~~in6 three 

cace0or ies : 1) s urve ys o f ~elect'.!d lnc~s t rie s , da ta compilations , 

analyse , uf cor:modity m:ar !, <?t3 or ::~e r •,eral l e:ivironment o: trade: 

a:anuf 1.c t i;red g()tjc1S ( t!te r- .!·.re-:-se :,r . ..,b i~m, ~nd tha~ of obs t ac les t o 

kter. LDC tr3cie ar e 6 ~·,en L:tle .::r.::entco:1); and 3) national pol L:ies 

and the role of lri:-.c::utions i!t ;:~Cf.lot~ r, :; trad~ i:: ~he LDC.J. 

- l -



2. If the re~arks given below seem critical it is because of the very 

high standard of research one has come to expec t from the Bank. All 

bu t four of the papers were ongo ing proj ec ts and only drafts and 

proposals wer e availuble for revie-~. The three finished works, by 

Balassa, Hughes and Sharpston w~re of notably higher qual ity. Many 

of t he criticisms l evelled at the unfinished pro jects are doub tless 

ones which the au t hors are al ready in the process of correcting . 

Review of Projects 

3. Plesch's . s tudy of "Developing Countries' Exports of Electronics and 

Electrical. Engineering Products " presents a survey of the re~arkable growth 

of e l ec tronics exp~rts by eight newly industrializ ing countries(NICs) to 

the United S t ates . It will be useful if it i s kept up to date . At present 

production data is only given to 1973 a nd exports to mid-1977 . In view of 

t he recession of 1975 it i s too early to judge how fa r the trend has been 

inten:upted. It does provide a useful jW11ping off point for serious 

research, but it coul d have been i~proved as an intermediate product by 

additions to the policy section and incorporating some of the observations 

of Sharpston . 

4 . Keea ing, Plesch and Triner ' s survey entitled "Developing Countr ies' 

Exports of Tex t i l es and Clothing: Perspec tive and ?olicy Choices" has 

an excel l ent sum::iary which a l so deals wi th the Multi Fiber Agreement 
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c ~~plexitics i n a lucid fashion, a nd advocates the desirability of a 

shif t to LDCs o f textil e oarr~fac t ur e . In texti l e and clothing, as 

i n electronics, t he dominance of a few countries is apparent . The 

authors r aise the interesting question of windfal l gains resulting 

f r om quotas but unfortunate l y, offer onl1 '' speculat ive inferences f roa 

unsyste:natic observations ' ' concerning t his as;iect. As far as the policy 

choices sect i on ia concerned the recommended policies could have been 

rwore clearly differentiated. Policies r ecocmended to the fin:is in 

text ile and clothing, which assume no changes in the policies of the 

icporting countries regarding either quota or tariff, should be 

distinguished from policies which take into account the i mpact on the 

i~porting countries' policies of any expan£ion of exports. Also, policy 

choices for governments which are willing to go through industrial 

adjus tcent have to be cocprehensive, and ::.heir successful implementation 

require close cooperation with the exporting countries. 

5 . Kees ing and Plesch's work " Recent Trends in Manufactured and Total 

Expoc-ts fro::i Develop.ng Countries" is essentially a co:mientary to a 

set of tables. It is invaluable a s a reference work, but has a rather 

limited lifetime unl ess updated every year . (The cor.nentary could be 

improved as there are considerable discrepancies between the figures given 

for t he share of the U.S.A. in LDC manufac t ured trade on p. 3, Table 13 

and Anne:< A- 3 a t least one of these must be a mispr intJ . Again ·,1hat 
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e!'lerges is . ~hat S :l :C; enjoy 767. of manufac tured exports f::c.-:i LDCs. 

In all the above studies, could not more attention be given to less 

successful countr i~s? 

6 . !1or awetz's study (RPO 671-56 ) on "}farkecing Manufactu:-~d Exports " 

could be valuable to countries whici r.ope to expand t~eir clothing exports 

t o <!e va lope:l carkets . An analysis of t.'1e institutional and non- price 

aspects of the phenor.ienal growth in that trade from Colombia should produce 

useful knowledge on marketing problems which are the key to success. 

7. Baldwin's proposal "The Effects of Increased Imports of Manufactured 

Goods from Developing Countries i n the Uni t <?d States'' (RPO 671- 67) and 

Waelbroeck and others' "The Effect.a of Increased Imports of Manufactured 

Goods from Developing Countries in Europe" (RPO 671- 66), are investigating 

the market share of manufac tured product.3 f rcrn developing count.ries and 

the sources of protectionist pressures in industrialized countries. 

The European group also proposes to atudy the role of the ~EC in trade 

r estrict i ons in the future . These proposals hold good promise and are 

to be joined by a study on a sioilar basis of Japan and other Pac ific 

countries which was not offered for review. Although much has been written 

about the economic impact of manuf~ctured imports to developed countries , 

few studies so far have made any serious attempt to analyze the political 

il'lpac~ of these i nports. This sort of analysis s hould be ve ry valuable, 

and should provide i.r.1portant insights into t he pol itical processes that 
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tr3n3for~ these ir:ipacts into ?rotectionis t pressures and eventually into 

protectionist policy actions . Both studies began with identical hypo

thesc, on protectionism. Protectionis:n and its succcs5 ful : C!flec:ion 

in government policies is believed to be a function of a do zen or 

so broadly de fined factors, s c~e quantifiable and other s not. It is 

not clear fr= c!":e proposals how we~gh ts ·..rill be as signed to each of 

t:"":es2 :::ulti;Jle f.1ctors. I:1 ~he ..:05i? of t i~~ A:ne r ica:, study, Bald-;.,in will 

.::easu::c the mar :<e t penetration of scr.ie 400 it.ems , classified on a 4-digit 

S1TC ba sis for a time span of S to 10 years. The history of the protec

tionist tre nd and its politieo -economic C3uses will be studied. Both 

projects will provide empirical analyses of the structure of protectionism. 

8 . Of these two proposals for seperate projects on the same theme, 

oaldwin's orig inal project p roposal ·,1as very extens i ve and without. a 

clear connection between the ~..ro parts . It r emains a very amoi t~ous 

project setting out to uncover the 30 years history of protectionis~ in 

the U.S.A. , including political pres sure on congresspersons,as well as 

r:iarket penetration. One assu:!les t ha t this project ~ill change fai rly 

radically as it is ;,ulled i:ito line ·..ri th the other project and possil>le 

lines of research and ::,ethodology are i dentified . Waelbroek 's proposal 

was even more vague and a t the same time there was a lack of coc,parability 

~ith 5aldwin ' s project. The review of research in progress was very poor. 

Even when completed, proposed c hanges '"ith in t he EEC to ac::iit three low 
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income European countries coul d make the results of limited va lue. A 

recent paper by Balassa setting out standar ds fo r methodology and 

ccmpar abili ty overco,:ies a nu~~er of these objections. 

9~ "Export Incentives in .O~veloping Countries ·' ( RPO 6.ll-3 5) , under the 

su;,er.1t3 i on of Balassa , e valuat e s the e xpo!'."t promotion e fforts of four 

:!e•,eloping countr ies, with a conparati•,e f::-aoework using a cross-section 

investigation of major exj><>rt productz, and a t ime-ser i es analysis of 

the e ffects of export promotion measures. The project is a major 

effort in data collection and is designed to yield practical information 

for other countries that contemplate the introduction of a system of 

i ncentives for export promotion or r eform of the incentive system. This 

project 13 of the greatest relevance t o operational staff and to policy 

,:iakers. I t is precise l y the sort of work the Bank should be doing. 

Its gr asp of methodology at the initial stages is much clearer and 

appropria te than e~ t her ~aelbroek or oal<lwin, and its potential pay- off 

for developing countries is like ly to be much higher. In view of the 

importance of this topic, might not more resources have been applied co 

more country research, including a country chat has tried to apply all 

the right measures, but failed to ac hieve spectacular success? 

t O. Seen from t he sa.-ne perspecr.i•;e , Keesi~g and ~ortzel's ;,roposal 

·Key Insti t.itions and the Expansion of ~anufactured Exports" ( RPO 671-68) 
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is expected to ~ake an equally important contribut ion. Its purpose is 

clear, its frame of investigation concrete, and its thaoretical and 

~ethodological foundations sound. As any export pro,not~r kno:1s, "arketing 

has been the ~ost ser ious bottleneck for axpor t expansion. Particu l arly 

for the i nexperi~nccd exporter, who u3ually t ake s low pr l ces for granted 

and bases his e~port proj ections on the.T., a marketing bottle~eck is a 

f rustratln6 , and frequently invis ible, roadblock. Keesing's research 

will therefor e fill a large gap in existing infoI'l:lation and be a valuable 

educational tool for exporters of consu:ner goods to the U. S. oarket. 

11. This project explains the r e levance of a number of the surveys 

previously reviewed. It frankl} ad:::its rna;.y of the criticisms a 

reviewer eight ~ake of those other projects (p. 4) in that 'in predicting 

or projectins manufactured exports, areas of uncert~inty (and plain 

i gnorance) are a l so evident in '.,orld Bank operational work on canufactured 

exports, and in the work of the teao proposing this research'. The study 

concentrates on key institutions in carketing , which is the serious 

bottl eneck for r-ost LDCa . At the proposal stage the project seeos very 

oriented towards the U. S .A. , and while there is a justificat ion for this 

in view of the ioportance of the U. S. in LDC trade, it looks as though 

the research department l acked a European dii:ienslon. In addition the 

proposal admitted an overlap with other projects . It is not i :m:ied iately 

clear why all Chese projects were not pa~t of :he sa~e single coordinated 

project, unless ,the r c5ear ch departn~nt suffe~s frco oan~gerial probl e~s . 
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12. Sharpston's s tudy of "International Sub- contracting' is an excel lent 

piece original ly pr inted outside the Bank. Although presumabl y written 

in 1974 the quality is such that the analysis ts still of gr eat value . 

He an;wers questions raised by o ~~er ·..r.:-iters, or s ugges ts lines ot 

a pproach w~ich have not ~een taken U?• The check list of tasks sui table 

f':J:- s :.ib- c ont:ra~ting, i s c :;e of ~:;,~ ~s:. ·1.:.ilua~le short ;>1eces of analysis. 

?er ~acs the ~ixed background, part a.cadeoic , part World Bank, pro'!_i,__des ~t_e 

pe rfec :: balance.-

13 . On the other hand Wa ll 's "Export ?ro!!>Otion and Preferences : A Case 

Study of I ndia ' ' ( RPO 670- 21) usi!d an i ::ac:~a.ta r:iethodology to atta:..n t!:ie 

pur pose of the project . It failed to icentify the system of policy 

~easures that would be desir able and ~~t=~ ~ie~t in India to enable 

entrep~eneurs to ~es pon~ to new O??C~~~~~~es ~n f~~eign ~arkec.s. 

14. Thi! editor, Helen Hughes, and au ::hors of contributions to 

··Indus t rialization and Trade Pol.id.es fer ::he 1970's" (R?O 670- 20) oade 

an i = portant cont~i~ucion in Cocu:::te"nr:i~ ~ece~t growth in manufac t ured 

i!xports f rom the LDCs and its i.r:l?act on ~~~~st.=ial i zed countries . 

Syste~atic and comprehensive studies of ::.~e e:f ects of increased manu

factur ed exports from low incooe countr i es on eoploy:nent, social policies, 

and investmen t in t he rleve l oped coun~:~ s 4ere long over dce . ~ithout 

effocti•,e policy oeasu:-es en adjusti:ie:,: .uai.st..:,nce in developed co-:!ntr i -:es, 
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economic gr owth in many low- incc~e countries will have to slow down, 

caus i ng a long chain reaction. This work , which contains i~portant 

sta t i stical infor::nation based on a thorough ana l ysis of primary da t a , 

has a lso stimulated other s t udies . 

15 . 3alassa ' s r ecent paper, "il'o r lci Trada and t he In te rnational Economy: 

Trends, Pr os pec ts a r.d Policies• '..;fay 19;-3·, , ts a t i r:,ely st:;dy va l :rnbl e 

to the er.tire deve lop::1ent econcini=s coc--c~ty. It coopares trada ~ 

liber alization and eccncmic g r owt.h ?rior to : ~e oil crisis •..nth trade 

barrie rs adopted during the post- crisis ::ecession . Recent non- tariff 

restr ictions , government aids to lndust..-y, i.i.~ernational car tels, and 

market- sharing in major developed coun c:-ie~ ~re documented and their 

effects evaluated. Concluding that the ris~s of new protectionis~ are 

high, Balassa proposes policies :or lon;-=.i-= ;;=•,,th , structural 

adjus ~~enc essistance~ anC an inte=-:-.ati-:n--.al. code of good conduct. 

Seoi- industr ial deve loping countries were also advised to r educe existing 

protection, to upgrade and diversify their ex~orts, and to gr adually 

abandon the e~port of s ic?le , unsk.illed-labor intensive canufactures 

for -the be~efi t of countrie s at lower la~!s o= developrne~t, a course 

of action which some developtng count= i es i~ As~a have already set out 

to follow. 
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Overall ~va lu~tion 

16. If ·,e consider t he t hr ee cate3ories oi surveys, ,i.1ta co::ipilatior:s 

and analyses; p=obleog ccnccrnin; !.=?ort r escrtc tior:s: and nationa l 

i ncenci~e policies and the r ol e of i nstitut ior:s: it ls with r egard t o 

the r cse"'lrch p:-oj ec t:i in ch: f ir3 c C.'.lte:;or y t ha t the research de partnen t 

s e e::"! s to ~, ~ve ':fO~;! p::-oh l .:. ~3 . ~n tl..:!! ~;is:. 3a:tk- financed research has 

O'?en ·.;e 11 res pee t2d for th~ ~cal i : :; o: :.:-,f :,:-:nation on spec if ic ;,roble::s 

or 3i t ua ::.::ns , The country =~ports :anc in!!·.1scry sur veys have filled 

l arge ga~s in existing kno,~lcd3e ~hich o::her =esearch was noc able to 

fill because of !.ts distance :::om ti::e- sce ne- A continuat ion of this 

''divi.sicn of l abo::" , is still a gooc ~,-·:ient. In research, the 

P.ank 's ce1aparative advantage lies i n it: ~=- c~i~ity to on- going devel o;::::ent 

probl er.:s . !t has a un i que global net-..c:: :: -;: i:-.!:or::iation, anc Bar.k :-ese a-::-

govet"r=er.C3 . On~ •..;ou.ld 4!:i:pec : the 3ank -:o ~a· .. ·~ evolved a satisfact~cy 

systeo of rapid data collec tion .'.lnd assi=ilat:on. "his expec tation i s 

not oet, fo r it would appear th.at s o<:ie of t he researchers are heavily 

reliant on t he U. N. Sta t istical Off i ce ~::::.ch does not supply the necessa=y 

inforn~~io~ fast ecough; in parcicula: c cmes tic production statistics 

seem to be five years behir:d events and ~~Fear i n a fore t hat does not 

match t.~ade c lassifica tior.s . Although :~.e 3ank's main ~ur pose is not to 

collect d 1:a , it -.. ould aecr.i that tl':e-re ::ii;.~t be =ooo fer iq;r ove::,ent 

par ticul 3rly in i nfor::1atlon flow bet.uee:-: ::~'! research staf f and o;,erat:.cr.al 

staff. 

- i O -



17. Turning to categor y two, the q -.:est~on of restrictions on trade 

by develo;,ed c ou n tries , it is :iot clear ·.,heti:er this lies within the 

Bank's 'co:nparative advantage' . Hcwever it has to be recognized that 

these =estrictions could do mo~e to upset th~ evolution of LDCs 'economies 

:.han i:ny ~r.her action. As Ccu;l~s :tort::: has r-2c:2nc.ly pointed cue, neo-

class:.ca l :narket analysis 'ca:i only s u :: ·.~•:e -.:ncie:: the highly restrictive 

market s tr-,.;c ture a r "' proh i':l i t:.·.·e ) ::::u._~ l of i::.::oncraic Li te r a::ure, :SVI, 

(Sept 1973) ,? 9il. ) If this is :he case, tllen both the brilliant general 

.the ory of CC'fflparative advantage ;cage s ->= development and specific studies 

o n the incoce elasticity o f ::ianufactured -;;.,:::or::s :rom developing countr ies 

;i,ill have limited ;>ractic al relc?',·ance. :=.~ f,.inci.arrental causes at procect

ionism need t o be better unders tood and :e~~lopi~g c ountries and va=iou~ 

be a:::orphous a::".d intr actable to trad i tional :::et..'-iodology. 

18 . Turning to category t !"tree, it is here ::..~at the Bank has a c l ear 

cor.:ipa rative adv antage . rne rele va~ce a~c S??licac i on of che results of 

such res earc h to the Bank and policy =.a~~rs a r e clear and ther e is littl e 

doubt that onl y the Bank could pursue t ~~s line. I t is noticeable that 

the ::,et.hodolo6y and general a?pr oach ~a ::':'.lC:1 clearer in the proposals of 

Balas3a ( R?O 571- JS) and chat by Keesi~; an~ Wor tzel ( RPO 6il- 68) t:..~an 
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i n the o thers submitted for review. One hopes that the general surveys 

in category one will be kept updated in the interest of these general 

p r ojects which they are clearly intended to service. 

19 . J:idg!.ng by the µ~oj ec t {! c;? scr1.pt ic!"!s, :::O':"'e :-esearch can be COffu.'l i~:; ~ ,; ."". -;? l 

en se·.,.~ ral ne~A .lre as cha t so ! 3.r see=i to ::.3ve escaped profe ssional s c r-:.i: ~:1 :: . 

~estriccions on market access :or ~am::tac~~red exports froo dev~lopinl 

countr i e s , which are expected to interrsif;, will incr ease the need for 

research on protectionism in incustrializec countries and their adjus:~en : 

pol icies . The same trend will encourage_-f!!r:t:her research on ~anu£act:.:::: ~i 

trade between develo;:,ing countrie s . In c:::innection with this , c!-:e Ba:-.!< 

might initiate a series of research pr-ojec~ on the feasibility of 

ir'.tlustrial ccc;,eratio n ;,ctween developed :::::,.,~::=:.es and NICs with. a:. =·<> 

on pos i ::ive adjust!?lent through intra- !.r:ch::ts--:=y 5?ecializacion. 

20. Research on trade between LDCs ,.n_ll have to be conducted with 

r::ethodological schemes that are qui.t.e dif::~=-ent frcm those co=only usec . 

The historical backgrounds of insti:u:i~nal deficiencies, ~hich ::-est::-ic: 

trade between the LDCs, for- example, call =~~ a broad social-science 

a pproach. In the fu t ure when such r esearch is commissioned the follo,, i~~ 

i ssues should be thoroughly investiga: ~c: ( !) The transportation bottl~

~eci<s to t rad<? between the LDCs, ( 2 ) the cesir2bility of setting u;, .1n 

12 _ 



LDC pr e fe r entia l sys t em, ( J ) spec i~l pr oble~s i n oar ke tin6 ~DC- produced 

capi t a l good3 i n deve lopi ng countr ies, and (4) payr.ien t problems that 

ar e uni~~e t o develop i ng count r ies. 

21 . On a s i milar ~:a l ~, t ~e 3a~k ~ight pe r :or:i a va l ~ab l e tec h~ical 

assista~ce t o a ~unbe r o! cuunt~~:s i~ )~~:h AJ i a , Midd l e Sas t , and 

.:tf r i -: a ....., ~ i.c:l arc inte r e s ':e :! :.~ .1.d.::,.? t..:.~; e ::;,or: p ro~oti.on pol lcies bas ed 

on i nc entives that. had been tried ~=ess::uliy by ?'ilC,; . Cons idering 

the importance of socio- cul t ural f ac:~rs w":l i ch affect a coun:ry 's 

entrepr eneurship and which vary a ; r eat de~l : r om one country to ano t her , 

i t i s e ssenti al t ha t each countr y i dentif7 ::ie j or i nhibi t i ng fac t ors in 

adva nce t ha t r.:i6h ~ c therwise r-e n ·ler the =:-s:--.s;1l l nti ng o f promotion 

pol t c les ineff ec t ive ,a ::1 :l t he::1 deVi.se ::ie : :i(.:Cs .,,h::.ch ,ri ll c i rcu::ivenc ::hen. 

f u=~h:t":':lore, LDCs , whether NICs or not, ~~: ~a~e to adop~ a ~e~ pers; ec-

t i ve o n access to ~a=k~ ts . S i ~ce : ~e oa~~ =~cse of the ne« ?rotec ~ior...!.s:n 

l i e s i :t t he i.n: e =nal ;,oli ~:cal ar e:-:3 of :. :1diYi C:.1al developed countries , 

which a r e by and l ar ge beyond the · !.!lCs ' a~ ility to change, t hey must 

look : oward themse lves :or trade ex?ans i =:"t. ~e Ba:,.k can assis t LDCs 

by l aunching projec t s on t r ade r e s~i~: ::r.:s ~~aced upon each other by 

N!Cs. Trade potenti als of develop ing co:;:1~ie!I i n ge:-:eral need to be 

as ses sed, not on t he bas i s o f past per=o::::,ance r eco r ds, but fo r t he ir 

futur e poss ibil ities , be : or e the t rac e ba :-:-te r s con be t raded off be t ween 

de v e l opi~g countr ies . 
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22. Another neg l ected area is the s er v i ce sector . Telecoc:::unications, 

shlpplng, banking, and insurance, for example, have been considered 

even by developing countrie 3 to be t !-:e e ::clusive zone for deve l oped 

countries . ~e,earch or. t~e ~rade ex?an3 lon efiec t and balance of 

pa)'men~s irn;iact on develop t ~; ::.ou~::-ies a r e not c3refully s tudied yet. 

23 . An overall c::it i cism of t!-:e ;iape:- :; su~::iltted for review . ..,as a 

certo l n t1ck of a ppreciation of li·ti:ig ·.::. ::::-.~n a historic process ar.d 

not in a : ~~eless economic -wo::ld, and ai...so a lack o f differ entiation 

between a small group of successful ~res and t he l arger group of LDCs. 

All t he authors show some aware.~ess of :~ese ~:-ob le::is but few spell C:~ 

out very plainly . A few instances can ce ;i·tP.n: current p::-i c:e data 

r a the r than constant price d:ita is ofter. -~«e:! . Au t hors may protesc 

that t h:.s a dc~ a f~~ther cornpl i::.1tior. , ~~: :: adds 3 ver y icpo~a.nt 

dit:ens ior.. S::....-:iil a ::-iy i n -:uc!l o: t.'le ·.--c ::< :::-: :a.:-.:.;iac:tured i.oports and 

protection t here see~s ar. inadequate dis ::.:.;ssto~ o: the de§ree to whic~ 

all LDCs live in the shadow of Japan's success . ~ithout analysing the 

ongoin6 trade barriers to Ja?anese ~ar.•.c=a~:::red e,-:ports, the pres ent 

si t u:ition affecting LDCs can hazd ly be ~~=e =s~ood. It might be that 

thllt che i'lank r esca r~h staff co•Jld bene =-:.: f== 3 full tir::e historic.al 

advisor . 
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Appendix: Checklis t of Questions 

1. liha t has been learnt? In 5 cases the ~ork merely sunnarized 

exiating kncrJledge thoagh ln two of these cases so hrilliantly as 

to advance theory and pr ac t ice. One was a clear failure, the other 

six shoul d greatly advance kncr~led;e i: cowpl~ted satisfactorily. 

2. In all cases knowledge was being trans~ltted , but in sever3l 

cases it was not clear tha t the authors had read one another 's 

?apers . 

3. a) i . The influence on lending policy is likely to be limited 

in a ll but one case. 

ii. In 6 cases policy advice could be improved, in two other 

cases the policy advice relates :ore closely to DCs . 

b) All studies wlll contr ibute to knowledge of the develo;,oent 

process, but in several cases th~s could be of historic 

i nterest. 

c) With respect to the LOC's national policies 4 wtll directly 

assist, tn several other cases these sections were the weakest . 

4. Excluding surveys the Bank has engaged in basic research. 

5. The effect on operating people is difficu lt to judge. 

6 . In all r espects the involve~ent of LOCs was rather low. 
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Truthful answers would be 

a) Virtually nil; 

b) Surpr isingly low exce?t for the export incentive study; 

C) l!egll6 ible j 

7. The c~oice of consultants ~as noc clear. Both ~aelbroek and 

:,,ees ing ' s pro?osals sho-..red d lack ot C:urope 3n c ontact . I:'l sev~ral 

other papers a bias towards using U.S. da ta wa3 apparent. In nost 

cases t he re might have been opportunities to use LDC scholars . One 

feels a great deal of s~pathy for Professor Bacha's suggestion of 

having open conpetitions for researchers rather than consultancy by 

invitation. 

8. a ) In 3 cases the r.,i:- of theo:.-y and e!:l?irical research was 

excellent, in others it was ::ruch less clear. 

b) The degree of policy orientation of research really depends on 

the q~ality of the sections which make policy recor.:mendations 

and the degree to which the research staff consult with 

operational staff and LDC policy makers in drawing up the 

fra."!lework for the project. 

c) The choice of problems was reasonable. 

d) The assessment sometimes lacked a sense of being part of a 

historical process. lnforoation gathering was important, 

but t he outsider might have an unjustifiable expectation of 

a higher achiever.,ent. 
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" 

9. The criteria on which the Bank chose its projects were not always 

clear when outside consultants were the main formulators. 

10. a) Size of research: given finite resources there would certainly 

se em to be othe r ::, ro j~cts ·., :iich ::iight be 11:ore profi table , and 

some of the work, for instance, the access to markets in DCs 

~i6ht have bee~ per7or-:ned ~y outside insti~utions . 

b ) The co::iposition of the research on fields, problems and n~thods 

within the 1i~its of the replies to other answers was good . 

c ) This is very unclear, and possibly as suggested in 7 unsatis 

f actory. What is the Bank's experience of contracting with 

ins titut i ons like the Brookings ?r comparable national foundations 

rather thnn indi viduals? 

d) This again appears unsati sfactory •. Drafts appear to lie around 

getting outdated. How thoroug~ly do researchers and operational 

staff in terac.t? 

e) How to use 'outs ide' knowledge and resources better? 

It would appear that the ' in-service' i nfrastructure is not 

adequate to the Bank's needs and ther e is no evidence of other 

institutions collaborating to produce data rapidly (apart from 

the pre- release of UN tapes). 

f) i . Certainly t he Bank should be a knowledge bank. 

ii. This ls difficult to judge; perhaps the best answer is 

'to the extent that the operational staff fulfill the needs 

of a ll LDCs' . 
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g) There might he room for i mprove~ent here; while nationals may 

not be the best and most ca:'1did judges of their 0"'1\ na tions 

the r e is a lot of sco9e fa. sending econcmists f rom LOCs to 

other Lee~ . 

hi This depe~cs on the .e9ou ::-:e,, ~~e loads on current staff, etc . 

C:ie ?OS1ibil :. :y 7 .:..a~: ::e ~ : :,.:~ ·) :: ·-·~ -s~ ~ l ~Q : e llo·,s~1 i !> :.~ "'fhic h 

3cademics froo LDC-J .1:-e e:::i;,to:,ec fo:- a ye3r as :-?sear::h fellO"'s 

combining ou tSLCe ant! lnsi.:fa -~:.:- ttes ·? 
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G. Bueno 
January 1979 

EVALUATION OF BANK RESEARCH ON I NDUSTRY AND TR.~E 

Small Enterprises; Credit Mar kets; Public Enterprises 

Chapter III.4 
Introductio n 

1 .- The follow~ng di scussion treats each one of these in a separate 
manner, a l t hough it could be argued that t he differ ent subjects 
are, in some sense, interrelated. It rests on the analysis of 
five RPO projects and two non-RPO projects, which are detailed 
in Annex I, as well as in ether relevant documents. 

2 . - The themes are important for the Bank from the operational an
gle. These themes appear in the fora of discussions and, in 
particular, within t he LDC's, where it seems important to have 
a better understanding of the problems involved for policy for
mulation. The progress in the research done in thes e areas by 
the Bank will allow it to increase its capacity to give meaning
ful and relevant recommendations for policy. 

3.- The quality of the research done by the Bank in these areas is , 
in general, relatively high in comparison with the research done 
by other bodies. But, nevertheless it should also be mentioned 
that the level is below the standards attained by the Bank in 
other areas or in certain academic circles. Further, one also no
tices that a good part of the research effort in some fields, no
tably credit imperfections and public enterprises appears to put 
too much emphasis in the experiences g aine:l by one country, name
ly India. 

4 .- There a re several reasons that might explain the situation descri
bed above. We should not e, in the first place that all of them 
are relative l y "new" areas of r e search in the Bank. Therefore, 
in this case the Bank has not yet either the exper ience or the 
influence in policy recommendations that it has · gained in other 
research areas. (Although, according to the operations people , 
borrower countries frequently demand the Bank stuff for just 
that type of advis~). Secondly, for reasons which aren't yet 
very clear, except in some cases, it seems t hat the responsibles 
of these projects do not have the same intellectual leadership 
that one finds in other areas of Bank research. 

5.- Those appear to be the two main factors to take into considera
tion. However, it should be stressed that in no way it means 
that the qu a lity level of the research i s l ow. It s hould also 
be kept in mind that a large part of the projects have not been 
finished and, in some cases, they are still at the conceptual 
stage . In any case, it appears obvious that they are promising 
areas of r esearch and tha t to have a more solid base for policy 
recommendations it will also be neces sary for the Bank to consi
der an intensification of its research efforts in these fields . 

. I . 
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Small Enterprises 

6. - The research on the small enter? rises area has been to a large 
extent the result of a growing interest in the Bank in t hese 
questions at the policy formulation and t he operative levels. 
Not only one finds a sectorial policy paper (Employment and De
velopment of Small Enterprises) but also the subject is fre
quently referred to in the latest Bank's annual reports and in 
the President ' s addresses to the Board of Governors.~ According
ly, and although the subject does not fall squarely within the 
Bank's traditional lines of research the decision was taken to 
support it. This appears to be, thus, one instance in which the 
operative and policy formulation needs determined to a large ex
tent the opening of new lines of research. 

1. - In other parts also, the subject is very much in vogue on account 
of the r elations that seem to exist between SSE's development 
and the growth of employment among other things. SSE's have beco
me fashionable not only in international and regional organisa
tions but also on the national level on both , developed and under
developed countries. However, it can be validly affirmed that 
up to now this interest has manifested itself mainly through the 
formulation of programmes to support SSE's and in the adoption 
of several specific measures to that effect; on the other hand, 
little has been done yet in terms of policy formulation in the 
context of a global strategy. In short , the emphasis has been 
placed more on action than on reflexion . Research on the other 
hand, has tended to be a descriptive and general character and, 
to a certain extent, repetitive . 

8 .- The approach taken by the Bank is more original and appears to be 
more promising. In fact , they are more in accordance with a view 
that considers development very much as a dynamic process that 
involves innovation, imitation , learning and competition in a 
Schumpeterian sense rather than as a movement towards competitive 
equilibrit.m. The possibility of incurring in some pitfalls in 
following this approach are,by no means , neglig~ble; but never-

. I. 

The Bank's position in relation to these questions is summa
rized in its latest annual report: "The Bank has found that 
the benefits of growth cannot be assumed to "trickle down" 
automatically; to ensure that development 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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theless is the right approach and what may be suggested here is 
that the Bank should be more explicit about it. This would entail, 
for exemple, more research than has been done in the past on the 
dynamics of SSE's; but this belongs more to the recommendations 
section . 

9.- Research by the bank in this area started more intensively with 
the RPO 670-77 project (Financing of Small Scale Industries); 
in addition there were two other non-RPO project on Brasil and 
one in Malaysia. The two non RPO project on Brasil are econome
tric research of a good qu ality whose main conclusions were that 
the SSE's sector had lost in r elati ve importance and that new 
SSE's had tented to concentrate in the growth poles of the South 
East Brasil. Therefore, recommended (something that the Brazi
liens were already doing) the formulation of support programmes 
for SSE's giving special attention to its geographical distribu
tion. The conclusions, as can be seen, were not particularly 
different from those reached i n similar studies. 

10.- RPO Project 670-77, was a low cost undertaking (37 500 dollars) 
through which the Bank aimed, for the first time, to have an 
overall view on the importance of SSE's in different economies. 
The results were afterwards discussed within the Bank and, in 
the opinion of some, particularly in the research area it was 
thought a waste of time and considered that~ 2-4 days meeting 
would have been preferable" to that research project. Finally 
the decision was taken to support its main recommendation to 
continue doing research on these questions; but this points 
well the risks that can be run when research competence does 
not fit the standards that have been set elsewhere in the Bank. 

11.- The follow up was RPO project 671-59 (Small Scale Enterprise 
Development) . The formulation of the project owes much to 
Prof. Ian Little, as well as to D. Anderson and L. Westphal, 
and to their insatisfaction with the type of research that was 
being done; and, in particular with the absence of ways and 
means that would allow one to evaluate different policy alter
natives. The project has two main objectives. On the one hand, 
a review of the existing information and literature on small 
enterprises in developping countries, and through trial surveys, 
attempt to define ways in which the information can be improved. 
The other which should be the most interesting at medium term, 
is to develop a basis for assessing the impact on income and 
employment of various policy options and attempt to estimate the 
costs and benefits of various policies towards small enterprises. 

12 . - The first phase of the project includes a review of the litera
ture as well as case studies and enterprise surveys. The case 
studies will cover India, Colanbia, Philipines, Japan, Korea, 
Taiwan, Nigeria, and the enterprise survey India and Colombia. 
From this point of view , one could say that the investigation 
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has a good approach and that it will contribute t o diffusion of 
the knowledge thr ough the participation of researchers from 
the developping countries. However, in my opinion it would 
have been desirable to include a l arger number of countries 
t aking advantage o f the increasing interest on the subject. I t 
is true that later on some difficu l ties could have arisen in 
regards to data handling and coordination o f the p ro ject, but 
it seero.sa l so true that the advantages would have been superior . 

13.- RPO 671 - 59 was started in November 77 and the fi r st phase it 
is expected that it will be completed by September 79 . Th ree 
papers have already been completed, two of which touch mainly 
upon methodological questions and t he third one presents in 
draft form the preliminary results of the small and medium scale 
enterprises survey in Colombia . 

14.- On the methodological side the two papers cover , respectively , 
t he pr oblems tha t t he SSE's face in the c r edit and financial mar
kets and technological development. The firs t one has made use, 
though to a limited extent car ried out elsewhere in the Bank on 
credit market imperfections and the second on some o f the work 
done in the area of capital labo r substitution. However, i t must 
also be said that these l inks are not so explicit as it would 
have been desirable. Both o f them present suggestive approaches 
and, more particularly, in re lation t o the d istortions present 
in LDC's economics to which SSE's must face . 

15 . - A lot of work remains to be d one and it is difficult at t his 
stage to provide f o r an evaluation of the whole projec t . None
theless, some ins i ghts as to the possible outcome are provided by 
the draft paper p resented on SSE's in Colombia for three sector s 
(producers of pumps and compressors, p r oducer s of agricultural 
implements and producers of cookers and ov ens); although the 
authors emphasize again and again the partial and preliminary cha
rac ter o f the results therein presented . And, however preliminar y 
they might be, they show that it is not only a valid subject of 
research for the Bank, but a wo r thwhile one in which to increase 
the efforts. Also , that it i s a difficult one . The survey pre
sents a good discussion as t o the main characteristics of the 
SSE ' s, the origin of the firms and the entrepreneurs , their tech
nological adaptations , thei r problems vis a vis the labo r and 
financial markets, etc . But this said it als o shows very clearly 
that there are three areas w-ere further thought is strongly re
quired. The fir st one is factor productivity and especially in 
regard to the different canbinations of capital and labor; the 
second is the overall question of technology selection, utiliza
tion and adaptation as wel l as the lear ning pr ocess; and finally, 
the overall effect of economic policies on the development o f 
SSE's. The first two are frequently mentioned on the colornbian 
paper, while the latter is seldom referred to . But it is an 
important one and perhaps we could expect that at a latter 
stage its significance wil l be more explicitely pr esented once 

./. 
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that research in this latter a r ea progr essed . It must a lso be 
taken into consideration, jus t as is mentioned in othe r Ba nk 's 
papers that many o f t hese d i s tor t i ons t hat affect SSE' s have 
t heir o rigin on t he e c onomic polic ies f ollowed b y many o f t h e s e 
countries. {And it is c l e a r t ha t there is a r o le for t he Bank 
t o play in adscri bing the respo ns i b ility for many of these 
distortions whe re it rightly be long s ) . 

16.- Lastly, in this section we will mention some of the problems 
that have surged up carrying out the research itself. Here, how
ever, only general impressions will be put forward since it is 
difficult to be more precise in t h e absence of more detailed 
information.Amgonst them perhaps the most important is t h e absence 
of an overall uncompassing methodology, such as was provided 
for example in the case of the incentive studies or others. 
Although it can be argued that the developnent of just such a 
methodology is the result of an ite rative process further work 
could be heavily affected by t h e lack of it. Secondly, and per
haps more important at this stag e, t hat the number of participa
ting researchers seems to be relatively small and especially 
in comparison wi th the aims of the project. 

Credit Markets 

17.- In this area we find two RPO's one of them (671-65) on "Small 
Enterprise Financing" and the other (671-64) on "Market Imper
fections and Economic Developments" both of them under the res
ponsability of the Public and Private Finance Div ision. The dis
c u ssion that follows also took in consideration a paper prepared 
by this Division {Domestic Finance Studies number 43 ) presenting 
its research program. At. tpe outset, however, it must b e pointed 
out that in this case some of the papers provided do not a ttain 
the quality levels which prevail in o ther areas of Ba nk re
search. 

18.- RPO 671-65 does not c ount, as ye t, with any paper. We have there
fore, only a research proposal to study the role of informal cre
dit markets. The project is justified on the basis of the impor
tance 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 ascertain whe
ther t he real c ost of lending in this markets is significantly 
lower than in the formal financial market and if it i s possible 
to establish s ome sort of a link between the two. 

19.- A pilot study has been initiated which focuses on "a signifi
cant element of the informal credit markets in India, namely 
the Shroffis". {Th e Shroffis are indigenous sty le bankers that 
extend and create credit through t h e issue of hundis a s well as 
other credit ins trument) . Be that as it may , there are non the 
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less certain questions that arise in relation with this project 
and for which there don't seem to be sufficient answer as yet on 
the research proposal . Perhaps this may be due to the lack of 
time to dwelve more thoroughly on this matters but nevertheless, 
it is convenient to state at least a few of these questions. 
One of them, of course has to be with the fact that we are left 
in the dark about the significance of these mechanismes from the 
point of vue of financing and allocation of resources. The second 
would concern the significance of these questions for the norma
tive aspects of the operations of the Bank, and so forth. Without 
aiming to cast doubts on the validity of this research proposal -
which in fact did not received an overwhelming support in the 
bank~ the point that we would like to make here is that special 
care should be exercised in formulating research in these "new" 
fields of research in the bank; least they may be rapidly abandon
ned in favor of more "proved" lines . 

20 .- RPO 671-69 on capital markets imperfections and economy develop
ments owesmuch to the formulations of Dr . Sen and to previous 
work that was done in t he Division itself. The project was ini
tiated in January 78 and it i s expected that the final report 
will be finished by March 79. Various papers have already been 
produced. One on "Interest Rate, Transactions Costs and Financial 
Innovations". Other on "Some Theory of the Financial Intermedia
tion in Developed Countries" and one on "Portfolio Determinant 
of Commercial Bank Earnings in Selected Asian Countries". These 
were followed by another on "Financial Intermediation and Econo
mic Developments: An empirical investigation" and which should 
be considered as a sister paper to the early one on "Interest 
Rate, Transactio~s Costs and Financial Innovations". The output, 
thus, has not been a negligible one . 

21.- In the development of the project three t ypes of preocupations 
are clearly discernible. The first one is with the need that 
was felt to make an examination of the impact that transaction 
costs have in lending as well as in borrowing in different mar
kets . This is a subject in which there are obvious gaps in the 
literature and in particular in relation with the financial sys
tems of LDC's. The second reponds to the preocupation of the pos 
sible effects that banking regulations in LDC's may have on the 
banking structure and in the long run financial viability of the 
banks . The third one concerns the need to have a model that would 
express the possible interaction between the development of capi
tal markets and general economic development. These will be brief
ly examined in reverse order. 

22 .- The third subject of research is covered by two papers of which 
one presents a general model and the other attemps an empirical 
ver i fication of some of the issues raised in the first one. But 
the latter, in fact, is more than an extension of the former . 

. /. 
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Their aim is to better understand the role that financial inter
mediation plays in the development process as well as an identi
fication of the factors which limit its effectiveness and the be
nefits which may accrue from improving it. This was justified 
on the other hand by the fact - which seems a valid one - that 
economic analysis in the past has generated "neither a body of 
reasonably rigorous theory nor a wealth of credible economic re
sults". 

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

24.- Together with the presentation of the model the papers include a 
relatively thorough review of the existing literature and, as men
tioned above, an empirical verification of a limited version of 
the model. However, it is obvious that further work will have to 
be done in the future. One obvious need concerns the nature of 
the data and also further examination of the results provided 
by the model. One possible approach could be to take countries 
not based solely on geographical considerations but taking also 
into account their level of development and the structure of 
their economies. 

25.- Another paper examines the relationship between earnings and 
portfolio of the commercial banks of three Asian countries: 
Philipines, Thailand and Singapore. The 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 
analysis of this type are scant in developping countries. 

26.- The investigation is well conducted and t h e conclusions are 
interesting in that both, the rate of return on loans and admi
nistrative costs seem to be positively correlated with the de
gree of regulation in banking operations. The lowest figures 
correspond to Singapore which of the countries examined is the 
one that presents the more competitive financial market and is 
the less regulated. This is an analysis that undoubtedly, can 
be further refined and extended to a larger number of countries 
although we should mention data problems in several cases will 
prove to be quite significant. 

. I . 
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27.- The paper on the relations between interest rate and transaction 
costs is an interesting one and developed with technical compe
tence . It raises a valid point in calling attention to the impor
tance 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, it is not clear yet , the 
significance of this factor alone. The study previoulsy referred 
to on banking in the Philipines, Thailand and Singapore estimated 
the administrative costs of lending at 0.1-0.5, 1 .4 -2.0 and 0 .77 
percent respectively. It seems, therefore, t hat there are other 
mo re important factors to take into consideration. 

Publig Enterprises 

28. - RPO project 671-11 (Managerial Structures and Practices: Public 
Manufacturing Enterprises), is up to now the only research pro
ject by the Bank on this area. It started on March 78 and it is 
expected that the final report will be submitted in Januar y 1980. 
In addition it is also being considered in a certain sense as an 
extension of some previous work and in particular r econnaissan
ce missions that were previously made to Egypt, India and Yugos
lavia. As yet, the only report available is a case study of a 
public enterprise: India's Swaraj Tractor. 

29.- The research proposes to examine a set of hypothesis which it is 
said, "are best described by the general proposition that the per
formance 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 of the fact that a large part of the len
ding operations of the Bank concern public enterprises and that 
they are a growing sector in LDC's industries. And, in addition, 
a type of enterprises about which not much is known and where in 
general, little research has been done. 
~~~- - -

30.- As mentioned before the only report available up to now is on 
the Swaraj tractor plant in India. The report is interesting 
and particularly the point which shows the significance that 
indigenous technical developments and adaptations had in the 
shaping and the improvements in the competitive position of 
this plant. But one could also say that it does not allow 
one either to evaluate the overall a pproach taken by the Bank 
on this question or to arrive to more definite conclusions . 

. / . 



·,. 

- 9 -

31. - In view of this it might appear convenient f o r ~n e managem~nt of 
the Bank to give mor e reflexion t o the research work done in 
this area. The area itse lf is of prime importance for the Bank 
from both points of view; allocation of r ~sources , . s ince~ lar
ge part of i ts loans go to public enter prises and its advisory 
r o le to LDC's. It appears obvious that in the absence of a coh~rent 
body of thought o n these questions there is a great risk for .dis
persion o f the research ef forts. This would be unfortunate since 
it appears t o us that the Bank, on account of its experie~ce and 
the insights that could be provided by resea rch executes 7n o~her 
areas, i t is difficult to t h ink , worldwide, of any other i nsti
tution that could do it . 

General Evaluation 

32.- It is quite clear that the subjects pertaining to small enterpri
ses, credit markets and public enterprise , have a large 
relevance fo r Banks operation s , and for LDC's. However, it is 
also clear that here we have a case where relevance is no t mat
ched by the re s earch effort actually carried out . 

33. - There are several factors which could account for this si tuation. 
One of them, perhaps, is t he fact that in the past the Bank thought 
that the best way to approach these problems was in an ad -hoc 
basis through the operational units and, thus, that there was no 
need to support thei r actions wi th a research basis . This is 
what would account for the additional fac t that all these a r eas 
of research are relatively " new" within the Bank . Indeed, one 
could go further and even argue that there was some sort of re
sistance to include t hese a nd other types of institutional re
search within the body of r e search carried out in the Bank. 

34. - Even now , one can discern the prevalence of two t ypes of atti
tudes . On the one hand, there are those that consider research 
in institutional questions as "interesting" but devoid of acade
mic rigorousness and o n t he other, those of some researchers on 
institutional matters that tend to consider other research by 
the Ba nk as frequently too academic and of little relevance 
either to the Bank or, worst, t o the rea l world . By no means 
this is an unique situation in research i nstitutions , 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 . 

35.- All of this, obviously , is not something that can be attained over
night. But it is probable that a large part of the problem could 
be solved if the Bank could a ttract high caliber researchers for 
this area and with a solid reputation, just as it did in other 
areas. It seems to us, i n short, that as yet , one does not have 
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in these fields of Bank research the kind of intell ectual 
leadership that prevails in the other more traditional areas 
of research. Their presence, aside of prestige reasons would 
be very useful because it would allow the Bank , on the one 
hand , to have a better analytical frame work to give a greater 
coherence and sense of direction to the r esearch and, . on the other , 
to establish a better working relationship with research 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 dispersal of 
efforts or of conducting r esearch which could be of small rele
v ance for the Bank and for policy f ormulation. Eventually, this 
could lead to the g radual aband onment of this type of research. 
This would be a pity because, as has been emphasized we think 
that research in these areas is of significance for Bank opera
tions and for LDC's policy formula tion. 

36.- One other aspect that we would also like to touch upon is t he 
question of how normative should be this type of research. In 
our opinion it should be high. Through its research the Bank 
should be able to discern which types of policies and program
mes for development in a Schumpeterian sense are successful and 
under what conditions, and likewise which are unsuccessful and 
why. This, it must be said, is one frequently mentioned objecti
ve in the research proposals but which doesn't come across qui
te clearly in many of the papers under revision. It may be due 
to the fact that many of the RPO-Projects are still on a preli
minary stage and therefore it is not easy, at this moment to 
extract this type of conclusions. But, be that as it may, it 
is nevertheless clear that this.is an area where the Bank would 
be utilising, at its fullest, one of its comparative advantages 
in research vis a v is other institutions. 

37.- To finalize this section, we will touch briefly upon some of 
the more relevant questions put forward to the members of the 
panel. Firstly, we would like to stress that a large part of 
the papers under revision show high technical competence. If 
one does not find in this area the same number of publications 
in specialized journals that one finds in other areas of re
search in the Bank, it would be wrong to jump to the conclusion 
that the prevailing quality standards are much lower in one 
part than in the other. In fact, there might be a host of fac
tors to explain this situation; one of them, of no small signi
ficance being the short period in which research in this area 
has been done . It is clear that many of the papers, duly revised, 
could be amenable for publication in many of these journals. 
Secondly, as to the usefulness for the Bank of the results from 
research it appears to us that, indeed, it should be high once 
the pro jects are more advanced. One could go even a step further 
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to say that research of this type is sorrowfuly needed by the Bank 
if it wants to allocate its credit resources more in accordance 
with a "basic needs" philosophy of development . And this is , 
as the experienc e of some countries starts to show , by no means 
an easy task. It must be mentioned also, however, that contrary 
to what has happened with other research, thi s might not be, 
and perhaps should not be,politically inocuous. Thirdly there 
are the questions on basic research and on the degree to which 
research b y the Bank duplicated those of other institutions. 
With r egard to the first part , the answer is that there has 
been some basic research and especially in the areas of sm3ll 
en terprises and in the role of financial development on the 
deve lopnent process. But our recommendation here would be in 
favor of more, ra the r than less , basic research . There are a 
number of aspects about which the existing knowledge is imprecise 
and especially when dynamic factors are taken into c onsideration. 
As to the second part of the question it simply doesn't seem that 
the Bank has duplicated work by other institutions. In p r acti
cally all RPO's a point has been made to undertake overall re
views of the literature on t he differ ent subjects. This has 
assured to a certain extent that research duplication was avoi
ded. In fact, and to be more p rec ise, far from duplicating, 
in many cases the research done by t he Bank on t hese topics has 
been original and pathbreaking. This is the case, for example , 
in research about SSE's and there are obvi ous possibilities of 
doing likewise in connection with public enterprises. 

38 .- As to the impact of research on LDC's the questions are somewhat 
more difficult to a n swer . We would like to start by pointing out 
that in all RPO 's u nder revision there is participation of re
searchers from LDC's, though in some is greater than i n others. 
As to the influence that this may have upon LDC's policy formu 
lation and r elations with the Bank it is difficult at this time 
to define t heir precise c haracter in the future . But the Bank 
has al~ead y quite a subs tancial experience in thi s regard and, 
a t leas t , we think that it will not be substancially different 
from other experiences; i. e ., that i f there is substantial inte
rest in the problem under consideration many of the reccmmenda
tions filter themse l ves to the policy decision making bodies. 
Here, our preocupation doesn't concern so much the latter ques
tion but rather the fact , already expressed, that perhaps the 
Bank could have widened, from the beginning the scope of some 
of t he studies in order to cover a larger nJmber of c ountr ies. 
This would certainly have created some problems particu larly for 
c~or dinat i on and data handling but it appears, at leat super fi 
cially1that the advantages would have been g r eater. There is i n 
many countries a real need to know more and to rece i ve better 
advice in most of the subjects c overed by this chapter. And this 

. / . 
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is valid even for the Bank itself. We were impressed in our con 
versations with Bank staff and in reading Bank memoranda of the 
difficulties that have many Bank's missions in answering ques
tions that are frequently posed to them by government ' s offi 
cials such as what should be a sensib le policy vis a vis public 
enterprises or SSE's development programme s and so for th and 
for which up to now only very vague or general answers could be 
provided. 

39.- We come now to the question of allocation of resources. Here we 
can make only two c onsideratio ns. First, within the area itself , 
our impression is that it would have been preferable to c oncen
tr ate most of the resources on SSE's and Public Enterrrise, ra
ther than on SSE's and credit markets as has been the~b~e . To us 
the former two appear to be more significant from the point of 
view of the development proce ss, policy formulation and Bank's 
operations . But it could be argued that not sufficient factors 
have been taken into consideration and that t he choice reveals 
personal preferences. Indeed, this may be so. But, secondly , 
and perhaps more important, there is the problem o f t he financial 
resour ces that have been allocated for research in these areas. 
There is a need to increase them and, in particular , to o btain 
the concours and collaboration of highly qualified people. 

Recommendations regarding further resea rch 

40.- The work done by the Bank on Capital Utilization, capital la-
bor substitution, SSE's and in technical change itself have put 
in evidence the need to undertake more thorough s tudies of the 
r ole t ha t this latter factor, technica l change, play s in econo
mic development. This, by the way , c oincides very much with a 
growing preocupation in many LDC's about the relation between 
technological development and overall economic development. 
This preocupations, in fact, have to do with a number of fac
tors . In the past, for example , it had much to do wi th the ques
t ion of negoEiating international transfers of technology , but 
nowadays it is clear that this is only one of the aspects in
volved and that perhaps more important are the aspects concerning 
the selection, adaptation and absorption o f technology . Likewise, 
t h e importance of developing a domestic scientific and technolo
gical capability in order to better cope with the problems posed 
by the development process and in particular for the utilization 
of renewable and non-renewable resources is caning more and more 
in the forum of discussions. Certainly it is not an easy task 
but it seems to us, that questions of this sort should be cove
red by research in the Bank. 

. / . 
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41. - It appears that the area of public enterprises has not been 
s ufficiently studied in the Bank or, for that matter, anywhere 
else. Th e recommendation wa s made above f o r the Bank to essay 
what would amount t o a fresh approach for r esearch in this a rea. 
There a re many ques tions here for which answers a re, at the most, 
on ly fragme ntary . Amongst them,we should like to point out the 
relations between public enterprises and the public sector, or 
with the private sector of the economy or their role in techno
logical developments, etc. It is, t o a certain extent, a virgin 
area though its importance for economic policy formulation or 
for Bank's operations is well recognized. 

.. 
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A nu.nber of r esearch r eoorts and ~ono~r aphs ~r P. 0 XPecterl 

fro.11 the rese3rch pMRra.11 carri ed out under the hearlinr,; "Progr?..11.11ing 

in the Manufacturing Sect or" (RPO . No . 670- 24) The list 0f r ennrts/ 

draft reoorts which wer e studi ed f 0r t his review are ~ivon in annex, 1. 

The pr o,;ra~ has jealt with the ~rcbl e~s of invest~ent ~lunnin IT {n 

industries characterised by increasin~ returns t o sc~l ~ ~n rl in in<lustries 

where inter~ependence in the ryroduction of different pr ~rlucts is 

i .n:portant. Inter-ieoenrlent.e .11nv be i.noortant when riiff-=~n t nr orlucts 

share capital equip~ent or when they use the Sn~e int0 r ~e~iat e in~uts, 

the ~anufacture of which :nay exibit cconn~ies nf sc3l ~. It h~s 

focused on rleve l op.11ent of i :noroved .11et horls f or se l ectin invE=>st.11ent 

pr oiect s fro~ a:non P, the ~any al~?rn~tives in size , ti~in~, l 0cntion , 

technol o';Y and out~ut ~ix. In arldition, it has inv~s ti~eted the 

e xtent t c which such i n t e ~~e~~n~cnce a f~~ct pr oiec~ se l ection an <l 

planning f or the develop~ent nf a sector ;m<l offer sc~~e for 

ca-operation a:non g the countries ~fa r e~i0n. 

These issues ar e exnl or e1 within the context cf sryecific 

invest:nent pl anning pr n~l c~s in ~ 0 set s 0 f e~piricdl sturi ies, ~ne 

set dealing with what is ter.11eri ns 11 or 0ces s inrlustrie s 11 anc. the 

other with "non-pr ocess industries". Those industrie s charact E!t'iseri 
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by a :nan:.: facturing or 0cess str~a which i s :nor e 0r less cnntinunus, 

has a li.nited nu:n.~:-,r ,..., f l)r 0cesses ;in~. wher.,, th~, cost ,., .= c~rrvinq 

.ni d- stren.11 inter.ne'!i a t E:· f' r orl.ucts i s l a r i::e ~re t er .ne~ or 0cess 

industries. Exa:nples of such inr.ustries ar e gas tr?.ns:nissinn, 

fertilizer, ce.nant, etc . These inr1ustries als0 h,we a li.nite r\ 

nu.1lber of pr oducts whi ch are :nor e or l e ss unifor :n . 

The ".nechanical engineerin.i:r sector on the ,...,ther h,m ct has 

;:i v.'3.riety 0f nr oducts and ryr n.cesscs -'l.<"1n the sn:ne nr'">cessinp; 

equip:nent can be used for .nanufact urinF- :nany 1ifferent nr ...,<lucts . 

Such industries ar e t er.neri n r,n-process industries". 

Bot h these set s ,...,f studi es have usP.n :nixe1 inte~er ~r 0f!I'a:n.n inR 

.nod~ls in a fixer\ charRe for :nulati0n t0 account f or ec0no:nies of scnle. 

The .naj or pr obl e.11 in these stud ies aoart fro.n the consirterable eff orts 

;md ti:ne t hat usually ~o into r\at a collection nnd 0r ganization, hns 

been the ")r 0bL~:n 'Jf 0btaining sc 1..utions (')f the .nixe-l integer 

pr ogra:n:nin~ .node l s with a l ar ~e nu:nber of integer variables . 

Solution s of such pr oble.Tls requirr.: l ~r s;;e a:n0unt of co.nput er ti.ne . 

A nu:nber of pr ocedures have been ~evelonen t o e li:ninate throu~h 

s i .:npl e but s ophis ticated analysis a nu:nher of in t ef.!er varinbl es 

which repr esente1 unecono:nica l choices , t o reduce the size of t he 

pr o~a:n.ning ·:nodel . This .nakes obt aining s olutions t o such pr nble:ns, 

pr acticable . 

I:noortant Results 

Aoart fro:n t he specific sector develop:nent nl ans that e~errre 

fro:n these sect or studies, they have a l so or ovided s c~e insi~hts 

int0 the nature of technol ogy and i t s conseauences . 
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(~ ) Sionificant ec0n0~iP.s 0 f sc~l~ ar e pr esent in pr 0rl.uctinn 

activi t! ~s ;md t hat there i s a ··,x,,j 1ei'il of potentfal interde::,en~ence 

within t he syst e~ as a whole . 

(b) ·The use ,-, f n:-'"'-t'.:.-:i:rii n- .~0...,~ls help in evaluatin~ the 

consequences 0f '.llt ern'\ti ve pol i ciss . Th1:: cost and or benefits of 

particular poli ci es ~ay be si<l11ificant. 

(c) Pro,;ra:nmin ~ ~odels provide a tool t o esti~~t e the benefits 

of regi onal co- operation t o indivicual countries and help in ~esi.minP. 

sche~es f or sharin~ of benefits. 

(d ) The cost 0f co~pl ete n€glect o f interrl.ependence in 

choosing between pr oduction an~ i~ports i s not s imiif icant a t the sect 0r 

l evel. For the part of the ~echanical engineerinP, sector of Knr ea that was 

studied (120 carefully selected products), this wculd have l ed t ~ an 

increase sector-wise t otal supply cnst of no mor e than 3 percent of the 

t otal vi'ilue added for the pro1ucts in vol veri in the study. 

(e) Thou~h the l oss ~t the sector level is s~all for T)clrticul ar 

products, the conventional benc f it cost anal ysis which ner;lects inter dependence , 

:nay lead t o ·,rr0n ~ :nqi-:c:/::: uy chci c·."' !': 1.rh,,,n thF. nr...,...,u.: ts· ~r e a ~;t -: 1:: a sector 

t h;:it exh.i.h i.t s :n ~~!"-1eo~;n i~nce. 

(f) The abs olut e cos t of n r->qlect of interdependence is rrby no .n<:~~ s · 

t!"ivi;il 11 ~ i is "far .11:-re II then the cos t of crmductin,:,: stu-Hes that 

account f or interdependencs . 

Fro~ a ~ethn1olo~ical p~int ~f view the ~ost sirmificr1nt 

contributior. of the resear ch is the de~nnstration 0f the use of l arRe 

.nixed integer proc;;r a.n..iling .ilo,"!els . In particular, thP followin7. have 

been shown: 

(a) Even withcut obtainin ~1obally opti~u.il srlution, use of 

pr ogra.11.ninis .nodel s can T)rovi<le a lot o-s: insif!ht into the nature and 

the costs of the various alternatives . 
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(b) Pr obl e~ with a fair'y l arce nu.nber of inte~er variables 

can be solve-\ with r a~sonable c•,sts . 

(c) With a s:r;t1::~;,t fr '"a:::~ )r,t:. 'n ~f br e~k- ,~wm anr.1.l ysis 3 

nu.nber 0f useful ceci sion rul€s om !:>0 ~nnl ovcn. t o eli.ninat e '! 

si~ i£ic-3Ilt nu:nber of in te~er v?.ri~bles. 

2 . Review of Stu1i~s 

2.1 Process Industries: The stu~i e s carri e1 nut for the 

planning of t he fertilizer sect or in Lgyryt and in East Africa h~ve 

explored the choi ces of technol o~ , size , l ocation, transport, 

pr oduct and trade . The Eas t Africnn stu<lv has in ad1ition exnl l')red 

in quantitative ter~s the gains fro~ co- noer a tion in r ertilizer 

sector develop~ent for the three countries of t he re~i ~n (U ganda , 

Kenya an<l Tanzani a ) . 

The for ~ulation of the ~odels f~r the fertilizer sector 

are conventional and straig:1-t:fl')rward . However, because of t he 

shortcuts developed t o reduce the size of the ~r oble~ t hr ou~h ~re

anal ysis, the :TY.>del s hnve been c0n si<ler3bly ~ore de t aile<l, and · 

consequently, operationall y ~ore .neanin~ful . 

An obvious l i .11it a t fon of t he .n<'.'de ls as ,leve l noe1 is the 

negl ect of uncerta int ies . Explicit accounting fnr it ~ight :nake 

the co~putation or obl e~ even ~~re f 0r, 1nabl e . Yet it w0ulrl be 

useful t o e xpl ore t o what extent ' ore- anal ysis ' and sensitivitv 

analysis can r1c count f nr uncertainty . 

A nu:nber of other studies h3ve a ls0 been carrie~ out f or 

different sectors ,111rl countries ;,nd regi ons. These include a~on~ 

others fertilizer fnr Asean , Andean pr.1.ct ond In~ia ; Fnrest sectnr 
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fnr Turr y , Paoer and pul? f 0r r ' untri es of t he As..,an Req:i on anii 

FAO ' s Worl~ pro,-µ,;:i:n ; Clinker or n-iucti on for Br n-zil, PetrC"che11icals 

for Portucal ,=.nri M1::xi c ; , ::: r1t.:~ 'Y fnr 'H :;t.ori.~, .;inti Che.11icals for Turk~v . 

An a tte~pt t o use t h i s appr 0ach t o rleveloc ;:i .11()'1e l to 

quantify the ten~fits 0f regi onal inte2r~ti0n baserl on a si~ultaneous 

analysis ri f a nu.nber o f in<lustrial sectors, t he nr os ,mti crms 0f 

which were succinctly oresente<l in a small paper, was abFln<lonerl as 

being t oo a:nbitious . 

The ?roiect has obvious ly been successfullv c;wrie1 out and 

as j udged fr"?~ t he nu!llber and variety 0f applications if has been 

f ound useful t o0 . The pr oject has r eacherl a sta~e where r esearch 

ends and applications begin. But the t echnology devel operl has t n 

be successfully disse~inated anrl transferred . A :nost i .11Portant 

ele~ent in facilitatinR such transfer would be the develop~ent nf 

co~puter sn~ware which :nake it convenie~t t o s pecify the pI'()bl e~ 

prefer ably in the lancrua~e of the users as opposer\ t o the lani:rua~e 

of the co~put er spe ci alists. In adrtition it woul d also be essential 

t o generalize and aut o.11atize the breakeven analysis , for otherwise, 

applications w0uld need , not onl y trained but cl ever oeoole an'1 · 

would be severely li:nited in scooe.. Thus the s oftw;we develoo:nent 

pr oject (GAMS , RPO 671- 58 ) has t o be welco:ne. 

2 . 2 Non- pr ocess Industries - Stujy rif,The .Koreap Mechanical 

Engineering Sect or: The stu'1y of the Korean Mechanical Engineerinrr 

sector has explored t~e gains fro~ planning si~ultaneously the supply 

of a lar~e nu.nber of ?r o1ucts.120 carefully selecterl ite.ns were 

en<logeneous . The ~ains in the econo~i es of d0~estic production ;:ire 
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1eri ve1 fr().n S<;?lecti•,n ..,f t echni aue i31l ~ sc-=1l e -;f oroduct i -,,, t nkin P.: 

int0 acc )unt pos:iibilities ')f s ;-:'lr ina: caoit .:! l equi-:;.nent f0r a 

variet y of pr oducts , as al s0, the oossi bilities 0 f 10~esticallv 

pr:,ducing on a l ar ;~e scal e , inter:ner!iat e rrrv:,11s userl in a nu:nber of 

pr:iducts. The i ~port 0r do:nes tic ~!"J<luction ~ecis i ons are taken 

a~er considering the effects 0f such sectnr-wi<le inter <lependence . 

The ~ode! f er t he :nechanical enP,ineering sect or is not easy t o 

f ormulate in the conventi onal way. Proble.ns ~f anpr ooriate descrip

tion and specifi cati on of pr o1ucts and processes have t o be face<l . 

These pose not insi~ific2l'lt oroble.ns. 

In applvinR a ~icro-analytic anproach t o a sect orwiae sturty , t here 

is a danger of getting l ost in 1eta ils and not seein~ t he woo~s f or 

the trees. This is av()i ded in the study , by describing certain 

standardized products whose pr oductinn pr oc esses ar e described at t he 

shop level rather than at the .nachine l evel. Even then, the breact h 

and depth of the technical en~ineerin~ det ail that is incoroorated in 

the study is t o be f ound in hardly ,'"!Ily othe!' pr ngra:n:ning stu<ly . 

The .nodel used here is ~nixed integer orogra:n:ning one and 

break-even analysis is developed and used to reduce co~outational 

difficulties. 

In addition, the allocative consequences of the results are 

explored in de ~th . An evaluation of alternative investment criteria 

is also ~ade in the context of the results obtained fro~ the :nodel. 

The conclusion is reached that si~ple benerit cost criteria or t he 

~easures of co:npar ative advantage, though they do not discrLninate 

una.nbig,,ously between ~ake-buy choices, are adequate and entail a 

s.nall loss co~pare to analysis which account f or interdependence. 



7 : 

It i s 3.lsn c l ':l i:ne,~ th.;it t h E: l 0ss !m t ':l i l e ~ in us in " t he DPSt 

0 f t he !: : nefit - c.,s t c '"'.'i t <::r i ;:, i s ' t'll ~ar~P. en-~urh t:r , ;:i,y '"-::i,:'k ,=or t!-t <> 

cost of .ilore c0.TinrP.h -nsive ,':ln ~lysis within 12-n t: t ') tw., ye?.rs . The 

vnli<l ity o f the clai:n , h0w~ver , i P.pen~s ur , n t he assu:nptir n th~t the 

in<lic 3.ted s 0lutions 4:'r o :n these tw(') :ne t h" ••s c"in 1:>e i:nple.11E:nte,'. with 

equal efficiency . 

The pr-:i-ject a l so co .nple:nents a nu'!lber r, f ')t her r es ear ch 

s t udies where r1.ttenti0n t o :ni cro- level details :nny bP cruc i nl , Th~ 

resear ch pr ogr a:ns on the scope f or capital-lab0ur s:.wstit utio~ in the 

:nechanical en o; ineer in~ s ector "(RPO 670- 23) .::m~ ::m "Aonr m 

Industri-'il Techn·,l ogy" (RPO 671- 51 } are such pr '.) jects . 

3, Evalua ti•)n 

3 . 1 Quality of Research : The r ese? r ch wnr k is certninly nf 

a hi!Zh calibre . Moreo ver , such ~sear ch is har ·il v carrie--1. ,:.ut f'ut s ii:e 

the bank. The r esearch nutout is hi!2:h both in its v0l u:ne an ,, i n t hP. 

quantity . 

3 . 2 Us efulness for LDCs : 

particul ':!.rly ecan·"l.'!lY wi le -.r )·'.:r .:;i::i.'lli r.,:; ::n ;1;:ls creat e ,:m i'.TIL're ssirn 

tha t the vi,aion !)ehin0 t he _Jrocess _nf 11ev~l on.'llEm t that .nntivc1tes 

such s t ud i es is on e in which an elite all knowin rr olanninq authority 

atta in econ 0:ni c growth throu~h effectively allocntinR resources t 0 

vario us sect ors. Yet one neerl nnt share this vis i on bef nr e one 

considers such :no<lels t o be useful . P!'()cess in~ustries such as 

fertilizers , ce:nent, et c ., char act erise~ by econ o:nies ~f sca le anr. 

relatively a s .nall nu.11ber of r,l an ts, are the industries which are 

usually the on es whose develon:nent are guicied anrl pro.not ~-~ hy :nost 
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qrive rn.11ents r, f develop in~ c 01mtries , St=irtinP- ,=i f ~w lc=irr,;i;: inr!ust-ri :11 

• pr n j ec1:s is -'::'"' o f .:h E. ~ :is fost t:. in - t:n t r,:~7ern.nents J o t n or -,:nct e 

devel,Jp.11ents . The 1?l ;mnin11 ::i" -1.e:i.s •1evEl 0n,;r. by E~nk 's resear ch h ~s 

tha P·'J t enti.:11 t o i.npr 'Jve the r ,:tti 0n;,J.ity o f <;f')ve rn.11ent .focisb ns in 

,:".evelop in l"' these sect0rs. Sr·11e o f thi s ;::-:it Gnti'll is :~lrea"'v rs;;ilize ~ 

in the nu:narr: us anplications a lre~··ly .11a'ie f nr ·H-Fferent sectors ;:,.n1 

d iffe rent c ··:mntries. 

However , the full p1t cnti.~l us~fulness c:Jn b e realize,i nnly if 

adequate " extens i on w~r k" f 0llt')WS this B-,.n k ReS3<'!rch. We shr.1.ll return 

t o this l ater . 

1.3 , Usefullness for Eank 

Cle~~~Y, the stu<l i es relate1 t0 s ~ecific ar ~as :nust h av~ been 

c3rrie1 o ut in coll:ilior ~ti0n Nith th~ ory~r~tions staff ~f the 

Reg i on a l De:,::rt11mt c 0ncerne~. The N?sults sh0ul•~ h ;we :>een useful 

in quid in~ Bank 's lennin~ ~oerations, pr0vided they were available in 

ti .. 11e . P·1t clenrly l o t o f potenti.al is there f 0r s t:ch wr,rk t o be 

useful in Bank 's activities. 

Part 0f the wor Y. ~n t he fertilizer s .. ctor ~ln.n f 0r East 

Africa :niP,ht have been :nade irrelevant by the subsequent oolitical 

~evelop:nent in East Africa and the break uo o f the ec0no~ic union. 

Even then the n on - cooperation solutions coul d still h~ve been useful 

t o the policy :nakers in the three c nuntries . 

The Bank :nay have a unique co:noar.:itive advanta11e in carr:,in '7 

out studies such as the fertilizer sti; ~:' f0r E,3.s t Africa that i 1en t ify 

areas f or regi onal c0operation -=ind which facilitat& the pr ocess 0 f 

realizin~ such cooper ation, As ,3.n ~uth~rity which len<ls :noney to the 

various cc>untries 0f e. regi on, it .nay hav~ acce ss t o rtata an~ nolicv 
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:naker s in the v~rious c0untries. More0v~r, as a t h irrl ?arty its 

a.,alysis .nay be l ess sus ?ect . Cm the 0thP.r h.:=m~. 3,mk sh,..,ul~ also bE: 

intereste~ in pr ':.T.ot ..:.n ;r such c0c?erRtion tha t r w1uce s neer1 ~,..,r 

cre<1it in the r e1ri".'n , 

3 . 4- De:vel ""p .Tient o f Resi:::ar ch C<'!n"lcitv in "!:.DC 5 Thf"'IU(Yh country 

s9ecific s ect o r sturUes shoul 1 inv0 lve partici!)ati,,n (')f l oc a l :;:>e rs r ns, 

the research fa this ar e, J')es no t see:n t •'l have invnlve~ a-lea_uat e nu:nb er 

of persons fro .TI the: LDC' s anc. it s ee:ns r.o:ilitful if e ven in the countries 

in wh i ch case stu1 i e s have been carrie<l out, t here w0uld be any 

capabilit y t 8 either UJ?<l.at e r!Iln/<"'r i :npr0ve th£. particul ar sector study 

1/ 
or t o c arry out a s i :nilar study f or ~nether sect0r.-

Creating research capab ility is a ti:ne c~nsu~ing task an 1 

le~rnin~ by d".' ing is ~n ~ssenti~l e le:nent of deve l op:nent o f r esearch 

s kills. Significant particinati 8n of researche r s fro:n the LDC's 

see:ns t o b9 ina<lequate. The ca :npuls i ons o f ti:ne boun1 research 

pr o ~a.n.~ 0 s, the incenven ience o .f! co:n:nun icat i on acIV)SS l a r _qe rlistances 

an d the convenience 0f access to c0:nouter s 3nd xerox :nachines a r e 

un<lerstandabl e . An c yet the 0ut co.Tie is re1Yrettnble. An e ffe ctive 

progra11:11e has t o be ~es iP.:ne<l t o f acilitate p~rtic i pation 0 f r ese:archers 

fro.TI the LDCs • 

lf Even Kor ea where su~stantiai loca l fnvo lve:n~nt in Bank res~arch 
has taken pl ace -:,ver -s. .nu:nbe.r o f year~. has recently r eciucs t e:-' 
assistance in the f or:nulation 0f invest:nent nr o rrra:n.Ties in ferti
lizer, pulp M~ pa~er and basic .Tietals . Tn what ext~nt this is 
j ust -cl. way of 0bt:::i.ininp. hel p of c0.n-::i~t ~nt r~sl?~t'chErs fro .TI t h~ Snnk 
a t l ow<. ,::,:,st nnd t o what extent this reflects on the <lifficul ties 
0 f skill trans fer s is anybody's guess . 
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4. Suc~estiJnS f -:,r ~esenrch in Future 

(a) Ext~nti0n: In or ·i er t 0 brin :-r t he r c s ~r1!'ch results an1 

the :nethn11 ) l .-:·::ry :~evelnrerl t 0 r racti0n-~-r s, nl qnners an<1 rol i cy .mk.c r s 

in the LDCs con c i de r ::i!.: l.d -i..11,··unt: nf '' c rtcnsion" w ,r k · r-:>ul' '. be r ~quire rl , 

Wri tin r .n.::muals accass i ble tn t EC:chnical , crsnns, even when t he 

;nannuals 2.re writt em t n be ciCcessib l c i:() n'"ln- spcci .:ilis t s , i s ,,n l y , 

her.innin~ . Short t!'~ininF c~urscs w~ul~ 3ls~ be innnequ~te . ~~,t 

would be required i s a cr1.se stu~y f ,"Jr .q sector, which is cc:rrie~ ')Ut 

with an active participati::m of ;q l nc;:il tea.n or bette r s t :n , .-:i l oc~l 

institution. It .11ny even be rtesira~l!" that the stur! ies be c .:1rri e ~ 

aut by a l ?cal t ea.n . Such stu<li es :nay be co- or rHnater'l by Bank st:1:_Cf 

whn a r e f?..nilia r with such r Gsearch wor k , an~ should certa inly h~ 

financer'l by the R:mk . Even when t he success rate of such rese~r~h is 

not hiph, it :nay !.le c-:,ns i dere-i a neces s;:tr y invest.11ent in huilciin c- u:i 

research cap;ilii lity in LDCs . Such support sh:)uld also inclu,ie 

pr cvi!d~n "Jf co.11puter hardwar1:: in t he case of .nany LDCs. A sect ,..,,-, 

stu.Jy br..3ed ?n MIP .n~<lels n .:;eds conven i ent and subst-:lntial access t r, 

fairly larp:e co.nputers i f t he study is t n he co.11nlete<l in reas on r1l· le ti.ne . 

Develop.n~nt of user criented s oftware which oc r .nits conveni~nt 

s pecification ()f the probl e:n by users, wh0 may not be co.noute r 

specialists, c :,ul d bi: o f inva luabl i::: h e l n in promoting such stud i ~s . 

(b ) Program..ning ~'idels t o Evaluate Anpropriate Techn0l ory 
0 1 UQ..IS a 

f or Rura l In~ustrial ueveloEment : 

unr'1:'.".' RPO 670- ?.4 h.,vc. vi.;,wr, -1 -t-,., ~ r,.."f--1.~ _ni:.: ...,r- ~F-v~lr.o:n----n t in ..., nurely 

t ~chnicnl way. The objective has been t o f i nd least cost s 0lut j ~ns . 

Institutional issues in the orp;misation ~f s ~ct:)rs, in the di ffi culties 

of i~plementat i on, or in the realm of sPlection o f policy instru~~nts 

have been beyond the scope o f t hese studies, 
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skills? Ar ~ lel nys =m ~ in2f·~ci en c i s s inhPr ont in the 0r'"'1nisati'"'Jn 

of t he I- ··'b lic sect or , which ~l3y:- 1 1·,.r r.,;. ;:"'!rt in ··:he 'ieve l ,..,n.n;:,11t nf 

industri-:11 scct '1rs in so.ne countries? J oss th · priv:.t .: s 1.:,ct or re ;;llv 

perf0 r .n :iette!:>? Th.=:s e issues !1 0,-i ·v ) :- ,, e x.::i.:nine,..:; . The '"'n t -2ntial 

~c1ins 0 f :.:in~ abl 8 t r -:esi!'lTI ef:Fectiv<£; or '"':!nisatfoni'\l ':lnr1 institutbnal 

fr,:net-10rks "!!'a e..nor:nr us . Mnreover t'h.=: 3.-m k woul•-: l'\;'!VE: =i c0.nD"'r?.t iv<? 

a dvantar;e in carr7inr: 0ut r e-search in t his a r e <1 1 S it w0ul·-: 'be .,,ble t 0 

pull t e>!:!ether expE!rien ce f r o:n ?. nu.nb~r o f c0untries with ;, wir'le r <1n P"e 

o f char~ct eristics. 

( rl ) Consequences of Interiicpen -ience f0r Pl~nfo;r 2!11 Pro.mting 

Industri~l Devel,o.nent: If econ n.ni es o f scal e an ~ int€rde penr1.encc ?.r~ 

i.noortant th 1::n the ievi;l0p!l!ent 0 f t h,3t industry woul ~- benefit fro.n s":ne 

f,:,r.11 nf cen tr':!l planninr- , r C'"'0 rr..in .:1tion . On the othe r hanr1., effective 

i .npli.11entati0n 2.n d centra l planning r"Jf a sector such ?.S the :nP.ch;m i cal 

enp;ineerinr i n".'.ustry ch-:'l.r':lcterise:I by a lar·.:-s nu:n:>er o f ;,r c-iucts an~ 

prncesses is j ifficult t o say the l e3st . 

Thus the finr:in,s ----': -:h e. K-:,r e,-:1 H"1;h.,,:1i c3l E!1 P"ineerin r.: Iniiustrv 

study that interde pen 1ence is nr:,t of .nucn qu2.ntitative consequence i s 

ve ry co~f ortin ? ~s one can rely 0n i~pl e.nent ab l e , ~ecentrRli zeG 

pr oce.iurC::s for rievel opin l! the industry . Yet the f ind in P' neer1.s t o be 

confir~ed with further reseqrch. Would 3 ~iffe rent set o f internati~n1l 

prices such ~s :nay prev~il at nthe r ti:nes leac t o a riifferent result? 

Would different co~estic prices, such as .112.y be fol.ll'l~ in ;mother 

col.ll'ltry, c: i ve ':i different result? Woulcl a clifferent or oduct-mix 

produce contr~ry results? Is it possible that un~er such ~ifferent 

circu.ns tances the benefits 0f accounting f or interriependence w0uln be 
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Chapter III.6 

WORLD BANK PROJECTS ON CAPITAL UTILIZATION, CAPITAL LABOR SUBSTITUTION, 

ANO TECHNOLOGICAL CHANGE 

I. DESCRIPTION OF THE TOPIC 

Nelson 
January 1979 

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 techniques, and 

technical progress in industry. 

The policy thrust of the research has been provided by the belief that 

labor is cheap and capital expensive in less developed countries relative 

to developed ones, that this ought to be reflected in use of more labor 

intensive techniques, but that while this was happening to some degree it 

still was possible and desirable that the techniques employed be more frugal 

on 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 appropriately, techniques used more efficiently, and . 

adaptation and learning proceed ITX)re 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 decisions. The specific topics 

studied rave evolved over the years as work done under one project generated 

insights and puzzles which influenced work under a subsequent project. The 

overall impression is that of a cumulative research program that is contributing 

significantly not only to thinking in the Bank about industrialization problems, 

but which is influencing thinking within the development economics community 

ITX)re broadly. 
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II. PROJECT REVIEW 

The specific projects reviewed here are 670-23, 670-25, 670-54, 

670-95, and 671-51. Three of these projects now are closed out, and 

have received earlier reviews. The Bank research on industrial capacity 

utilization (670-25 and 670-95), now completed, was concerned with as

sessing carefully and empirically casual observations that despite the 

scarcity of capital in less developed countries, capital was not being 

used very intensively. If the proposition held up under such scrutiny, 

the project aimed to contribute to understanding of the phenomena and 

of 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 utilization. But the Bank work 

was of considerable scope, and contributed significantly to the growing 

appreciation that indeed in many cases capital was not being worked very 

intensively in LDC industry. Bank research identified a number of factors, 

associated with imperfect input markets and various legal and institutional 

restrictions, that seemed to lie behind the non-economical use of plant 

and equipment. Project 670-95, which was completed largely by or under 

the close supervision of bank employees, was more successful than 670-25, 

which was farmed out to a consultant. 

The project on employment and capital labor substitution (670-54), now 

also completed, was more of a mi xed bag. It 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 have the coherence of work under the capital utilization 

project, and by and large the output of the project has had nowhere near 

the impact. However, the questions considered under the project still are 

of prime importance to the Bank, and their exploration continues under 

another project, 670-23: 
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The two major projects currently underway at the Bank are the above 

mentioned 670-23, "Scope for Capital - Labor Substitution in t he Mechanical 

Engineering Industry", and 671 -51, "Appropriate Industrial Technology". 

The fonner project has been underway for much longer than the latter, more 

resources have been invested in it, and the output is much more impressive . 

The latter project is just beginning . 

The research tack taken by the current project on capital labor 

substitution is to explore in microeconomic detail the nature of the produc

tion 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 rnethological, empirical, and theoretical questions of 

considerable difficulty. The struggle has been valiant, and the project 

has provided an analyses of production processes and the range of choice 

that is more detailed and more sophisticated than other work probing similar 

questions. Other studies under the project have explored the choices of 

technique actually made by firms, and the market and other institutional 

factors which have influenced those choices (which in a number of cases 

have been much more capital intensive than would make sense from an economists 

point of view). The 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 commun i ty. 

As mentioned above, the project on Appropriate Industrial Technology 

is just beginning. 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 
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major determinant of the availability of appropriate technologies. A 

few illustrative numbers have been put together on the first issue, and 

some literature review, casual empiricism, and thought have been directed 

at the second. The work, particularly 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. 

The 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 with choice among 11obvious and available" 

alternatives, ~arid a complementary interest'1n institutional structure. 

These intellectual developments will be discussed later. 
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III. GENERAL EVALUATION 

The work reviewed above generally merits a high rating. The research 

has contributed and is contributing to knowledge. By and large 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. The research certainly has influenced the thinking within 

at least some parts of the Bank regarding the importance of the capital 

labor substitution problem and the scope of possible substitution. 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 importance 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. 
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IV. RECOMMENDATIONS REGARDING FURTHER RESEARCH 

W:e thi.nk that Bank research e.xplori_ng and documenting the range of 

posstble capital-labor substitutions in particular technologies is now 

running into diminishing returns. The general point that there is a 

wide ragne of choice is now well substantiated. The techniques involved 

in identifying the relevant substitution possibilities in particular tech

nologies 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 themselves do the relevant analyses. 

The project on appropriate technology presently is being conducted 

at a modest level, and in an exploratory manner. We think that partic

ularly the part of the project exploring the design capabilities of 

domestic capital goods producers has considerable promise. If that en

deavor begins to yield interesting findings, suggesting that a consid

erable design capability exists or can be encouraged, then the project 
. . 

would be 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 appropriate technology more generally, and over the long 

run the development of an efficient industrial sector, is not adequately 

described merely in terms of "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 
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the research is showi ng 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 busi nes s leadership, and to the institutional 

structures that encourage, support, constrain, and deter entrepreneurship . 

We detect an ambivalence on the part of the Bank regarding putting 

their 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, fo rmally specified models; there has been a 

re .luctance to delve into areas of economic research where precise models 

and econometric technique can not serve as the primary tools. Ana 1n 

fact the batting average in projects where there was little analytic 

structure has not been high. Issues of innovation, entrepreneurshi p, 

and institutional structure tend to be viewed as 11 unresearchable 11 or at 

least not amenable to rigorous research. But we proposeJthat tne logic 

of the Bank's own ·past research endeavors has led it inexorably to a 

requirement to engage in this kind of research. And t he methodological 

situation is not as bad as some people in t he Bank may t hin k. Over the 

last decade both the interest and the rigor of research on industri al 

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 
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amount of research has been done, principally by American economists, 

ailll:?d at exploring the costs of government regulation. A good reasonable 

overview 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 cos ts and 

downplayed the benefits, the identification and attempted quantification 

of the costs has been illuminating, and such work has had a signficant 

effect on policy. 

The work of Edwin Mansfield provides good examples of quantitative 

studies on R & D, technical advance, and productivity growth. A good 

collection of Mansfield's earlier work is contained in his Indus~rial 

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 11Social and Private 

Rates of Return on Industrial Innovation 11
, QJE, 1977. There also has been 

a very good work on the economics of technical change in industry under-

taken by Christopher Freeman at the University of Sussex, often in collaboration 

with other merrbers of Science Policy Research Unit there. A portion of that 

work is presented, in capsule form, in Freeman's book, The Economics of Industrial 

There has been some work on technical change in less developed 

countries, but not much. There are several interesting studies focused 

on agriculture. Hayami and Ruttan's book, Agricultural Innovation, is a 

useful reference. At the present time Jorge Katz is directing a study on 

innovation in Latin American industry under the joint auspices of the IDB 

and ECLA. These 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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Co:n~:cn t ~; on CLc,p t cr I cf t he Dra f t r.. c: pa ri'. 

~the: IJorJ d lb nk P;111 ,•l on Tnclus lri., J j ;:2tion ;1:\cl Trc1de 

Be l a Balas~~ 

I .1 B;rnk r cser: r ch -- why and for \·.'horn 

1. On the compar a t i ve advan t age of Ea11k r esearch , I would sugges t 

dele ting the prod11ction of " stati.s tical data and othe r info rmat ion. " (p. 4) 

While this po int i s s ubsequen tly qualified in s tat ing tha t "it may . .. be 

r easonable t o l i mit dema nd i n this fi e ld t o t ake gr ea t er r esponsibility for 

the dnta which it j_t.hc. Banl / actually co ll~cts and uses in its own research 

and surveys and to ma ke these data available for outs id er s to a large extent '' 

(p. 6), various que r ies r emain . 

2 . Jf one i s t o limit this activity to the publica tion of data collected 

in conjunc tion with t he Bank ' s r esearch activities , it does not des erve a 

sepa :::a te cons i dera t ion -- onl y a slightly cha nged emphasis in the dis s emina tion 

,, -..l '""'"4 • 1 .. 1.: ,.. ---.:-. - ..... r: _ ... ,... , .. " _ ... 1 ... - ,··u-. .1t-,... T .f' ,. .. "' rh n V' '"'" •=> 'h !i ~ ;n ,n '1-nrl i 4 l, r., t'.1 ~-f'"'::) h1 ; (" 1,-- · .. - ·-------- -.. - -- -- ---- --· -- - -- -- · - - , --- -- -, 

ment of an i nforma tion systea1 , per mitting easy retrieva l, this would ir.d eed be 

a useful activi t y but could not be cons ider ed research. Fina lly , the publica

tion of da ta collec ted in the course of the Bank ' s oper a tional activit i e s , in 

the form of surveys or othe rwise , would involve a tremendous effort on the part 

of operationa l staf f that could not be demanded from operational staff without 

r elieving them from other r esponsibilities . But , again, an information system 

-- or data bank -- can and probably should include projec t data that may be 

subsequently used by others. 

3. In turn , I would add comparative studies as an area in which the 

Bank has a compara tive advantage . Thi s is becaus e of the Bank 's unique access 

to inform3 ti on in deve l oping cou11trios around the globe and the staf f r e sources 
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it can <lraw upon. At the same t ime , it wou l d. seem appropriate to sepnrnte 

research a~eas , such as govcrnnent policies and regulations , from the mode 

of carryi ng out the research, such as comparative investieations (cf. p . S). 

4. Research on institutions is recommended in the r eport both on 

"comparative advantaBe" anci on "residuc::l supplier" grounds. As to the former , 

the statement tha t " potenti.21 for r eseorch on institutional and policy- oriented 

problems has also been acquired by way of sector r eviews and studies of small-

scale enterprises , state enterprises, and financial intermediaries, for 

instance within the Industrial an<l Finance Division (IFD) '' (pp. 5- 6) is hardly 

correct. 'WhiJ e the Divh,ion has done ,,•or k i n severci l of these areas, this 

has not been of a high qua l ity and it has rather limited po t ential for the 

future. One may also query the suggcsti0 .. that "a r ather speci al r eason why 

the Bank may be a s ui table place for i nstitutiona l r esearch, r e l at ive to 

universit y institutions , is that institut ional research so far has no t ga ined 

0\ Tf-' TT,-.,so•1 ,1 ,...,...,.r'\~ f--\..-"" . , ·. 

ins titutional research has not acquired a high s tatus largely because it i s 

"soft" in t he sense that it is not amenable to the use of quantitative methods . 

As noted in ruore detail below, similar considerations give rise to doubt s 

about its introduction in the Bank . 

5. Towards the end of this section, r efer ence i s made to "four principles" 

for r esearch in the Dank . It is only on p. 28, however, tha t it becomes clear 

what these four principles are. Also the l ast one , generating knowledge and 

research capocity in LDCs would r equire more discussion, in particular a s far 

as its benef it-cost ratio are concerned . Finally, it would be desirab l e to 

indicate tl1e rel ative i mportanc e of the var i ous principles as well as the 

implicat i ons of the reconunendat ions made 1n t he r epor t for t he size of the 

Bank' s research procram . 
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I.2 J-loH t o make i:;iport, produc tion nnd disscmln,!tion of r esea rch more e ffe ctive? 

6. The short subsection on the import uf knowled£e partly overlaps with 

the subsection on dissemination . If they are to be kept separate, the prepara

tion of "state of arts" papers should be added t o the former. As regards the 

latter, attention would need to be given to the problem of application as 

distinct from dissemination and assi~ilation. In fact, the small research unit 

proposed for the Regional Offices could become a vehicle for app l ications that 

should be carried out at the next stage as the Bank's research program has 

"matured." (This point is taken up in the· concluding section of the report.) 

7 . An indication of the size of the r esearch program is especially 

important in view of the suggestions made for entering into several new areas , 

and for applying an interdisciplinary approach in some nf them (pp. 15-16). 

At the sc:.me ti~e, the difficulties of cnr-::-yinb O'..!t i:1tcr<lisci plinary resea!'."ch 

would need to be recogni~ed. In this r.onnection, it woul d be useful to cite 

succesf;fuZ case::: of i:1.te~disciplina r y rc£e.:?rch ::..nvolving e:::c~o!!lists ::?.!~d o ~h ~c 

disciplines; in the United States we have a number of examples of unsuccessful 

efforts. 

8 . In general , t he question arises how many new cl_epartures oue can 

envisage in the Bank, given its budget and staff constraints and , more 

importantly, its absorptive capacity and ability to manage research. The 

existence of these constraints point to the need for limiting the number of 

new departures . These may be chosen with a view to the applicability of 

quantitative methods and the wider relevance and reproducibility of the results, 

so as to avoid ending up with descrip t ions of occurrences that do not lead to 

generalizations . 
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I. 3 I1r. plir.ationt; :-or r E:s e.:u c: h of ,·,l tcrn:1t:ive str;:itC'gi0s for economic dcvc lop1:1,' :1t 

9 . The cencral planning-dccentrnlize<l decisions dichotomy may be a red 

herring . To begin with, :his is not a dichotomy of development strategies as 

is the choice e . g . bc tv e.;n im:ard-:md outward-looking strategies or between 

basic needs and a consumer-oriented society . Rather, it reflects a mode of 

organiz~tion t hat is compatible ~ith various development strategies. In this 

connection, see the com?arisoc made between the outward-oriented strategies 

followed by centra lly-plannEd (Czcchoslovnkia and Hungary) and market 

(Argentina and Chile) ccono:nies as asainst the outt-:ard-oricnted strategy of 

the r.1ar ket economies of Denmark and Norway in the first two postwar decades 

(Bela Balas8a , "Growth Strategies for Semi-Industries Countries, 11 Quarterly 

Joui~nal o.f Ecc1~r;,:1r~cs , Feb:-uary 1970, pp . 21:-117) . Sin(:e that time , Hungary 

has adopted a basically out~arJ-looklng strdtegy whil e decentralizing its 

eccnor:.y. f.~ the c;;a..:plc cf Ye~osl~·:i.'.! 31S'.) indicates, decentr.al izatio~ is 

10 . Also, references to t~e relevance of particular research projects to 

centr alized and decentralized economies offer little interest ; pr actically 

all r esearch projects are relevant for both . At the same t ime, as subsequen t 

qualifications indicate, it is not appropriate to consider the sectoral 

planninc of investment decisions as "a more modest version of central planning" 

(p. 24) . At any rate, it is more appr opriate to speak of sec t or a l programming 

r ather than planning . 

11. Instead of "central planning, " "elements of centr al planning" and 

"central policies and pla~ning ," one may make r eference to the process of 

govcrnmentnl decision-m:iking as an important area of r esear ch. Thus, GovernMcnts 
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inter vene in production decisions by a v3rlety of direct and indirect means, 

the modalities and efficiency of which would deserve to be s tudied. This 

poin t is a fact made in several con texts in the draft r eport . 

I . 4 Future r esear ch nriorit i cs 

12. The reco~end~t ions made for the application of r esearch knowledce 

and for the developmen t of new f ields of r esearch are generally fine . At the 

same time , the ques tion remai:t s how many new departures may be envisaged and 

wha t are the priorities ussigned to the~ . Also , the implications 0£ t he 

r ecommendations f o~ the size of the pr ogr~m for research and research 

applications ~ould need to be indicated. I t would seem that r esearch applica

tions would r equire a separa te budget as it may not be realistic to assume 

tha t these would be financed from "the budget for operations and policy 

for mation" (p. 29). 
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WORLD BANK INTERMATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUrv1 
Mr. Suman Bery, VPD DATE January 30, 1979 

Larry E. Westphal, Chief-DEDND L--v/ 

SUBJECT Report by World Bank Panel on Industrialization and Trade 

I regret that it has taken me so long to get around to reading the 
third draft, but it could not be helped. Moreover, I have only been able to 
make a hasty reading; my comments are thus restricted to major points. I 
would appreciate your transmitting these comments to the appropriate member(s) 
of the Panel. 

Chapter 1 

Page 30: I seriously question the implied conclusion that the 
studies of growth patterns and sources of growth do not lend themselves to 
application for use by operational staff . Examples of past uses have been 
given to the Panel. In turn, the forthcoming industrial sector mission to 
the Philippines will employ both methodologies, at the initiative of the mission 
leader, who is a member of the operational staff. 

Same page: I am very concerned about how the skepticism regarding 
sources of growth II and investment programming models for non-process 
industries will be r eceived within the Bank, particularly with the actions 
that might be taken by senior management as a result. It is not beyond reason 
to suspect that the Panel's statement of skepticism, particularly in view of 
the context in which it is made, would lead to the decision to about these 
projects before they are completed . I will not here go into all the reasons 
why I distinctly do not share the Panel's skepticism; suffice it to say that 
a balanced statement of the projects' objectives suggests both that these are 
important and that they can be met. To make my point bluntly: I strenuously 
object to the singling out of any specific projects for such comment, 
because of the weight that the Panel's findings may carry with senior manage
ment. If such adverse comment is to be made, the underlying reason should be 
stated, and opposing views in favor of these projects should be given equal 
attention. 

The following parenthetical remark with respect to the above may 
also be relevant: In terms of their academic credentials, the staff involved 
in the sources II and investment programming for non-process industries projects 
are among the top research staff in the Bank; they have also shown themselves to 
be very effective in operational support activities. Given that a statement of 
skepticism could easily be the basis for highly disruptive action by senior 
management, such a statement does not seem consistent with frequent commentary 
in chapter 1 suggesting that the researchers should, to at least some degree, 
be free "to do their own thing." Moreover, whether it is readily apparent or 
not, for the researchers involved, both projects constitute major steps toward 
refocusing the use of mathematical formulations to undertake research on topics 
(such as industrial organization and technological change) on which the Panel 
has placed high priority for future work. 
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Chapter 2 

Page 1: Project 670-01 is mistitled, should be Development 
Strategies in Semi-Industrial Countries. 

Page 3, top three lines: The research guided by the more elaborate 
general equilibrium conception has hardly begun, hence not surprising it has 
not yet produced results. 

Page 5: The suggestion of diminishing returns prompts three 
comments. First, it should be noted that much research has not yet been 
written up in final form; I would hate to see a moratorium imposed on research 
in some areas where complete write-ups are only in the early stage. Second, 
presumably diminishing returns to further research in an area does not imply 
either that no further effort is required to "move the research into operations" 
or that operational uses are ruled out; explicit recognition of the distinction 
between research and application (through various means, depending upon project) 
needs to be made, with separate recommendations for each. Third, there may be 
some unanswered questions which strongly merit research, so that diminishing 
returns are not across all parts of an area. Does the Panel wish to rule out 
all further research? 

Page 13, middle of page: Note should be made of applications of 
"work on effective protection rates" that have already been carried out in 
connection with operational work of Bank. Also, note that Phase II of the 
Appropriate Technology Project, on choice of textile technology, is joint 
with relevant lending department. 

Page 13, over to 14 : Please see comment on Chapter 1, page 30, re 
expression of skepticism. At least here there is recognition of connection 
with staff interests. 

Chapter 3, Bacha 

Page 4: It would be helpful to note re 671-05 that the "analyti.c" 
phase of the project is not yet completed; that work to up-date the Chenery -
Taylor study is nearing completion and that reports from this work are forth
coming. 

Page 7, re micro focused analysis of two subsectors: To avoid 
misleading the reader, it should be noted that the initial proposal for the 
project indicated that a detailed proposal for subsectors studies would be 
forthcoming at a later date. 

Page 7, last paragraph: I think the negative aspects are overplayed. 
On the positive side, would it be denied that static CGE models (or variants 
thereof a la Taylor/Black) provide better estimates of resource pushes and pulls 
than do effective protection rates calculated via conventional means? The effort 
in Sources 2 is to investigate relationships between structures of quantities and 
prices (and thereby price denominated incentive policies) over time~ this 
objective seems worthwhile and should be noted. Given this objective, to 
incorporate the price side more explicitly, what alternative methodology would be 
advocated in a multisectoral setting? 
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Chapter 3, Donges 

Page 10: The lengthy paragraph which begins on this page and con
tinues on page 11 needs reconsideration; I strongly question its l ogic. To 
give but the most glaring example: economic viability has little to do with 
future changes of protection; financial viability does. The paragraph conf uses 
incentives with resource costs, and economic with financial viability. 

Chapter 3, Kim 

It would be helpful were note to be made of the severe time con
straints under which the individual "surveys, data compilations and analysis" 
were undertaken. Indeed, work in this category is by-and-large not formal 
research. While I would agree with the assessment in "absolute" terms, given 
the severe resource limitations under which this work is done, the assessment 
in' "relative" terms should,! think, be rather more positive. The lesson here 
is the need for stable resource commitment to this type of work if the Bank 
is to undertake it. 

Page 7, bottom: What is the rationale for suggesting that all these 
projects should be part of one "coordinated" project? Please clarify; other
wise, perhaps best to omit. 

Chapter 3, Nelson 

Re the project on Appropriate Industrial Technology: This project is 
nearly complete, not "just beginning;" that is, within the limits of the pro
posal accepted by the Research Committee. (The drafts you were sent initially 

. were now several re-drafts out of date.) Of course, further work under new 
projects will follow from this project, but it will be much more narrowly 
focused, If more than this is implied as being necessary, it should be spelled 
out, please. 

Page 6: Re diminishing returns, please see comment on 
suggesting note should be made that preparation of final reports 
under 670-23) yet remains; this will take some time and effort. 
returns also seen to further work on capital goods production in 

Chapter 3, Parikh 

Chapter ,2 
(particularly 
Are diminishing 
LDCs (re 671-51)? 

I have major reservations concerning this chapter, sufficient to ask 
that it be thoroughly edited to correct a number of fundamental mis-statements. 
To cite only a couple of glaring examples: page 6, bottom of page -- the state
ment of the conclusion that simple benefit-cost criteria or measures of compara
tive advantage are adequate is nearly the precise opposite of the conclusion 
reached by the authors of the study. Page 10 -- the suggestion that case studies 
be carried out by a local team corresponds to procedures that have already been 
used in several applications to process industries; the implication that it has 
not been tried is thus false. Page 11 -- the application to the pulp and paper 
industry in Malaysia in fact does examine pros and cons of decentralized versus 
centralized industrial structures as well as the cost and benefit of rural based 
industrial development. Again on page 11 -- the application to the Egyptian 
fertilizer industry gave explicit attention to the efficiency with which large 
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projects were .teing operated, and considered this question both independently of 
and in ~espect to investmen~ options . Page 12 -- the authors of Korean mechanical 
engineering i~ustry study themselves state in the strongest possible terms that 
further studies to test the generalizability of their results are required; 
they even go so far as to note that their own micro level research in progress 
suggests that the conclusions are highly questionable and very much dependent 
upon the level of aggregation employed in the initial study. 

The point of the immediately preceding comments is to suggest that 
Parikh's chapter be edited to achieve a more adequate reflection of the research 
that has been carried out; it would be also desirable to achieve more balanced 
exposition · leading to a less ambiguous statement of Parikh's conclusions 
regarding major points, and of his recommendations. My impression from talking 
to Parikh is that he would strongly support further work leading to widespread 
implementation of the methodology, both with respect to Bank projects and more 
widely in LDC's; this does not come across from his write-up . Mr . Stoutjesdijk 
and myself would be willing to re-write the chapter if this would be acceptable; 
otherwise, we will provide a detailed set of comments. 

LEWestphal:mm 

cc: Mr. B. Balassa, DRC 
Mr. B. B. King, OED 
Mr . A. Stoutjesdijk, DED 
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WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Research Panel on Industry and Trade DATE February 8,1979 

Helen Hugh~irector, Economic Analysis and Projections Department 

Your Draft Report 

1. We found your draft report is well conceived and to the point. 
Chapter I creates the relevant conceptual framework, clarifying issues 
that have been loosely discussed in the Bank for some time but not 
stated clearly, and Chapter II summarizes the research to-date effectively. 
In our view you point to the correct priorities. 

2. Our main question is about the lack of an attempt--and we realize 
how difficult it would be--to make some judgments about cost/benefit 
issues, particularly of in-house versus RPO "research". We also find 
that the tone in these two chapters, particularly Chapter II, somewhat 
too complimentary. The Bank is a large, tough, wealthy organization 
with many characteristics of a monopoly. It should be able to take 
criticism, particularly if it is as constructive as yours. 

3. I recognize that the report is yet to be edited as a whole, and 
so wish to point to some discrepancies between the first two chapters, 
and the individual research reviews concerned with two projects with which 
I was associated previously, and with the market penetration project. 
These discrepancies no doubt arise in part from the unduly short time 
which the Panel has had to devote to its task, and its consequent inability 
to discuss projects with the responsible researchers/supervisors. 

Export Promotion-India (RPO 670-21) 

This project was fraught with difficulties from its start. There 
were serious personality conflicts, stated in "methodological" terms, which 
I always found puzzling since all parties were wedded to neo-classical 
economics! It is true that the project was never completed in the sense 
of publication. However, it also had some successful aspects. Its 
conclusions, presented in a large document (of some 500 pages) issued by the 
Trade Development Authority (but evidently not available to the Panel) were 
used in a series of Bank reports on India. More importantly, they were 
directly critical in changing Indian policy on exports and export incentives 
through the influence of the Trade Development Authority staff and of 
Indian collaborators and critics. Its success in this respect contributed 
to the Indian Government's refusal to allow it to be published in its 
original form. (This, of course, is no excuse for the failure of some 
publishable output to be produced.) It was also a project in which 
developing country collaboration included the training of local researchers. 

Small Scale Industries (RPO 670-77) 

This is another project which, though admittedly not really well 
conceived, suffered from the start from strong opposition to its attempts 
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at innovation. It succumbed. However, in my opinion the view that "a 
2-4 days meeting would have been preferabl e" (Bueno, para.10) is more 
representative of bias agai nst such attempts by some members of the Bank's 
"research establishment" than of the facts of the case. 

Market Penetration (RPO 671-66, 671-67 and 671-82) 

This project (Jae-Ik Kim paras. 7 & 8) has evidently not been 
clearly perceived. No doubt because of the lack of aforementioned consultation 
time, we did not have an opportunity to explain its purpose ; documentation 
was skimpy because the project was being f ormulated and defined even as the 
Panel was doing its work. We considered it essential to its success that 
while this Department would provide land has provided) the guiding framework, 
the participants themselves had to be involved in its detailed formulation. 

It is agreed that 
own research in this area. 
trends (RPO 670-20) did not 
of information and analysis 
and its purposes: 

the industrial countries should be doing their 
Unfortunately the earlier project on market 
succeed in creating a comprehensive framework 
in the industrial countries, hence this project 

(a) To assist in the creation of the basis of an analytical 
data production and trade system for manufacturing (broadly 
defined) in the Bank that will embrace developing as well 
as industrial countries. 

(b) To contribute to the analysis of the political economy of 
protectionism in industrial countries in terms that will not 
only assist policy formulation in these countries, but also 
contribute to the developing countries' export policy 
determination. 

(c) To ensure sufficient attention to the importance of studying 
the adjustment process in the industrial countries, particularly 
in those such as Italy and Japan, which have hitherto not paid 
very much attention to it. 

The project is now well launched in 12 industrial countries. It is 
creating quite a lot of interest as intended. We expect the data base to be 
established by the end of summer 1979, and analytical papers to start flowing 
in early 1980. 

4. Finally, we have anticipated some of the Panel~s conclusions. 
Together with the Deve lopment Economics Department, we are submitting a proposal 
for a limited research input that would enable us to establish the core industry 
component of the manufacturing-trade data system already mentioned. We propose 
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to use this data system within the Bank as the "anchor" for more specific 
project related data systems , and it will also be useful for more general 
analysis of the changing international structure of industrial production 
and trade related issues both within and outside the Bank. In-house we 
have begun work on the changing characteristics of trade flows, particularly 
among developing countries. 

c.c. Messrs. Balassa 
B.B. King 
Westphal 
Keesing 

HHughes/kg 

- z , * f i , ,9 1 . , a; 

EPD Front Office and 
Division Chiefs 
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February S, 1979 

Second Interim Report of the 

Industrv and Trade Research Steering Gr oup* 

The Industry and Trade Research Steering Group includes representa-

tives f r om some of the major pr oducers and consumers of Bank research in these 
. 1/ 

areas . When forr::ied in ~lay 1978 , it was given the following functions:-

1 . To consider and define research priorities in 
the industrial development/trade area f or the 
next thr Ee to four years; 

2. To make recoullilendations as to the operational 
application of Bank research on industry and t ra6e; 

3. To ac t as liaison with the Ex ternal Panel on Research 
in Indus trial Development and Trade . 

This r epor t s ummar izes t he Gr oup ' s concl usions concerning r esearch pr iori ties 

and the r elation of r esear ch t o operat ions . It is timed to pr ecede the final 

r ound of discussion with member s of t he External Panel . 

2. The Group ' s findings and recommendations are discussed below 

under four major headings : 

a) Rela t ion t o Oper a t ions; 

b) Topical Ar eas ; 

~/ Memorandum f r om Hollis B. Chener y and David L . Gordon dat ed May 26 , 1978 . 
The Gr oup was al so given t he r esponsibilit y t o advise t he Research 
Committee as well as t o pr ovide liaison wit h the Industrial Development 
Coor dinating Commit t ee on matter s concerned with resear ch and its 
r ela t ion t o oper a t ional needs . 

* The Gr oup consis t s of : 

David L. Gordon , Director, IDF - - Chairman 
Bela Balassa, DRC 
Hans Fuchs , Direc t or , IPD 
Ravi Gulhati , Chief Economis t , EAN 
Freder ick T . ~oor e, IDF 
Richar d W. Richardson , Director , CDD (IFC) 
Bevan Waide, Chief Economist, ASA 
Larry E. Westphal , DED 
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c ) Level of Activity; and 

d) Or ganization of Activity. 

Rel a tion to Operations 

3. It is generally agreed tha t a great deal more could and should be 

done to increase t he utility of research on industry and trade to operations . 

The problem does not relate only to RPO resea rch; equally , if not more, 

important is the fact tha t relevant research done out side t he Bank is not 

effectively utilized. Nor is enough being done to develop or exploit r esearch 

capability in the Bank 's client ins titutions (see below, para 29) . 

4. Although many research projects have been developed wi th operational 

objectives in mind and with considerable effort in dissemination, the bulk 

of research in t he trade and industry area has aimed primar i l y at reaching 

academic standards and has mainly been disseminated through publication in 

journals or technical monographs . While operational applications have been 

limited, high s tandards of Bank research, along with the Bank's reputation 

for research quality , has enabled it to attract some of the world's best 

talents in areas where its research has concentrated . Adding to the attraction 

is the prospect of being able to do resear ch on policy issues of operational 

consequence. The Batk's cont i nuing ability to recruit and retain a research 

staff of high quality and motivation will depend in part on how the Bank 

manages its research activity. 

5. Two additional points deserve mention. First, the Research 

Committee rrovides a mechanism for attempting to insure that research is 

directed toward appropriate ends . The mechanism has worked reasonably w~ll, 

at least insof ar as the Group does not consider that there has been any 

major misdirection of research in terms of t he topics covered, although the 
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Committee has served primarily as a filter rather than a provider of guidance 

on research directions. Greater attention needs to be paid to achieving a 

proper balance among the mix of research activities, particularly a more 

effective application of research in operations. Second, notwithstanding the 

academic orientation of a major portion of their dissemination effort, 

researchers have sought in various ways to bring out the potential relevance 

of their research and to promote its utilization in Bank operations an~ in 

~emcer countries' policy analyses. 

6 . In addition to circulation and discussion of research reports, a 

principal means of dissemination within the Bank has been through the involve

ment of researchers in operational missions; such involvement increasingly 

takes the form of a "demonstration effort", designed to provide an example 

of how to approach a particular problem or se t of issues. This form of 

dissemination is hampered, however, by our having too few researchers to 

" spread around;" the demand for the specialized expertise emr.odi.ed in the 

Bank ' s researchers far exceeds the supply, and there i s no budget provision 

for research applications . Understandably, operational staff seeking help 

for a particular country or problem want more than reference t o a past, 

present, or forthcoming demonstration effort done elsewhere. Episodic con

sultation by research staff has worked well in some cases, but has so far 

been practiced rather infrequently. 

7. Research to academic standarcis requires long gestation periods 

for production of the initial output . There is often failure t o communicate 

results in what operational staff consider to be an accessible form . Both 

problems may be traced in part to the way in which research is managed , 

which is to say that they are not inherent in the nature of much of the RPO 

research that is done . In many cases, research is pr eempted by other non-RPO 
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tasks given high priority in the short run. This interrupts the 

continuity and interferes with the timely completion of research. If 

more time and effort i s to be devoted t o dissemina tion wi thin the Bank, 

either the research and related support staff (see below) must be expanded, 

current forms of publication will have to be given lesser priority, or the 

number of projects undertaken must be cut bac k . 

8 . The problem i s not simply one of dissemination. Operational s taff 

are frequently not as familiar as they should be, judged by their own 

criteria, with research products that are targeted specifically to their 

needs. Here too the problem is one of time pressure in the face of 

nultiple tasks. Moreover, the absence of feedback from operational to 

research staff impedes progress in designing efficient means of communi

cation and eventual assimilation. 

9. Effective assimilation of research into operations requires more 

than the preparation of communicative reportsof findings. Much of the case 

study research focused on policy issues could usefully be replicated in 

areas outside the original sample, in the context of operational work; this 

may call for design of short-cut procedures and would be greatly facilitated 

by the preparation of "manuals" to expound various aspects of appropriate 

methodology . 

10. In the current situation, operational staff do not have the time 

to replicate policy-focused case study research; or to apply quantitative 

methods developed through research; or even t o identify issues on which 

probing analysis is both required and f easible, or -- given the issue to 

select the proper mode of analysis and supervise its implementation. Under 

existing staff constraints, most of the deeper ana l ysis that should be done 

would have to be carried out either by non-oper a t i onal s taf f or by consultants . 
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Moreover, operational s taff are often not well informed regarding studies 

of specific policy issues that would be highly relevant to operations in 

particul ar countr ies . 

11. Opera t ional staff naturally have a st r ong desire that research 

staff do mor e to incr ease the assimi lat ion of world- wide research and t he 

utilization of external r esearch resour ces in the Bank's ccuntr y economic 

and sec t or work. Gi ven s t aff constraints this objective competes wi t h 

direct research efforts. The Gr oup agrees t hat a substantial increase is 

warranted i n t he resources devo t ed t o assimilation and utilization. But if 

this is not t o be a t the expense of direct r esearch, i t will requi re consider

able expansion of the staff working on industry and trade. 

12 . Individual RPO research undertakings fall along a spectru&, i11 te:-ms 

0f tteir d i s t ance f r om po tentia l operational application . But closeness to 

such application is not a wholly valid criterion for research pr oject 

selection . Opera tional application may be circuitous, the Bank using work 

done elsewhere tha t was prompted, made possible or rei nforced through original 

research by the Bank. Moreover, not all issues of fundamental concern are 

amenable to r esearch a t a shor t distance f rom operational appl i cation ; 

r esearch to improve methodologies and to test conventional assumption s about 

underlying phenomena is considered furthes t from oper a tional application , but 

may have a high long-term payoff. 

13 . Finally , it must be recognized that RPO research is but one of a 

number of related activities that support operations through one means or 

another . The most notable example of other support act ivit ies fel t to be 

greatly beneficial to opera t ion s is i nforma t ion gathering, synthesis , and 

reporting in the areas of trade in manufactures, keeping tabs on a r ange of 

specific industries, and (now being initiated on a systematic, world- w~.de 

I 
• I 
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basis) the compilation and analysis of data on DFC subprojects . In relation 

to the Bank's own operational needs, insufficient resources are allocated 

to this type of activity . 
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Topical Areas 

14 . The Group has reviewed pas t r esearch and priorities for fu ture 

research according to the topical headings used by the External Panel. 

Memoranda prepared for discussion are available , as is the sunnnary contained 

in the Group's interim report for discussion with the External Panel. A 

somewhat different set of topical headings is employed in this report. 

15. The Group does not feel it should try to identify individual, high 

priority RPO projects for the future -- which generally require considerable 

further work to define them satisfactorily -- so that this report deals 

primarily with emphasis or allocation among topical areas. The Bank's under

standing of the issues under the various headings has progressively evolved. 

Detailed priorities are clearest in those areas where work has progressed 

the farthest, but priorities among broad areas tend to favor those in which 

the work has progressed least (if at all). The background documents referred 

to above may be consulted for more specific discussion of some project prior

ities. By the same token, there is a critical need to crystalize researchable 

projects in other areas. 

16. The following discussion consists of a listing of topical areas, 

with a brief description of the contents of each and an indication of priority 

for future work. A summary is provided at the end. 

17 . Industrial Organization/Management: The Bank has only recently 

initiated substantial research under this heading. Moreover, out of a vast 

field, only two sub-topics are being addressed at present. 

(a) Small Scale Enterprises: A major effort is underway to obtain an 

analytically-focused description of small scale enterprises, 

their dynamics and relationships with other industrial or finan

cial entities, in a number of countries. The project is seriously 
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understaffed, especially in view of demand f or the participating 

researchers' involvement in operational missions. There is need 

for further research to a rigorous professional standard, particu

larly on the relationship of small/medium with large enterprises. 

(b) Public Enterprises. Problems of public enterprise performance 

are widespread and serious, a continual source of concern in many 

areas of Bank operations . It is not easy , however, to define 

research topics that would yield results of general application. 

A modest project is in progress, focused on managerial efficiency. 

As a prelude to any new research initiatives in this field -- apart 

from the continuing attention it received in country economic, 

sector and project work -- it would be desirable for the Bank to 

i · 1~ d h h h rev ew in 8'Mlle" ept t e research going on elsewhere; and per aps 

perhaps to convene a panel, including outside specialis t s, to 

identify specific needs and comparative advantage for research 

by the Bank. 

Industrial Technology: There has for some time been a small but 

stable commitment of research resources to technological issues. The small

ness of the research staff has impeded interaction with operational staff, 

to the detriment of the dialogue essential for effective dissemination. 

Steps have been taken to rectify the situation, but the problem of insufficient 

manpower remains. 

(a) Capacity Utilization: No further research per se is proposed in 

this field. However, the results of past Bank and outside 

research are not well known to operational staff. There is a need 

to produce one or several reports summarizing past research in 

terms that will maximize its potential usefulness in the conduct 

of country economic and sector work. 
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(b) Technology Policy: In addition to several intensive studies 

of technological choice in a few selected industrial activities, 

a review of worldwide research has been undertaken to determine 

policy implications, especially as regards employment. While 

identification of priorities for further research awaits final 

discussion of this review among Bank staff, it seems likely that 

new research should emphasize the means of supporting institutions 

(especially those solidly based within developing countries) to 

acquire access to appropriate technologies and to strengthen 

the indigenous technological base. In any event, top priority 

in this area attaches to strengthening the dialogue between research 

and operational staff. 

(c) Technological Change: The Bank has not sponsored research in this 

area, though some operational work aims at fostering technological 

change. The design of appropriate topics for research that could 

eventually guide Bank lending in this field, deserves priority 

attention. 

19. Industrial Support Institutions: To date, there has been little 

research within the Bank on the design of supporting institutions which 

provide credit, technical assistance, and the like; until recently the focus 

of most of this work has been on credit. 

(a) Industrial Financing: Much of the Bank's work on credit markets 

is relevant, although not focused on industry~~· Research 

on the role of informal credit institutions has recently begun. 

Likewise research on transaction costs for industrial financing 

of different categories, and simplified credit scoring procedures. 

More work on credit institutions, criteria and procedures, and 

their results, will undoubtedly be indicated. 
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(b) Technical Assistance and Advisory Services: A study has been 

started to examine the functioning of the Technical Consultancy 

Organizations established in India by financial institutions. 

On the other hand, a proposal to study the need for a "Technology 

Referral Service" was recently turned down by the Resear ch 

Committee. The SSE research project (17(a) above), which will 

also throw light on access to and choice of technology (18(b)) 

should help to define the role of industrial extension services 

and the needs for further research in this area. 

(c) Entrepreneurial Development: The Bank has undertaken no studies 

on this subject, but clearly it is an important factor in the 

industrialization process. Here too ~s with 17(b) above) it 

appears that a review of work done elsewhere is needed to deter

mine what is the proper role for Bank research. 

Trade in Manufactures: The Bank has an extensive body of work 

under this heading , including both formal research and informal collecting, 

synthesis, and reporting. Continuation of such work deserves priority, to 

take advantage of the analytical base established and to provide important 

information to the operating staff. 

(a) Trend Reporting : There is a clear need to allocate staff on a 

regular basis to monitor recent and past trends, and to make 

projections,owing to the absence of adequate up-to- date informa

tion from other sources. There is equally a need to evaluate 

medium-run trends among industries and across countries. To the 

extent possible, continued efforts should be made to document 

trends in trade in relation to those in capaci t y and production 

on a global basis. Further work in this area needs to be closely 
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coordinated with that on indust r y s tudies (para 23 below), on 

which it must rely heavily for detailed analysis of individual 

industries. 

(b) Market Access: Several major projects are in progress, while a 

welcome effort is being taken to establish up-to-date monitoring 

capability. Pending results, no further initiatives seem to be 

needed except the work implicit in the conduct of industry 

studies. 

(c) Institutions/Marketing: Research has recently been started on 

the institutional circumstances that facilitate manufactured 

exports. Further work may be warranted, depending upon the out

come of this research. 

(d) Inter-LDC Trade: There are several possible areas of research 

on economic integration, among which the experience of developing 

countries with product specialization areas is the most promising . 

Greater interest attaches, however, to the future prospects for 

trade among developing countries in general that would take place 

in response to market incentives. Research in this area may be 

carried out in the framework of a projected s tudy on world trade 

in manufactures to be considered below. 

Industrial Strategy/Policy: This has been the subject of most of 

the Bank' s past research on industry and trade. As regards the role of trade 

and trade policies, further research does not appear to be urgent. Rather, 

priority should be placed on making use of past research in country economic 

and sector work which entails further case study replication, using 

short-cut methods when appropriate. There is, however, need for research 

on other aspects of industrial strategy and overall policy, in particular 
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those relating to employment and labor markets as well as technology. 

22. 

(a) Incentive Policies/Domestic Resource Costs: This is doubtless 

the best researched of all sub-topics in the Bank's portfolio. 

However, the work needs to be extended to cover countries rich 

in natural resources, and those just beginning the process of 

industrialization. These and other extensions, and especially 

further application of the research, can now best take place 

in the context of country economic and sector work. 

(b) Export Promotion: The on-going project concerned with export 

incentives and the welfare effects of export promotion may 

be considered to fall under the previous sub-topic; and there 

should be continued application through country economic and 

sector work. 

(c) Employment and Labor Markets: Insufficient at tention has been 

given to the operation of labor markets in developing countries. 

Work on small scale enterprises represents a very modest start 

toward understanding of possible employment enhancement. Attention 

should further be given to the existence of labor market distortions, 

in particular those caused by government action, and their effects 

on employment opportunities. 

Comparative Advantage, Patterns of Industrialization and Trade, 

Economic Growth: Work is nearing completion on two projects which provide 

information regarding patterns of industrial growth and structural change. 

Apart from the updating that is implicit in trend reporting, no further re

search appears warranted to follow up these projects. A more ambitious 

project involving general equilibrium modeling was recently initiated; the 
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scheduled review of progress at mid-term will provide an opportunity to 

assess its promise more concretely. Finally, there is need to examine 

the factors determining comparative advantage, with a view to analysing 

prospective changes in the structure of world trade in manufactured goods. 

23. Industrial Programming: There has been only one RPO concerned 

with methodologies for project selection specifically in the industrial 

sectors. 

24. 

(a) Project Programming: A long standing RPO has refined the use of 

mixed integer programming to analyze alternatives as regards loca

tion, scale , timing and design of inter-connected projects within 

individual sub-sectors. Application is furthest advanced for 

fertilizers. The methodology appears to have proven relevance 

for sub-sectoral analysis, and it is time that provisions be made 

for application within as well as outside the Bank. 

(b) Project Appraisal Criteria: While various limitations in the use 

of conventional criteria are recognized and criticized, proposals 

for further research into methods of project identification, 

design, and/or appraisal have not been forthcoming. Lacking 

specific operational staff proposals for work in this area, the 

Group, while accepting its potential importance, is inclined to 

postpone its consideration. 

Indus try Studies: Industry studies to keep up-to-date on develop-

ments in particular sub-sectors constitute an on-going activity of the 

Industrial Projects Department . Coverage is gr~atest and documentation for 

general staff use is most extensive for fertilizer. Other units have worked 

episodically on a few selected industries, including steel, textiles, clothing, 
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electronics, and machinery. Policy advice in regard to specific sub-sectors, 

not to mention project work, requires continuing analysis of changes in 

technologies, cost, market and business strategies. Additional resources 

are needed to put industry studies on a more regular basis, with more 

documentation for general use. Extension of the work on basic intermediate 

products, such as steel, chemicals and pulp and paper, deserves high priority. 

There is a wide consensus also that the engineering industries deserve a 

strong research effort. 

25. Country Studies: Several in-depth analyses of particular issues 

concerned with industrialization, extending and intensifying normal country 

economic and sector work, have been undertaken, a few financed by the Research 

Committee. Intensive country studies focusing on industrial sector conditions 

and issues do not always require Research Conunittee funding, but they do 

require resources -- particularly Bank staff, at least to identify issues 

and oversee and/or absorb the studies. 
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Level of Activity 

26. The appropriate level of resources to be allocated to research 

needs to be viewed in the context of all activity that supports country 

economic, sector and project work in one way or another. It cannot be 

assessed in the absence of a Bank strategy for the continual improvement 

of the informational and analytical basis of its operations. This strategy 

must, on the one hand, consider how the Bank can make use of worldwide 

research; and, on the other, take account of the Bank's role in assisting its 

member countries to improve the basis for policy formulation and project 

implementation. 

27 . The Group cannot undertake to pose and evaluate alternative 

strategies with respect to the role of the Bank vis-a-vis the efforts of its 

member countries . It simply assumes a modest increase in Bank resources 

devoted to undertaking studies, in the context of country economic, sector 

and project work, to improve the basis for policy formulation and project 

implementation in specific member countries. It urges, moreover, that oppor

tunities be explored to enlist and enhance the research interest, capability 

and resources that exist in a number of the Bank's more sophisticated DFC and 

other clients, by helping them to design and carry out studies of high profes

sional standard and relevance for industry and trade policy. 

28. The Group is most concerned with what can be done to improve the 

informational and analytical basis for the Bank's own operations. Over the 

past decade, the Bank has successfully established a staff that does research, 

but too few resources have been devoted to achieving the effective use of 

research (whether Bank or otherwise) in operations. Owing to the pressures on 

operational staff, most of the burden of promoting the use of research has 

fallen on the research staff. The research staff working on industry and trade 
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is too small simultaneously to do research of high academic quality , t o 

engage in other support activities including the a-plication of r esearch , 

and to promote access to and use of world wide res earch in these areas; 

consequently, additional staff to assist in the latter two functions are 

required. 

29. It is the view of the Group that highest priority should be placed 

on providing access to and facilitating use of research--which might entail 

a sharp reduction in research to an academic standard if the current level 

of central staff (and complementary) resources cannot be increased . However, 

the Group recommends that resources should be increased, to permit continued 

high standard research in specific areas of primary concern to the Bank's 

operations. This recommendation is based on the Bank's strong comparative 

advantage in this kind of research, which derives ultimately from the physical 

proximity of researchers to operational staff and the interchanges of informa

tion and ideas that are thereby promoted. 

Conclusions 

30. The Group has recommendations relating to particular areas in the 

industry and trade field . These recommendations are summarized in Table 1 

where an indication of the staffing implications of the recommendations for 

central staff (DPS and CPS) is also provided . Furthermore, Table 2 shows 

the size of existing and proposed staff for research-related activities in 

central units. 

31. The recommendations would entail maintaining the size of existing 

protesaional s taff in research on industry and trade, with a reallocation 

taking place among the individual areas . The Group does not suggest that any 

ongoing research be abandoned abruptly . Indeed, it assigns highest priority 

to completing research now underway , so that the lessons it has t o off er may 

be learned and put into practice. Correspondingly , the pace at which the 
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shift in focus can be achieved depends upon the rate at which existing 

research is completed. 

32. At the same time, increases are recommended in the size of central 

professional staff that is engaged in research-related activities in support 

of Bank operations . All in all the total number of professional staff engaged 

in research- related activities on industry and trade and located in central 

units would rise from 20 to 30. 

33. Under the recoDll!lendations made, research-related activities would 

also be undertaken by the Regional Offices . Such work might relate to any of 

the areas of industry and trade considered above. As the needs of the indiv

idual regions vary, the staffing requirements are indicated only for the 

industry and trade area as a whole. Providing tbe resources are actually 

earmarked for these activities, two professional staff members per region 

might be appropriate. 

34. The Group urges that greater use be made of special panels (with 

external representation) in determining priorities and defining research topics 

within the broad categories listed earlier. Experience suggests that 

researchers have an understandable tendency to underestimate the feasibility 

and potential benefit s of research in areas of which they have little 

specialized knowledge . Thus the recruitment of researchers having backgrounds 

new to the Bank has stimulated the extension of research into new areas. For 

areas about which there is uncertainty as to the need or appropriateness of Bank 

research, special panels could objectively assess whether the Bank would have 

a comparative advantage; on the other hand, where the need is clear, panels can 

help to define detailed priorities. 

35. Finally, the Group also urges that, where appropriate, research be 

more directly related to country economic, sector, and project work. At a 

minimum, efforts should be made to distill major findings from country studies 
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Table 2 

Professional Staff Needs in Central Units.!/ 
(professional man-years) 

Existing Staff 
Research Other Together 

Industrial Organization/Management 2.5 1.0 3.5 
(incl. small scale enterprise) 

*Industrial Technology 1.0 1.0 
(incl. technological change) 

*Industrial Support Institutions 0.5 0.5 1.0 

Trade in Manufactures 0.5 3.5 4.0 

Industrial Strategy/Policy 2.0 1.0 3.0 

Comparative Advantage, Pattern of 3.5 3.5 
Industry 

*Industrial Programming 0.5 0.5 1.0 

Industry Studies 3. 0 3.0 

TOTAL 10.5 9.5 20.0 -- -- --

Pro2osed Staff 
Research Other Together 

4.0 2.0 6.0 

2.0 1.0 3.0 

2 . 0 1.0 3.0 

1.0 4.0 5.0 

2.0 3.0 5.0 

1.0 1.0 

2. 0 2.0 

5.0 5.0 

12 . 0 18.0 30.0 -- - - --

.!/ Exclusive of regional allocations; country studies are therefore omitted. For details 
see Annex Table 2. 
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under particular topical areas and according t o a us eful t ypol ogy. As r egards 

project work, closer links may take any number of fo rms: for example, research 

ideas may evolve out of sel e ctive invol vement by res earchers in the project 

cycle, or research may be directed toward learning from past project e xperience 

through in-depth ex post evaluation. In the past, the research staff has tended 

to relate more to country economic and sector work than to project work; the 

slow trend toward greater balance in this respect could usefully be accelerated. 

36. Additional staff in the amount of the greater number shown in Table 2 

would permit approximat e doubling of existing work in each of the areas except 

those that are starred, where the increment would be far greater in percentage 

terms. In all areas, additional staff would be required to put exis t ing work 

on a regular, sustained bas is. At present, a critical mass of research and 

related support staff resources is lacking in all these areas. 

37. The recommended increment to staff working on industry and trade 

should be allocated to fill the gap between research and its use. Continuing 

research to an academic standard would then be roughly unchanged in staff 

resources assigned , while its concentration by topical area would shift over 

time in accord with the priorities outlined earli er. 

Organization of Activity 

38 . The final report of the Group will contain recommendations on the 

or ganization of responsibility for the activity. At this point, the Group 

has not reached final agreement on the recommendations. 



Annex 

Allocation of Resources 
Devoted to Research-Type Activity 
in the Areas of Industry and Trade 

This annex provides information regarding the magnitude and 

composition of Bank resources allocated to research-type activities in the 

areas of industry and trade in manufactures. The first section discusses 

the allocation of Research Committee funds; the second, the allocation of 

professional staff. As regards staff time, separate data are given for 

RPO research and for other activities that are not directly operational in 

the sense of being linked to either country economic and sector or project 

work, but which add to the informational and analytical base of Bank opera-

tions . 

Research Committee Funds 

Research Committee funds pay for consultants and "temporary" 

research assistants as well as for many other categories of expenditures, 

such as the cost of undertaking surveys, computer charges, and non- Bank 

secretarial assistance. To avoid mixing apples and oranges, it would be 

desirable to separate expenditures from Research Committee funds into at 

least three categories: consultants and research assistants, each in man

week terms, and ot her, in money terms . Among other things, this would 

permit an assessment of the extent to which Bank staff are supplemented by 

the use of outside researchers. Unfortunately, a breakdown along these 

lines could not be obtained, owing to the time it would take to search 

through the individual project files. 



Annex Table 1 

Allocation of Research Committee Funds!/ 
(In percent) 

A. Industrial Organization and Management 

Small Scale Enterprises 
Public Enterprises 

B. Industrial Technology 

Capacity Utilization 
Choice of Technology 
Technological Change 

C. Industrial Support Institutions 

Industrial Financing 
Extension Services 
Enterpreneurial Development 

D. Trade in Manufactures 

Trend Reporting 
Market Access 
Institutions/Mar keting 
Econom7c Integration 
Other~ 

E. Industrial Strategy/Policy 

Incentive Policies/Domestic Resource 
Export Promotion 
Comparative Advantage 
Employment/Labor Market/Technology 

F. Industrial Programming 

Project Programming 
Project Appraisal Criteria 

G. Industry Studies 

H. Country Studies 

Total 

Pre-FY78 

10.5 ---

3 . 5 
7.0 

1.1 

1.1 

3.8 

2. 3 

1.5 

16 . 7 

9.2 
2.4 
5.1 

6.6 

6.6 

38.7 

A-2 

FY78 on 

11.5 

8 . 2 
3.2 

4.5 

4.5 

3.5 

3.5 

28.4 

25 . 3 
3 .1 

8.2 

.3 
3 . 7 
4.2 

1.2 

1.2 

3.9 

61.3 

Total 

11.5 

8.2 
3.2 

15.0 

3.5 
11.5 

4.6 

4.6 

32.2 

27. 6 
3.1 

1.5 

24 .9 

9.5 
6.1 
9,3 

7.8 

7 .8 

3.9 

100.0 

Source: Annual Reports to the Executive Directors on the World Bank Research 
Program. 

y 
y 

Based on figures in current dollars. 

RPOs 670-07 (International Model) and 670-19 (Expansion in Manufacturing 
for Exports in Developing Countries). 
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The Research Committee has alloted a total of $3.030 million to 

research on industry and trade. Annex Table 1 shows the allocation of this 

total among topical areas, with no distinction being made among types of 

expenditure •. !/ The data are in current rather than constant dollars. 

Expenditures are, however, shown separately for pre-FY78 and for FY78 and 

beyond, to permit an assessment of the shift over time among major topical 

2/ 
areas.-

The data in the table reveal a marked shift over time in the 

composition of Research Committee funding. A pronounced fall in the shares 

devoted to industrial technology, industrial/policy, and industrial program

ming is being offset by a rise in the shares going to industrial organization 

and management, industrial support institutions, and trade in manufactures. 

Considering all Research Committee approved projects, one finds that roughly 

one third of the total funding has been allocated to trade in manufactures 

and one quarter to industrial strategy/policy. Industrial technology (15 

percent), industrial organization and management (11 percent), and industrial 

programming (8 percent) account for the bulk of the remainder. 

1/ Included are only those RPOs that fall under the purview of the 
External Panel on Research in Industrial Development and Trade. 

'];_/ For FY79 and beyond, the figures pertain to budget allocations rather 
than actual expenditures. 
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Professional Staff Time 

A total of approximately 820 professional manweeks per annum is 

currently being devoted to RPO and other research-type activity in the areas 

1 2/ 
of industry and trade.=..t..=:; As shown in Annex Table 2, RPO research accounts 

for slightly more than one half of this total. The remainder is spent on other 

research-type activities, as discussed further below. 

RPO Research: Over half of the total professional staff time 

going into RPO research is focused on industrial strategy and policy. Another 

quarter is allocated to work on industrial organization and management. 

Industrial technology ( 9.3 percent ), industrial programming (5.7 percent) , 

trade in manufactures (3.5 percent), and industrial support institutions 

(3,1 percent) account for the remainder . 

The allocation among topical areas of professional staff is not 

the same as that of Research Committee funds (compare Annex Tables 1 and 2). 

There are two principal reasons for this. First, staff time continues to be 

put into projects well after the completion of most (sometimes all) expenditures. 

financed by Research Committee funds, owing to lags in the preparation of draft 

reports and publications. Second, there is greater reliance on non-Bank 

researchers in some areas than in others. The use of consultants to substi

tute for Bank staff is particularly great in RPO research on trade in manu

factures and country studies. 

!/ It was not possible within the time available to obtain staff time 
estimates for the period preceding FY78. 

'};_/ This includes only direct time. Thus, to convert to approximate full
time equivalent manyears, divide by 42 . 
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Annex Table 2 

Allocation of Professional Staff to Research-Type Activity 
Average for FY78/9: Manweeks 

A. Industrial Organization/Management 

1. Small Scale Enterprises 
2. Public Enterprises 
3. Other 

B. Industrial Technology 

1. Capacity Utilization 
2. Choice of Technology 
3. Technological Change 

C. Industrial Support Institutions 

1. Industrial Financing 
2. Extension Services 
3. Entrepreneurial Development 

D. Trade in Manufactures 

1. Trend Reporting 
2. Market Access 
3. Institutions/Marketing 
4. Economic Integration 

E. Industrial Strategy/Policy 

1. Incentive Policies/DRCs 
2 . Export Promotion 
3 . Comparative Advantage, Etc. 
4. Technology 

F. Industrial Programming 

1. Project Programming 
2. Project Appraisal Criteria 

G. Industry Studies 

H. Country Studies 

Total 

Sources: RPO Research -- Time Reporting System. 

RPO l/ 
Research=-' 

12.3 

11.3 
1.0 

4.8 

.4 
4. 4 

1. 6 

1.6 

1.8 

.1 
1. 7 

27.7 

4,5 
6.8 

16.4 

2.9 

2.9 

51.1 

Non-RPO -- Information provided by individual units. 

Other 
Research Z/ 

Activities-

5 . 2 

.8 
3.9 

.5 

1. 7 

.5 
1.2 

3.3 

1.5 
1.8 

15.9 

11 . 7 
4. 2 

5 . 6 

.3 

.5 

.9 
3.9 

.8 

. 2 

.6 

16.4 

48.9 

!/ Includes only RPO's that fall under the purview of the External Panel on 
Research in Industrial Development and Trade. 

'!:./ I ncludes some RPO research; see accompanying notes. 

Total ---

17.5 

12.1 
4.9 

.5 

6.5 

.4 
4.9 
1.2 

4.9 

3.1 
1.8 

17.7 

11. 7 
4.3 
1. 7 

33.3 

4.8 
7.3 

17.3 
3.9 

3.7 

3.1 
.6 

16.4 

100.0 
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Other Research Activities: Regardless of the perspective chosen, 

RPO research is not the only means whereby Bank activities add to the stocks 

of knowledge and tools of analysis. Determining where to draw the line 

between operations and research is, however, not easy. Moreover, the broader 

one's perspective, the more diff icult i t becomes to assemble data in meaningful 

breakdowns. With this difficulty specifically in mind, it was decided to 

exclude all activities of the Regional units, and to concentrate only on the 

Central units . Correspondingly, work undertaken by the Regional offices on 

country studies is omitted, whether in the context of country economic or 

sector analyses. Equally, involvement in Regional work by the Central staffs is 

excluded, even though it is complementary to the latter's research activity . 

Activities that add to the informational and analytical base of 

Bank operations need not necessarily result in reports written with a more 

general audience in mind. For example, the Industrial Projects Department 

(IPD) is continually engaged in industry studies, through information 

gathering undertaken in connection with project work. But only for a f ew 

selected industries (notably fertilizer) are reports prepared that provide 

ready access to this information by non-IPD staff. Equally, there is a 

great deal of learning from past project experience that is nowhere recorded 

in readily accessible form. However, for our purposes, activities are con

sidered to improve the information and analytical base of Bank operations only 

if they result in written output (not excluding memoranda) that are dis

seminated for use outside the originating Department.!/ 

!f Note that the definition of non-RPO research-type activities used here is 
somewhat broader than that used to identify "Departmental Studies" in the 
annual reports to the Executive Directors on the World Bank Research 
Program. 
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The "Notes to Annex Tables 2 and 3," which appear at the end of 

this Annex, identi£y the activities included as non-RPO, or other, research 

activities. The professional staff time put into these activities is 

nearly equal to that put into RPO research, but its composition differs 

considerably. In particular, non-RPO research is more heavily concentrated 

on industrial support institutions, trade in manufactures, and industry 

studies. The last two categories each account individually for about one 

third of the total professional staff time spent on non-RPO research, with 

industrial strategy and policy (11.5 percent), industrial organization and 

management (10.6 percent ) , and industrial support institutions (6.7 percent) 

constituting the bulk of the remainder . 

Location of Activity: Annex Table 3 shows the proportion of total 

professional staff time accounted for by the various organizational units. 

As it clearly demonstrates, major involvement in research-type activity is 

found in several units. The Economics of Industry Division, in the 

Development Economics Department (OED), contributes slightly more than one 

third of the total; its activity ranges across most of the topical areas 

shown in the previous tables. Other major contributors include: the Economic 

Analys is and Projections Department, largely concentrated on trade in manu

factures; the Employment and Rural Development Division (OED), reflecting work 

on employment and labor markets; the Industrial Projects Department, focused 

on industry studies; the Public Finance Division (OED), concerned with 

public enterprises and industrial support institutions; and the Development 

Research Center, an important locus of work on industrial strategy and policy. 



Annex Table 3 

Staffing of . Research-Type Activity 
Average for FY78/9: In Percent 

Development Policy Staff 

Development Economics Department 
Economics of Industry 
Employment & Rural Development 
Public Finance 

Economic Analysis and Projections Department 

Development Research Center 

Central Projects Staff 

Industrial Development & Finance Department 

Industrial Projects Department 

Project Advisory Staff 
Science & Technology Advisor 

Other 

International Finance Corp. 

Total 

* Denotes involvement based largely on consultant inputs. 
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36.1 
11. 7 
8.6 

19.6 

7.9 

4.5 

10.4 

* 

1.2 

100.0 



A-9 

Caveat 

The extent of activity within t he Bank which adds to the informa

tional and analytical base of Bank operations in the industrial area is 

obviously broader than that reflected in the estimates presented here. Our 

estimates exclude research assistant and consultant inputs, which play an 

important role in several areas. For example, consultants employed by the 

Science and Technology Advisor have done a major share of the work on 

industrial technology policy within the Bank. Equally, our estimates 

exclude work focused on individual countries as well as the much of that 

which aims to learn from past project experience. In regard to the latter, 

for example, post-evaluation undertaken by the Operations Evaluation 

Department is omitted . 

We are nonetheless confident that our estimates reflect reasonably 

well the extent of resources allocated to providing information usable (and 

used) across a wide variety of operational needs. By and large, the 

activities that are excluded result in information that is either obtained 

primarily for use in the originating unit or is not effectively targeted to 

a broader set of interests. In turn, we are equally confident as regards 

the indicated concentration among topical areas. 
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Notes to Annex Tables 2 and 3 

Provided below are shorthand descriptions of the principal 
activities included as non-RPO research-type activities in Annex Tables 
2 and 3. (Note: time spent on inputs to the FY79 World Development Report 
is not included except in the case of activities that would be on-going in 
any event.) 

Economics Department (Economics of) Industry Division 

B3. Research project generation 

Dl· & D2. Non-RPO information collecting, synthesis, and reporting. Work on 
trade among less developed countries. 

E4. Supervision of papers on employment by J. Stern for Urban Poverty 
Force. 

G. Trade focused studies of textiles, clothing, footware, electronics, 
machinery industries. 

Economics Department, Employment (& Rural Development) Division 

A3. Work on rural industrialization. 

E4. RPOs not identified as falling under Industry and Trade Research, 
but having relevance to questions of industrial strategy, especially 
as regards employment; rough estimate to reflect only that share of 
total time spent on industry. 

Economics Department (Public) Finance Division 

Al, Research assistant working on RPO 671-59, financial aspects; several 
small miscellaneous tasks. 

B2. Work o~ choice of technology by public sector. 

C2. In-house study financial structure and technology policy. 

(Economic) Analysis and Projections Department 

Bl. Continued work by H. Hughes; monograph forthcoming. 

Dl. Trade data system and related statistical reporting, analysis. Work 
on trade among less developed countries. 

D2. Monitoring of protectionist policies in developed countries; super
vision of related RPOs. 
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Notes - Continued 

E. Analysis of primary commodity processing in LDCs; work on trade 
among less developed countries; joint IBRD-UNIDO monograph on 
Industrial Development Policy. 

G. Statistical reporting on prices of manufactures. 

Development Research Center 

D (all). Continued work by B. Balassa. 

F2. Work on various aspects by G. Pursell 

Industrial Projects Department 

A2. Continued work by B. Walstedt. 

B2. Supervision (joint with DED Industry Division) of RPO 671-77. 

G. Studies of fertilizer, pul? & paper, steel mechanical engineering 
and other industries. 

Industrial Development and Finance Department 

Al. Criteria and project identification guidelines for small scale 
enterprises lending; other work on small scale enterprises, 
including study of sub-contracting, government procurement, choice 
of technique in Bank sub-loans, etc. 

A3. Subproject data system. 

Bl. Continued work by F. Moore. 

C2. Work on export zones, construction industry, RD&E institutions. 

E. Sector paper on employment and small scale enterprises; industrial 
policy paper (forthcoming); interest rate issues; involvement on 
Steering Group. 

Fl. Supporting inputs to operational extensions of RPO 670-24. 

G. Studies of mechanical engineering, petroleum, and electronics 
industries. 

Project Advisory Staff 

ES. Work on various aspects of science and technology policy related 
to industry, mostly by consultants. 

Industrial Finance Corporation 

B2. In-house studies of technology choice, including that by M. Amsalem. 



In Ledr.~_I~J>Or t of the 
In<lu !'". tr" ;ind Tr.1de l~·~s c;irch SLccrin;:?, Group 

A. Introdu~tion 

1. This 1TJcmor.'.?ndum .1tte!!lpts to su:nmarize <liscussions of the lndustry 
and Trade Rcsea rci1 St ccri ng Group over the p:tst t hree months , on the major 
blocks of suLjecc matc~r comprising Bank research in these areas (schedule 
of meetings in Annex I) . For eacl1 of these topical blocks, one or more 
memoranda were prepared as a basis for discussion; these are also attached 
for r.eference (Anne:{ II), a loag with a more general initial memo by the 
Chairman of the Stecrine Group , dated July 13, 1978 (Annex III). 

2. A matter of 8cncral concern is the basic orientation of the Bank's 
res'.:!arch on i nd u~tr/ .:ind trade . The r2searcl1 obj ecU.vcs ci t eJ in the terms 
o( reference for thC! F.~:tcrnnl P:mel include, i.nter ali:i, "lo support all 
aspects Of llnnk Operations • • • II R!ld tO "broaden OUr Unc!erst«nding Of the 
development process." To meet these objectives the research program will 
necessarily involve a mix of \JOr.k on innovative methodologies with \.1ork of 
imrr:cdinte relevance to specific operational probler.1s. The time required to 
deve l op ne,., r:icchodological approaches and to perceive orerational "payoff" 
may be lengthy. UltimaLely, however, all such work should be related to and 
of value for policy antl operational purposes, and in areas where the Bank has 
some comp~raLivc advantages over aca<lemia . 

.>. This relationship ncecs to be continu·cusly reviewed, its definition 
refined , in order to avoid a wideninr, gap between resC!archcrs anti their work 
on the unc hand ~nd t he practitioners in the Bank's project and industrial 
policy work on tlle other, and worsening of the already serious problem of 
dissemination/ass imilation. At present, the staff of both the research 
uni.ts and chose eng.:ig_ed in operations are fully committed to ongoing pro
grammed activity. There is virtually no leeway to permit the researchers to 
communica te in sys te?1!atic fa.shion the results and potential applications of 
their studies, nor for the practitioners to receive and digest any such 
information or to fcrn:ulate their needs for further research in a way tha t 
would encble the rcsearcl1ers to try to meet these needs. Opportunitie& for 
opera tional arplications and feedback are ·thus probably wasted in substantial 
part, or exploited only sporadically. 

4. It ,mulci be i1ighly desirable also for the research staff to work 
c losely with the operational and sect0r depnrttr.ents and hcve a participatory 
r ole in the B~nk's industry sector uork and policy dialogue. Staff constraints, 
however , al!3o ~everely limit such participation; and even so limited , it 
entails a substantial i:ost tc their primary function . 

B. Incer.tivcs ,,nd D0r,:e~t:ic Renou!'cc Costs; Eccnomlc Integt·ation in 
Developinr, C:::-Jr:t:r: es: :md Expo,· t Pror;iotion :111d l-i,ir!~".!t ,"..ccess 

5 . Incentives a;1c D:)i:-e:,~ic Resource Costs -

(a) Follo,Iin~ the publi.cation cf the book T!1e SVcuctur~ 0f Protection 
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in Deve1 opin:• Cou.1t: ries , the res earch project 670- 01 " Developncr.t Str::itcr,ies 
in Semi -Indust r ial Countries' ' analyzed relative incentives pr ovided t o exports 
and import substi tut ion in countries following differ en t development strate~ics . 
The f indings, r eported in severa l •;.:orking r,apcrs and in a volume, have influ
enced the or ientation of Bank policy analysis a nd, in some instances , policy
making in the countries s tudied. 

(b) 671-87 "Industri.:!l Policies and Economic Int egr ation in l~estcrn 
Afr ica'' provides detailed estimates on incentives an<l domest ic resource costs 
in industria l and a gricultural activities in four Western Afr i can countries. 
Tl1e resea rch project has led to t he prepar ation of n tariff and tax reforn in 
Senegal and an investl'lent pr oj ec t in M.:1li; also, the :nethodoloi:;y er.ployed bas 
found s everal applications in the Bank . 

(c) h1hile future research on semi-industrial cour.tries is likely to 
bring diminishing re t urns , dema nds for count r y applicnt ions of t he effective 
protec t ion-domes t ic r esour ce cos t methodology should be Met . Furtherr.,cre, it 
would be desirable t o un<lertFke resear ch on industrial strategics in non
indus trial and natural resource-rich countri es (on thi:; point sec a l so Paras 
23 and 2/1 below). Research on an efficlent import substitut i on export promo
tion sequence and on adjustment problems involved in policy changes may also 
be desirable. 

6. Economic Intecration in ~eve loning Countr ies 

(a) Apart from 671-87 and a few general paper s on t he subject , resear.:h 
on economic integration concentrated on the practical application of the 
project approach. This has been done in the Fertilizer Study (or East Afr ica , 
carried out in the framework of 670-2..'1 "Progr ammin1~ in the Hanufoc turing 
Sector", and in subsequent a?plications on regional specialization i n ferti
lizer in ASEAN 2nd in the Andean Common N.:rke t. 

(b) Several pos sible areas of research on economic integration in 
developing countries ;,ave been identified , includi ng experience with integra
tion through trade iib~ralization and product special ization schemes, futu r e 
possibilities fo r econonic in~egr ation , ~nd,the benefits and costs of inter
regional t'!:'ade in the framework of preferential agreements. 

7. Export Promo tion and Harket Access 

(a) Following the research project 671- 10 ''Pro~otion of Nontraditional 
Exports", work has b~en undertaken on the extenc: of export incentives and the 
social profitabiliLy of e:>:ports (671-35 "Ex1>orc Incentives in Dev:?loping 
Countries~'), on institutiona l and marke ting problems involved in exporting 
various consumer goods (671-68 "Key Ins titutions and Expansion of H~nu :2ctured 
'Exports" ) , and on market penet:.:-ation in developed cout!tries by the exports of 
developing countries ( 671-67 11Effects of Increased Import of Manufa c tured 
Goods from Developing Countries ,'' the nanu(accuring pare o f 671- 66 on Wes tern 
Europe, Rnd 671- 87,covcring Australia, Can&da and Japan . 

(b) Research results in this area have been utilized t o prepare back-
ground paper s fo r World Dcve:.oprr.ent Re~'lO rts 1978 .~rid 19 79. At t!-ie same time , 

e 
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the staff r equirC:>ments for preparation of thc>s~ pr!ncrs h,we ndvcrsely affected 
the work on tr.:ide in electronics and elect:ic.:il nachinc 1·:: , textiles, i"nc' 
clothing. This work is of co1u.ic.lcrable imporL.:1i1cc, iimrevc r, :me! shoulJ be 
continued and pos<-ihl :; extended to other ir.dus::ries. AJso, it uou]d be 
desir.ible to extend the study of the institutiona l ,rnd n::irketing asrects of 
export promotion to capital goods . 

(c) Work on the futur.e dem::ind and supply situ.ition tn intenr.ediate 
products, such as steel, fertilizer, and petrochemicals, would also be useful, 
as it would he] p to indicate future possibiliU cs for LDC expe rts in this area . 
More generally, it would he desirnb) e to ex.11!1ine :uture chanr,es in the: compnr..i
tive advantage of the developinR countries. 

C. Comparative 1\dvnnt;1ge; patterns of Industrinll:!;!Uon and Trade; 
Econor.iic Growth 

8. Work is nearing completion on two projects -- Patterns of Industrial 
De:vcloprnent (RPO 671- 05) and A Comparative Study of the Sources of Industrial 
Growth and Structural Change (RPO 671- 32) . These projec:!:s provide useful 
inform.ition reg.:irding systematic patterns in industrinl growth among two-diglt 
industrial sectors; they offer an analytical pP.rSf'"Ctivc> that could he more 
genernlly utilized in ::;cc::or missiori ,.;ork. T.Jnfor::un.;-itely, only tpc J .1t ::er 
project, dealing with fewer countries but in greater detail, deals with 
employment patterns . 

9. A third project - - "The Sources of Growth and Productivity Change: 
A Comparative Analysis" (RPO 671-79) -- is far more ambitious, c1s it involves 
a general equilibrium analysis of trade-offs among polid.es with respect to 
their ef fects on growth, distribution, etc. In .:inticipation 6[ the r esearch , 
the appr oach has been tested in country economic work on Turkey, wl~cre the 
analysis of current policy options was favorably received . The research 
consists of ex-post analysis of policy changes that affect indu8trial s tructure; 
it will cover Korea, Turkey, and possibly a thi!"d country. The analytical diffi
cult ies are formidable , due to data problems and th~ ccmplexity of the rr.oclels . 

10. . Owing to its experimental nature, th.: third project has been funded 
for only the first year , after which progress will be reviewed and a decision 
made regarding furcher allocations. In turn, as part of the same project, a 
proposal will be forthcoming for parallel analysis in greater depth of two 
industrial sectors in each country . This is intended to permit a deei,~r 
analysis of the sources of productivity change. Further ini t iatives in this 
i;cneral area mus t await the completicn of on- going \;ark and evaluation of its 
results. 

D. Emplovment Enhancement and Industrial Development - - Issues and Institutions; 
Small Scale Industry , a:1d Interaction with Lar~e 

10 . This t opic clearly is important in the cont:e.·t of the Bank ' s conr.ern 

- - .. ~--:! 
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fer .:illcv i atin;; urban .:incl ru r al poverty and its emphasis on creacin~: not jus t 
more jobs hue _!'lore productive (i. P. ., higher p<.1yinp,) jobs. Papers by J. Stern 
mac'.<= .2 beginn:i.nr, on this µrob len: , and hichl i ghtc<l the si 6ni.f icc!nce of both . 
direct and indirec t effects and the wide differences among variol1s industrial 
subsectors . The second Ster.n p.:iper a lso e:~p l orc·d e::iploymC'nt effects and 
implications in countries nt various stages o[ development . Specific r esearch 
t op i cs tha t result in il:lproved methods of measuring or enhancing cmployr.1en t 
through inrlustri.:il investment, or t hat bear on the choice of industrial sub
s ector priorities or mix, or that affect the design of projects , etc., would 
be mech to tte point. 

11. The status report of the Smo J.l Scale Indus t ry Project (671- 59) sugges ts 
that the analysis and synthesi s of the massive data being ga thered will be 
difficul t and wi ll require substantial input by the regional and func t ional 
staff concerned . It also indicates th3 t several further rescnr.ch topics may 
deserve priority attention: 

'(a) analys:i.s of s uitab l e fin;:inci.:i.l ins t itutions and policies , and assess-
r.1cnt of institut ion:il arr;mgement:. in support of Si!l~s (p;1ra 14); 

(b) interact io:1 and balance bl.!tw~en :arl:;e .'.lr,d smnll i ndustries , based 
on compar~tivc country ana l ysis ; and 

(c) research focuss ed on one or more indus tr i,t l subsect0rs (e . r, ., the 
machine-building industries , p~ra 22) . 

Work on t echnology tr.insfe r t o SHEs might best be fitted into a more general 
s tudy of the technological institutions for industrial development (para 18) . 

12 . Ther e is need for more s ystcn~tic analysis of ins titutions supporting 
SNE development for t echr:olcgy , monagement , m.:; rl:ct~nr.; , e:-:port promot:i.on , 
product design, e tc., as well as various kinds of finance. What coulc be 
undertaken almost i~uediately i s a r eview of experie~ce i n StIB s uppor t, includ
ing criteria for judging institu tional effect iveness , analytical descriptions 
of those s up port sys tems which a rc r eg;:ircled as particularly s trong, and 
possihle means fo r closer linking of tcclmological ass i stance with projcc.t 
appraisal in Hank DFC lcndinc, wi th a view to taking greater accoun t in such 
l ending of capital saving devices and processes ; sone aspec t s of sue~ a review 
are already under,.ray. The examination of t he record of expe1·ience of Tec:hnicnl 
Consul tcncy Service Centers and Technological Research Centers in several 
Indian states, now being initiated , should a l so be inst r uctive. The modali t ies 
of rura l industrializa tion may require separate analys i s, for which t he ~ase 
study method used i:1 671- 59 should be supplemented by o t her approaches . 

E. Industrial Ffoancing Svstems ;;nd Institutions; Credit HR r ke ts ; 
Public [ nterprises 

13 . There is consi<l~rable in t eraction be tween the avai lability and 
conditions of fi.n.;.nce ond the pa ttern of industrializa t ion . The Bank has a 
28- year histcry of l ending thr ough [innnci3.l intermediaries , much more 
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divers ified since about 1970 ; it li;:i s also fin.:1ncecl sor.:c c.:1pital ,anrkc t ancl 
venture capit.'.!l institutions on ;.i limitecl scale . A f resh look is needccl n t 
the r e l ntionship between the de velopmen t of these ~ntitit~s .:1nrl indus trial 
growth r equireir.en ~s . Wha t kinds of special ization ;;re pr oductive? \·:hat 
st~ains and problems arise at various star,~s of eyp.:1nsion and diversificntion? 
(The ponoply of industrinl fin:incinr, agencies pr omoted :h reccut years in 
Korea - - i ncluding merchant ba11 ks , venture capital a nd equity funding institu
tions, leasine cocpanies, a potent Guarantee Funcl , etc ., -- wl1ich is being 
emulated in the Pl1i] ippines and e l sewhere, deserves in-~epth analysis by an 
operationally-or i en t ~d 11ni t, perhaps the Capital M.:1rkets Department of IFC. ) 
How can more effective use by ;n;idc of t he corr:mcrcia] bnnking system to provide 
longer·-term finance for industry? Wha t inc entives .ind pol icies will stimulate 
efficien t financ i a l secto::- development? How can future Bank pr ogr a1o1s foster 
such development? 

l L1. Of chc s tudies underway t he fol l0wing are rel evnnt Lo financial and 
industrial s ector work : Commercial Bank Behaviour (R}'O 6 71-2 5) ; Capital 
Market Imperfections (Rl'O 671- 59); Role of Informa1. Cn:clit ~-!arkets (RPO 671-65) ; 
Financial Structure and Technology Policy for Small Enterprise Promotion - - a 
Ca"e Study of India; and the r evie\-: of ::he Consultancy Services and r:.esearch 
Centers cit ed i n para 12 . Other financial sector work underway or planned 
will have implications for furtl1er r esearch in this field -- e . g., the assess
ment of means for incr easing financic:",l rcsou1·ces fo r indus trial development 
in t h~ Philjppines . The findi.n~s so fa r of t he Sm,1l1 Indus try Study also 
call for f urther wor k on the transaction cos t of financing Sl·llis .:md the role. 
of alternat ive inctitu tional channels . The special Bank s tuc!y "The Korld 
Bank ' s Approach t o Interest Rate and Credit Allocation Issues" (~fay 197 6) also 
cal l ed for follow-up wor k in this area. . Steps to defi ne new prfor~.ties in 
this field wouid be (a) an assessment of the relevance for other country 
situations of the extcn::;ive r esearch done on India, and (b) commissioning of 
a s tudy clesigning a mor e applied research approacl1 t oward institutional and 
pol i cy solutions for mobilizing lon~er-term finance for industiial growtl1 . 

15. Public Enterprises . The r esearch project underway on this subject 
may provide some insights into problems and evdlun.tion criteria speclfi.c tc 
publi~ enterprises as cuch . But while g~neral diagnoses of t hese problems 
arc often similar, it seems likely that ~any of the prescrip tions must be 
more country- or indus try- specific . The Bank 's sector and economic missions 
arc continuously addressing , in va r ious ways, the problems of public enterprise 
in a country/operational context -- e . g., management , investment pl anning, 
relationships with other government departments and pricing and incentive 
policies. This approacu s~en:s potentially more pr0ductive than E,ener.al 0r 
comparative studies . 

F. Capacity Utilization: Capital-Labor Substitution; and 
Techaological Change 

16 . Ca pncHv Utilization: Two projects (RPOs 670-25 and 670-95) have 
been complete:! , though l. t remains to provid~ adequ~te r eports of their 
findings. Th·~ research ind i cates ::ha t a variety of policies ncros s a n ,.Hitb(:r 
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of fiElds (e . g ., licensin~) are in part r espons i tle for l ow ut i lization rat es, 
but that ch.:rn;3cs in these po l icies alone should not: be expec tcd t o lead t o 
greatly incrc:,sed utilization . The research has iri:por t ant .1pplicntions in 
industr ial sector mi ssion work . 1n1ile no new r esear ch i s planned , furthei 
work i s needed to f acilit ate operational analysis of tl1e prospects and means 
f or improved utilization in specif i c circums t ances, through the briefing of 
mi ssions and subsequent review of t:heir findings . 

17. Capi tal-Labo r Substitution: Detailed investigation of the scope fo r 
s ubstit:ition has been carried out for r.1ech;rnica l engineering (RPO 670-23) aud 
i s linked t o resear ch on industr ial invcstr.1e.1t .:inalysis (RPO 670-24) . The 
prelimina r y finding is tha t wide scope exists fo r subs titutio11 , but more so 
at low than a t high output levels. Work i s also in progress on t echnoloty i n 
textiles (PJ'O 671-77), where th"' focus i s explicitly on project design and 
operational staff ~re involved . This wo r k is significant in that it may 
directly affect fut ur e Bank projects, by reducing costs and incrcasine benefits 
through changing t he choice of technology. A wider coverage of indus tries is 
provided by the survey of r:ecen t c;ise s tud ies under the "Appropriat:c Indu~trja l 
Technology" (P.PO 671- 51 ) projec t. Dis cussion of this su:?:"vcy , along with an 
evaluation of detailed investir,ations carried out within the Tiank , will be 
needed to determine prior ities fo r further resea r ch . 

18 . Technolor.ic?-1 Chan~_<:_: This is a high priority a r ea for future 
resenrch . The nank h:is und ertaken no r esearch spc:::ific,2l ly in this area , 
though a · good deal of operational work has the objecti~e of fostering tcchno
logicnl change . This work has led to projects bn sed on pragmatic consid era
tions in a number of countries , but the re is an evident need for improving the 
knowle<lee on which technical assistance and R&D lending is bas ed . Some present 
research is tnngentially concer ned with the mecl1anisms through which tec~no
logical change occurs , and there are t entative s ugr,c~ tions for mo r e directly 
focu sed studies . Nonetheless, generation of resea rch topics tl1at would lead 
t o useful r:esults will r equire a good deal of work. Explora t~ry resea rch to 
investigate the nature of t ~chnologica l cha nge and facto r s conducive to 
dif ferent t ypes of technolo5ical chance is l ikely t o be r equired . Emphasis 
must be gi ven both to the role of ins titutions and the effect of the general 
industrial policy environment. Research ougl1t to be tailored so as eventually 
to contribute to the dasign of D.:mk l ending, aimed at fostering technolo1:;ical 
ch.mi;c , in specific sub-sec t or.s a s well as sr.,all end medium scale industry n:ore 
generall y . Atten t ion should also be given to learning from pas t Bank projects 
in this area. 

G. Indus trial Progra1mning; Studies of Process Industries 

19. Resear ch under the "Programming in the Hanu:;1ctu1·ing Sec t or" 
(RPO 670- 24) project has sought to develop a r:iethodology for appl i ed indus trial 
inve~trnent analysis . \fork on the process industries is farthes t a l ong , and 
comprises model fornulo.tion ?-nd specific applic:.:?tions fo r fertilizer ( in 
several countries and regi onal groupint s) , c ement , pulp and paper, and steel . 
For these sectors , t he met hodology fo ~uses on t:l1 e selection of the loca t i on, 
scale , timin~ and design 0f i nter- co1mr,ctcd projects. Wo rk i s also being done 

. 1 
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on mechanical. enr,ineering , on the ,mal~1sj~ of co1~p.:1rntive odv:.n t.if.e and on 
choice of technolczy . 

20 . Part icularl:, in t he process industries, this work has definite 
operational usefulness , but th0. extenl and dircctio:1 of furt!1er work is now 
uncertain owing to s t affing constraints and question~ recordinc the proper 
locus of responsibility for operational applications . Possibilities fo r 
further work include : a) fu rLher applicnLions for industries ol1·cady covered 
but in other locales; b) extension to new industries , with chemic3ls l·ei~g a 
pri1:ie candidate; c) de·.relop~1ent of algor ithms ( e . g ., CA/·'.S); d) technical 
ass i s t ance to users in country planning offices o r consultant involved in 
pr ojecL \;ork; e) further research to incorporate ,1srccts heretofore neglected 
(e.g., uncert.::iinty) . Consi<lei·ntion also needs to be given to transla ting the 
wor k done 011 me chanical engineer ing into a11 explicit framework for project 
selection . 

21 . Continuanc~ of wor k i n this cren would require allocnLin~ s taff 
resources to repL1ce staff who h,1ve moved on to othr:r rf!Sponsibili ti 0s . Given 
the invesLment already made and t he r esults to date, creation of a small (two
t o-three man) unit f or continuing work i11 th is fie ] cl m.:ty be justified . Th i s 
would mal:e feasible assignmen t of full-time responsibility for in forming and 
educating operatin~ s taff: regarding µotcnt::..al applic.::itions of pror,ranuning 
methodology, for :n.:n:i t oring i ts use rlflc! the 1·esul ting fecdb".::ck to re:fjne t he 
methodcloiy and update tecl1nological information, and fo r further extensions 
in both application ~nd research. 

H. Specific Industries Studies 

22 . In discussion of several of the above topics it has been iugges~ed 
that they might wost usefully be s tudied in the context of a sys tematic analysis 
of one or more industrial s ubsect or(s) in a few selected countries - - including 
the indus try's str uctt:re , product linkages and sequence of development, rela
t ive efficiency and in t eraction of l arge and small scal e units , technology 
choi.ce.s , transfer and innovati ons , employment eff ec t s , etc. An ohvinus candi
date is the machjne building industry , given irs central role in the industri
alization process and i n t echnol ogy development, its varied characte!', and it s 
potential for gener.:iting expor ts and employment. It is also an industry on 
which data are avail.:tble , in the Bank and elsewhere , in considerable qu~ntity 
for scve I.".:il countries . 1\11 intensive effort over several months will be neecied 
to des ign a s tudy and identify perhaps three countries for initial attention; 
to carr y it out woul<l involve a major investment of manpower, but it would seem 
to offer promise of illuminating a wide variety of issues and relations hips . 

J . Industrial lll",cstme.il Str.ategv an~ Policies for Different Coi.mtn· 
Situations 

23 . The diversity of country situ0.tions c.ill£ fo r dif ferent designs of 
indust::.·ial growth p;:;Lhs and policies t o t;upport t hem . · The categor ies listed 
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below are illu~ tra t ive of possible differen t iatic ns . Country sector stu~'i.es 
t ypical] y incl:1cc consider~hle ~a t a :md desc r iptive: ::..:iteri;1l th.:it su~~;est 
significan t fami l ial cha r ,lcteris tics ; ana l ysis of their finc.i i n};S in ;: r ciitC!r 
depth , i n a more c onsistent manner , might rcov id".! furt her insi1;h ts jnto t '.1 e 
speci.~tl potentL.11 <1nd pr oble,:is of t hese "types" of devclopinr. countries , .:mu 
opcration.i l r,uid.:ince fo:::- dea ling with them . The Steerinr. Group 1rns not :·e t 
consider ed poGs ible s t udi es under t his r ubr i c ; a nd no connon an.nJyticaJ f::-ane
wo r k t o guide ongo i ng sec t or work has yet been deve loped 

A t ypol ogy of industrial developmen t pnttcrns micht ider. t ify th,~ 
f o llm-d.ng : 

( R) count r ies rich in na tural resour c es (e . g . , Vene:z ue l u , Iran ) 
where resource- based indust r ies pr ovide t he sprin~board ( o r develop~cnt but 
mus t be suppl eme n t ed by downstream and suppo ?"tin;•, activities, :111c: by E!Xpand
inc expor ts ; 

( b) countr ies j ust h e:;;i r.P.in g the procesG of ir.dust r ia l developnent 
(e . r, . , Burma , Came r oon , Para;;u.:i.y) where firnrnc;ial ..ind n:nnpoucr resources are 
l imited and a wi de r ange of issues ~ ust be faced; 

(c) Sub-Sahar a n Af r ica - - simila r in m.:iny r esj>oc t z t o categor y (b) above, 
but with cer t ain s peci a l fe n tures - - hir.h w.'.lgc l c,·elG i.nhi!Jiti1,g <lc-1elopmu:t 
o( J ab0r- i n t e!csi·1c e::po::ts , do::iir,ar,ce o f priva t ~ forcj r,n invcstr.1en t (which 
may b e a c a usal factor in the dua l ism of t hese c::0nomi0s , use of i nappropriate 
technologies and the s tunting of small scal e enterpr i se), e t c . 

(d) the p r otec tive , import- S\!hsti tut ion moJel (extcnsivc!ly s tud ied 
but its c omp l exi t ies still dcfyin ~ defin it i va conclus i on s ); 

( c ) The "Latin American pa t tern" (whic h a l so e x tends t o c e rtain non-
Lat i n countri es ) , characterized by semi-indu s t ri.11 economi es , r e lat ivel y rj.c h 
in natura l r esources , 11i th pr oblems of unemp l oyment , odjus t ments to continuing 
i nfl a tion and a t t empts toward greate r expo.rt orien ta t ion . 

K. Conclus i on s 

?.5 . It is v e r y d i fficu lt to draw f i r m, f i nn l con c l usions about t h e \forld 
Hank ' s near-te ::-m r e s ear c h progr am in t he f i ~lds of ir:.dus t ry an d trade . The 
various t o pic s discussed earl i e r i n th is memo r andur:1 inter lock at rr.nny points ; 
and with a few exception s , cont i nua tion (and usu a l ly ext en sion) of the rcs23r ch 
ave aues opened up so fa r s ee~s j usti fie d on t he me r i ts . The ques t ion is ,~1at 
can be :icco.:".moda ted wi t hin t he budge t and m,:mpowe r resources prospectively 
available . As W39 s ugges t ed e a rlie r , very l i ttle fl exib ili t y exis ts a t 
present. 

26. The St er~ ring Gr o ..1p has not ye t addressed , in sys temc1 tic fashion, t:he 
c s t al>l i shmc1:t of prior i t ies :imong the va r ious t opics outl ined above; Sl!Ostanci:-l 
dif f arenccs of view, at least of emphas i s , a rc e vident . From ll1e dis~ussions 
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so far, however, it is gencr;.i,lly ncccptcd th.:it war!~ .:ilrc.:idy f.:ir advanced -
e . g . , that on p:itterns <!nd sources o( industrial c.!evelopnc:1t -- :;houl<l be 
completed , and possibilitie::s fo r ariplicntion of the findir.~.~ or rr.ethodol0zy 
be further defined and nade accessible to key operational staff, before major 
conmitmc:1 ts arc maJc t o ne w blocks of research thc1t would prr.e:npt these 
possibilities . ~mong potential expanried areas for research it would 
seem that technolo~y develop:nent deserves a speci;.1 1 place - - whether through 
a macro appro.:1ch (para 18) or through study of specific i ndus tries (para 22) , 
or fro:ll both pcrspcct:i.ves, needs further analysis. 

27. The Steering Group would welcome t"!"lc vjc\ls of the Extcrn2l Panel 
on th is question of priorities . And be[ore the 1,e>:t meeting with the c: :~ternal 
Panel the Group will reach s pecific conclusions on the matter -- assisted 
somewhat:, we would hope , by the fact that the Banl: 1 s hudbeting process (01· 

FY80 will have advancr.d considerably by tlwt tim~ . 

28 . The Group h3~. not as yet a ttempter! to qua11tify sta~fi.1g a .:d b...:d~ct 
n ,quircmc!ltS for a research program still undefir.L:c! :Jt.~d dispersed among 
numerous adr:iinjstrative units. Hm-,cvC>r;'°'tb would ur.Jerlinc thc-impor:.:.:incc 
of adequa te staff resources to help .:ibs0rb enc! apply research resuJ ts .:is thQy 
are achi.eved -- \.Jhicl1 may often require preparation of a c l e::r synthesis of 
findings of use t o country , sector or project ~is s ions; direct involve~ent 
of research s t aff in such missio~s; ~nd time (or pr~ctit~oncrs to acqu.:iint 
themselves in ~ener al with wh;,.t research fin<linp.s arc av.iilable, and thei~ 
implications and potential uses. 

November 2~, 1978 



Areas_ f or .. Research_cn_Indust ri cl I._Dcvc l ~;;r.ient 

1. Thi s memo randum is intended t o help foc~s di scussions en 
areas t hat me rit attention in further r esearch on industrial develop
ment by the Bank . The External Pane l on Re~earc h in Indust r y and 
Trade may find i t usefu l as an indicator of some of the topics thilt 
arc being conside red by t he Ind~stry and Trade Research St ee ring 
Group thzt has recent ly been established to review reseurch programs 
in these two related fields . The Steeri ng Group proposes , follm,ing 
in i tial dis cussions wi th the Ex ternal Panel , to prepare a mo re de tailed 
outline of a near- t erm future research program in these fields . 

2. This memorandum should be read in conjunction with review of 
the status of on-going progr ams , with whi ch the future programs may have 
strong l inkages . Also suggested he rein a re some addi t ional topics or 
lines of investigation that are becoming more important in the Bank's 
work and that have not been adequcltely cove r ed. 

3. · The focus is on topics in indust ry. Con sequent l y, this 
memo randum may be regarded as a companion piece - - with a dif fe ren t 
orienta tion and coverage - - to t he memorandum enti tled ''Medium Term 
\fo r k Program in Trade and Commodities . " 

4. In orde r tc avoid a long , in~iges tib le list of individual topics, 
among which it may be diff i cult to reach any consensus o~ pricr it~ es , a 
smaller nurr:!:>er of topi ca l " families " are ident ified below. Each famil y 
may include a number of indiv idua l topics that are closely related , and 
it is not nece ss ary at this stage to attempt exhaustive identification 
of specific topics . The order of presentation of the topical families 
does not iriiply anything about priori t ies . 

5. A point of genera l concern affecti ng al l the topics listed 
be l ow is the questi on of the basic orientation of the Bank ' s re se~ rch 
i n indust ry. The fou r mai n objectives ::;tated in t he terms of refe rence 
of the Exte rnill Panel include , inter a lia , " to suppo,t a ll aspects of 
Bank operations ••• " and 11 to broaden our und~rs t anding of th e de velop-
ment process." In order to meet these objectives the research program 
wi ll necess a r ily i nvolve a mix of wo r k on i,nnovati ve met:iodo logies as 
well as ~ark cf immediate relevance to specific operational problems. 
The time requi r ed to develop new methodologiczl approaches and to 
perceive operational "payoff " may be l engthy . Ultimately , h0\,1ever , all 
such work must be related and of vatue to the stated objectives of the 
resen r ch prog r am, anc.l in a reas where the Ba~k has a comoarative advantage 
over academia . Thi s relationship needs to be continuously revi ~wed, its 
definiti on refined, in order to avoid a widening gap between resea r che rs 
and their work on the one hand and the practitioners in the Bank 's project 
and inc!ustrial pol icy work on the other, and l:orsen ing of the already,.ri?f'i ,;l, S' 
disseminat ion problem. At the same time , due attention must be given 
to wceting the research needs that emerge from the pr actitione r s ' day-
to-day uork and problem solving ~ttecpts . Th e staffing and or ganization 
of research shculd be such as to enabl~ rp scz rch staff to work closely 
with the ope rati onal and sect or dcprrtments and h~ve 3 pa rticipatory 
role in the Bank ' s incl.istri.;l ope r·ation::; ;:)nd rolic, dialogue . 
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The f ormat ion and com~osition of the Steering Group was int ended to 
reflect t his necessity , znd to t Jkc account of the range of questions 
and cptions it poses in considering res ea r ch priorities; the External 
Panel is urged to do likewise . 

A. Industri al invest~ent st r ategy and polic~es i n selected count;y 
situations . --

6. The variety of country si t ua ti ons calls fo r di fferent designs 
of industria l growth paths and policies to suppo rt them. The following 
cat ego ries a re illustrative of differenti~tions that can be made ; in
depth case studies could be undertaken to illuminate familial diffe rences 
and t o provide ope r ational guidance . 

(a) Countries ri ch in material resour ces (e . g., Venezuela , Iran , 
Indonesia ). Resource based i ndust rie s may be used as the 
springboard fo r development but must be linked to othe r 
downstream and suppo rt i ng acti vit ie s , and to expansion of 
expor ts . 

(b) 

(c) 

Non- industrial economies (e. g., Burma , Cameroon , Pa r aguay) , 
which are just beginning the process of i ndust r ial develop
ment ; attention must be gi ven to the rela tive ~~portance 
of policy t ools, incent i ves , management and labo r training , 
the role of private foreign investment, and the sequence of 
import substitution and export development . Rese arch project 
could take off from wor k done on bas ·i c miss i on to Tanzania 
and current sector work in Cameroon . 

Sub-Saharan Africa. While similar in some respects t o 
countries in category Cb) above , this group of countries 

-·~ ·" " .. -

may deserve separate treatment for various re asons . High 
wage Levels may inhibit development of Labor-intensive 
export ir.dustries . Dominance of private foreign investment 
in Africa may have a great deal to do with the dualism of 
these economies , use of inappropri~te techno l6gies and t he 
stunting of small scale ente rpri se . A comparative study on 
wage rates and labor prodtictivity would throw more light on 
this problem, and on reasons for t heir' di ve r gence ; this 
needs further exploratorr work and preparati on of d research 
desi gn. A review of the literature on Ci) the i mpact of 
private foreign invest ment on African economies, and (ii) the 
relevant pol icy frameworks of Afr~can governments should be 
undertaken initially; a ~reat deal has been written but 
there is little eviden ce, in sectol' policy or operational 
decisions , cf i ts absorption by 9ank staff . A systematic 
review would enable us to take stock of wha t is known , and 
to define more ~orrectly the subjects requiring f urthe r 
rese arch . 
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7. Other patt e rns might be th e export-oriented East Asian countries, 
the import substitution pattern wh i ch f1as charact erized South Asia in the 
past (although now changing to some extent) , and the Latin American pro
pen$ity and ad~ptation t o i nflation . ALL have been studied, more or Less 
intensively -- mo re than those in para 6 above -- but there is continuing 
need to relate the findings of these st udies to other r egions and situations 
(as in pa r a 6) . 

e. ,~eLorment_enhancement_throu~h_industri a l_deve looment . 

8. This topic. cl ear l y is important in t he context of t he Bank 's 
conc ern for alleviating urban and rural poverty and i ts emphasis on 
creating not just more jobs but more_oroductive (i . e. , highe r paying) 
jobs , since solutions are supposed to be e ffi cient and not simply welfare 
syst ems . Pape rs by J . Stern made a beginning on this pr cb lem, and high
lighted the signi ficanc e of both direct and indirect effects , and the 
wide difference s in this regard among various industrial subsectors . 
The second Sterm pcper al so explored the implications of employment effects 
in countr ie s at var ious stages of development. Specific research topics 
that resu lt in improved methods of measuring or enhanci ng employment 
through indust rial in1•estment, or that bear on t he choice of industrial 
subsector pr io ritie s or mix , or that affect the desi gn of proje cts, etc. , 
would be much to the point. 

9. One i mport ant sub- family of top i cs is the emp loyment (and other) 
aspec t s of small and medium scale ente r prises (SME). Their problems are 
often thought to be so special as to constitute a separate genus . Are 
t hey efficient use r s of fac tors? In what industries or activi ti es? How 
can efficiency be enhanced? What special incentives or technica l and 
technological ass i stance do they need? What mix of small and larpe scale 
industri es is effective, and how do they i nteract, in complenwntary or 
compet itive ways? More broadly , what is a proper balance between capit a l
intensive and labor-intensive industries in countries at diffe rent st ages 
of development and with diffe rent size and population characte r istics? 
What are the implications of l2rge sca~e, capital int ensi ve patterns of 
industr ial investment for i odi 2gaQY! e~t r~preneurship, finance , business 
organization and t echnology? Ti1 ese a r e some illus trative is sues . 

'10. There is need for a more sys t emati c ana l ysis of instituti ons 
supporting SME development -- for technology, man~ge~ent, marketing , 
export pro~otion , product design, etc. , as well as various kinds of 
finance . What could be done almost immediately is a summary cf Bank 
experience in SME support , including criteria fo r judging institut i ona l 
effe cti veness, analytical descriptio~s of those support systems which 
are regarde·d as particu l arly st rong , and possible rneJ r.s fo r close r Linki ng 
of technolog ical assistanc~ with project app raisal in Bank DFC Lending 
with a view to taking greater account in such Lend ing of capital saving 
devices and p~ocesses . The ~odalitics of rural indust riatization may 
require separat e ~nJLysis : the nature of indust ri es suitab le fo r rural 
resource c:1do\/f:1ent s and ma rke ts , l inl:ages with agriculture, inf r·ast ructure 
rc>qufrement~ , poli:::~cs and institutiona l frJ;11e1.iork , etc . The case study 
appro2c h that bus often been used (e . g., 671-59) mJy hav~ to be supplemented 
by oi. he:1· Jp{:1 ::,:: chc~ to this problrm. 

II., 
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C. DeveloQin~_the_te chnol og ical _base . 

• I 

. :Y 

11 . Many countries, pa rticularly those classified as semi - industrial , 
are increasingl y interested in develop ing their own technological capa
bilities , r educing dependrnce on licenses and enhancing their adaptive 
capacit y. Te chnolog i cal ass istance to small industry , to be effective , 
may have to be lin ked to Rio activity of a simpler charact e r , especially 
in smal ler or poorer countries . Some specific projects are in process of 
discuss ion and design, and a few have been approved and are being imple
ment ed. Moreover , i n industrial sector work more attention is being 
given to thi s topic . For example , work on the engineeri ng industries 
is being stressed because they may have many desirable characteristics 
(e. g. , they tend to be efficient at small scale ; they tend to be Labor
intensive; the demand is highly income elastic ; they have strong bac kward 
and for~ard l inkages; there are definite export pos s ibilities; and they 
are an important "carrier" for technologica l change) . These characteristics 
need to be more fully demonstrated and conditions fo r successful projects 
established throug h research in depth on the policies, institutions , and 
methodologies for st r engthening i ndigenous capabilities in countries at 
different stages of development . 

12 . Possibil it ies of labor-capital subst ituti on a re under study i n 
the mech.:mical enginee ring indust r y, with spec ial reference to African 
condi t i ons (Phase II of R671-51) . Depending on the outcome of these 
project s , further s tudies of poss ibilities of improved project design 
in selected i ndustries may be indicated. 

13. It is recogni zed that resear ch on technology will require c lose 
collaboration be tween eng ineer s and economists, will have to be product 
and i ndustry specific , and poss i bly be conducted in a sequentia l manner . 
Hen ce , we cannot expect to mount a Large number of project s in thi~ a re a. 
Our main object wou l d be to influence the processes of project ·preparation 
and i ndustri~l planning by paying more explicit attention to the technica l 
fe asibility of capitzl - saving devices and processes. 

D. Fi~ancia l_ststems_and_indus trial_develoement . 

14. There is consi derable int e r action between the availability of 
finance and the pattern and d i rection of industrialization. Several topics 
involve i ssues that affect Bank ope r ations anc hence oay ·deserve at tention . 
The Bank has a long histo ry of lending to financial intermediaries . A 
fresh l ook is needed at the relationship between the gr owth of the se entities 
(and a l so capital mar::et and venture capita l ~nstitutions) and industrial 
growth requirements . What kinds of specialization are called for? What 
strains ar.d problems arise a t various st a£es of expansion and divers ifi ca
tion ? Wha t a~e instrume nt s and conditions for success? What alternative 
source~ of finance (for eign and domest~c) a r e available? What incentives 
aod policies will stimutate the right ki nd of fina nci a l sect c r developm~nt? 
Ho0 s~ou ld future Bank progr ams aim to foster such deve lopment? 

... •• /5 
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E. Pro9rammin9_models _i n_i ndustrL . 

15 . Thi s wor k got off slc~Ly and has had success in t he Egypt 
fertilizer model , the S. E. Asia and India models; it is in danger of 
being termi nat ed for lac k of wi de recognition of i ts potential practical 
applic ation . The r e is a whole "cascade" of moce ll inc;; w:::>r k that needs 
to be pursued: investment planning in a se~tor for a country; alloca
tion of output within firms in the industr·y (the locational aspects are 
important ) ; planning output within the fi rm; linking sector model s to 
obtain an economy-w ide mode l; inter- count ry locational mode ls for invest
me nt and output planni ng . A continuing effort is needed to avoid losing 
momentum. (See 670-24. ) 

F. Structure_and_pat te rn s_of_indus trial_growth_amcng_countries . 

16. This topical area has received a grea t deal of attention in 
the Bank , most notably in pro ject 671 - 05 . Another "round" of activities 
recently approve d, invol vi ng specia l case studies on Tur key and Ko re a, 
will use a newer and modified data system and wil l pursue pr ior country 
results ~o i nvesti ga t e compa risons in several di~entsions . Questions 
of a simi lar kind al so arise in the con tex t of Bank operational work . 

17. Decisions to support specific pro jects by the Bank are ~ade 
primarily on the ba s i s of ca lculations interna l to t he project and !he 
country (e.g., economic and financ ial rates of return). But increasingly 
there is awareness that in coun se ling several countries to pursue (or not) 
projects in textiles, pulp and pape r~ fertilizers, shoes , steel, etc . , 
a g lobal (or at least a regional) framework and consideration of dynami c 
changes are really required. Also the locat iona l aspects of new invest
ment have been brought up, specifically by the UNIDO Li ma targets; the 
FAQ has been conducting studies of the phased development of world pulp 
and paper resourc~s, and the subject i s receiving i ncreasing attention 
in various other conte xts . In order to have a solid basis for recommend2-
tions on industrial s trategy, the Bank shoul d undertake research on the 
relative development and Locations of invest ment in selected i ntermediate 
goods (as indeed it does now on a limited basi s) ; but, mo re importantly, 
the resear ch should investigate questions s6ch as: What a re the gains 
and losses in trade and marke t control? Wi ll the locationa l shifts lead 
to great~r or le sse r efficiEncy? What are the implications for invest
ment cr i t e ria and finance? What are appropriate Bank resporises and 
~pproaches in suppor ting specific projects in these products? 

G. Exoort_~otential_and_Qromotion .of_i ndust rial_oocds . 

18. This topical area provides the best example of overlapping 
inte rests in indus t ry and trade . Extens ive work has been done in the 
past , nctabl y on trade incentive sys tems, and further work is outlined 
in ihe memo on the work program for trade and commodities mentioned 
previously . This research has now reached a stage where it can be applied 
to particular country si tuations , as a basis fo r ass~5s i ng or devising 
specific operJtional po li cies/programs for e xport pr omoti on. The scope 

• • Ir., i 
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of the wor k will have to be tailored acco rdingl y. We have the West 
African studies (DRC) at one end , and the Turkey and Portugal examples 
at the other. Several other countries wi LL require fresh attention. 
We should also assess DFC Lending as a tool of export development , with 
a view to making it more effective . 

H. Policies_and_oro~rams _affecting_2ublic_sector_entereri ses . 

19 . Increasingly Bank sec tor missions undertake to review the 
performance cf public enterpr i ses and suggest policy and institut ional 
chang es to improve their efficiency . Public enterprises cannot be judsed 
on the same basis as priv~t e firms, and we need to develop an analyt1cal 
f ramework adequately to tackle this problem. Ou, capabilit y to provide 
pol icy advice in such areas as pricing and product mix , incentive and 
control mechanisms, fin ancial policies and socio-economic envi ronments 
needs to be strengthened. Another key area is the in s titutiona l frame
work for managing and controlling public sector enterprises - - what 
forms are appropriate under different political and administrative 
context s , e . g. , hotding companies as in many Western European countries 
or a Public Enterprise bureau as in India. 

J. InvestmP.nt_ap2raisal_methodolog~. 

20. The acquisition and precessing of dJta for shadow pric~ng and 
effective protection or domestic re sou r ce cost ·calculations can be time 
consuming and costly . Exploration of short-cuts and "second best" methods 
to determine how close they come to full-system results, how sensitive 
they are , how much time they actually save , etc . , would potentially be 
of significant benefit to the project analyst . 

K. Studies_undertaken_in_context _of_DFC_and_indust rt_lendino . 

21. There. are relatively few such studies (certainly less than, for 
exa~ple, in Educaticn or Rural Development) but in a number of cases, 
in diff~rent countries , they clearly relate to our operational concerns , 
e . g., textile sub- sector, char~:teristics of s~a ll industry sub- borrowers , 
t rade incentives and functioning of financial markets . Th~re is need for 
a more systemat i c review of what exists and of the potential for focu ssing 
the ~ttention of borrowers on key issues in their country c6ntext . More 
Oank staff suppo rt in starting the studies , and in reviewing their 1mpli 
cations and usefu lness , would doubtless be required to do this eff~ctive ly, 
and this may be a bott leneck ; but effective use of these external resources 
should certdinly be economic in the ·tonge r run . 

July 13, 1978 
IDFD 

.. , 
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Research on Industry and Trade : An African Perspective 
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I. Th is memo randum shou l d be r ead as a supp l ement to the general 
repor t of the Steering Group. The aim is t o r ev iew past Bank resea rch 
from t he standpoint of usability in African sett ings and to offer some 
comment s on future priorities. Let me hasten to add tha t the memorandum 
i s be ing written tn a great hurry and there has been ve ry 1 ittl e oppor 
tunity for reflection or consultation with colleagues. 

Pay-off from Comple t ed Research 

2. Although past research has 11ot treated the key questions for 
African indus tri a li za t ion, it has a lot of releva nce for these countries. 
For exe~p le , Bela Balassa's work on effective protection ano 01 ases in 
incentive systems is ve ry germane in countri es such as Kenya , Tanzan ia, 
Sudan, Zambia and Madagascar . An analysis of the exchange, tariff, t ax 
and interest rate reg imes from th is standpoi nt wou l d illuminate policy 
options. And ye t very few studi es of this kind have been made.~ Anothe r 
examp le is the work on capacity utilization wh ich c_;efincd alternative 
approaches fo~ diagnosi@g the phenomenoD of idle capac ity. This too is 
very relevant in East Africa where the problem is wi~espread and where 
stud ies of the causa l factors may trigger pol icy re fo rms . Few anal yses 
along these lines have been made so far . Yet anothe r example is the 
Chenery-Syrquin analysis of industrial patterns which provided a frame
work within which sector studies on individual countries could be con
ducted. Unfortunatel y, the results are not very robust for very low 
income countries (such as those in Sub-Sahara Africa). 

3. Three factors have interfered with the utilization of past 
research in East African countries. First, regional staff have not had 
the ti me to abso rb t hese findings and to apply them in the field . Support 
from the DPS has been available only on a hi gh l y selective basis. Secondly, 
our member countries are not well-endowed with we ll-trained, soptiisticated 
professiona l staffs with appetite for e iaborate ~e thodo logies. Finall y , 
statistical data are very sca rce; industrial surveys are infrequent and 
there are scarcely any reliable input-output tables or capacity utilization 
figures. Trade data are le~s scarce than industrial data. 

/a The exception is RPO 670-87 \vhich produced case studies in West Africa. 
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Obscrv~t ion s on Fu ture Pri ori ties 

4. It makes 1 ittlc sense to make new research sta r ts while the 
exi s ting body of knowledge remai ns consider ably under-utilized on account 
of the shortage of staff required to apply it in spec ific count ry situa 
ti ons . Presuma bly, senior management wi ll not all ow this anoma lous 
situat ion to continue. It can be corrected by (i) expanding substant ially 
the resources for country econom ic and secto r \-1o rk in the regional offices , 
(ii) increas ing sha r ply the sha re of DPS/CPS ti me devoted to suppor t of 
ope rati ona l miss ions with a correspond ing reduction in ti me fo r new resea rch, 
and (iii) i ncreas ing DPS/CPS staU .so that both ope rational support and 
research activity can expand . =· • 

5. There is recog nition now of the vast diversity tha t ex i sts among 
LDC s . The Af ri can count ri es are ve ry much behind a ll t he rest of the Third 
World in t erms of industri aliza ti on and econom ic development generally. 
They have low incomes, savings , sma l l populati ons scat t e red ove r vast areas, 
thin l aye r s of indus tri a l entrepreneu r ship and an ext reme sca rc ity of mana
geri al/admin is tra ti ve talent. It fo ll ows t ha t the key issues for indus t rial 
research in Afr ica wi ll be very different from those in othe r continents. 
Furthermore , to be rel evant and usable, industrial research on Africa wi ll 
have to be 'da ta-sav ing ' in character. It wi ll be a long ti me! before coun
tr ies in Sub-Saha ra Africa acquire the statistical base which ex ists now in 
East Asia, La tin America and the mediterranean a rea. To be usable in the 
1980s and 1990s , methodologies will have to b~ developed fo r Africa which 
rely much more on field visit s, structured in te rviews and li mit ed case 
studies than on econometric techniques and mode l s r equ iring we ll-organ ized 
censuses , sample surveys and cos t- account ing records. 

6. The imp lications of the spec ia l needs of Africa for future Bank 
resea rch priorities must be recogni zed exp licitly. Of course, this applies 
not only to indus trial and trade resea rch bu t to a ll 'resea rch . If measures 
are not ta ken to secure an appropriate ba lanie in the Bank ' s r esea rch port
foli o , the re i s the danger tha t we wi 11 have too 1 ittl e r esearch output \1/h ich 
i s ge rmane to key African i ssues and which is usable in data - scarce African 
settings . Our natural propensity will be to focus on issues wh ich a re 
" researchab le" , i.e. where available _s t aff can deploy fami I ia r too l s in 
situations wh ich are r ec1sorab ly we ll-~ndowed with s t.Jti stics. The rea l 
chall enge for r esearch managers is to avo id falli ng into this trap . Thi s 
will not be ea sy . At l eas t in the short- run, choices wi 11 be const rai ned 
by (i) t he need to complete exist ing resea rch projects or fellow through 
on a l ine of enquiry invo l ving a sequence of resea rch projects, (ii) the 
traini ng , exper ience and preferenc es of avai l ab le s ta ff , and ( iii) the 
haziness of a lternat ive methodologies usable in da ta-scarce situations. 
These constraint s , however, need not be binding over the medium and long 
run and resea rch strategy should be respons ive to the spec ial need s of 
Africa both in t erms of is sues and usab le methodologies. 
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7. Let me conclude by li s ting what rega rd as key issues in 
Africa which research on industry and trad e should tack l e: 

· a) While some countries have chosen the e tatist route to 
Industriali zat ion (i.e. use of parasta ta ls), others have 
allowed t ransnational corporations t o ente r freely. Both 
Instituti onal so luti ons arc fraught with problems . The re 
is need to def ine op ti ma l structures app ropr ia te to the 
history, ideo logy and other relevant cha racteri st ics of 
each country. Defore thi s can be done effectively at the 
country ]Gve l, hm-.,cve r ,· .i"t is necessary to undertake a number 
of comparative analyses of (i) the effic iency of pa rastatals , 
(Ii) regulation of parastatals by core ministri es , (iii) the 
efficiency of transnati ona l corporati ons , (iv) po licy to.,,1a rds 
pri vate fo re ign investmen t, and (v) or ig in and development of 
indigenous , private indu~trial entrepreneurship. To def ine 
the methodology for thes e studies will be. difficult and the 
Bank may not have the re levant exp~rtise. The r.eo- cl a~sicai 
econom ists will look wi th horro r at thi s resear ch agenda. 
And yet the substantive issue i s a crucial one . 

b) MosL countries have rathe r sma ll nati onal markets for manu
factur es implyi ng 1 imited scope fo r eff icient import substitu t ion. 
This may turn out to be a major hurdle unless (i) regional or 
sub-regi ona l ma rkets can be created, (ii) expor ts to wo rld · 
markets can be generated, despite the detrimenta l impact of 
re latively hi gh wages on compet itiveness of labor-intensive 
exports, and (iii) t echnolog ies can be identifi ed which are 
scale-neutral. A study of the future prospects for industrial
ization of Africa should dea l wi th t hese ques ti ons and provide 
a framework within which sector studi es in indi vidua l countries 
can t ake place. 

c) A number of Governments in Afr ica with a socialist and egalita rian 
philosophy are searching for patterns of indus trial development 
differen t from those charac~eristic of the now rich industri a li zed 
countri es or Eastern Europe or. the semi-industrial economies of 
Latin America and Ea s t As ia. As "l ate starters" , they wish to 
avoid the mistakes of ear lier industri a l drives . Bank research 
can make a contribution by deriving the lessons of the history 
of industri alizat ion re levant fo r 'l a te sta rters' . To be useful, 
such a synthes i s wil l have to draw on scholars fam ili a r with the 
Soviet and Chinese models as well as Singapore, Brazil, India and 
Korea/Taiwan mode ls . 

d) There is res istance within the Bank to explore the implications of 
11appropriate products" (see F. Stewart 's writi ngs ) although work 
Is unde r way on "appropriate techniques ". I have never understood 
the reasons fo r this resistance.If Af ricaA countries wish to strive 
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for egnl ita rian development Lhcy will want t o ques tion the 
appropriateness o f r ich country produc t s for s.:i ti !;fy ing the 
basic needs of Lhc population . The concept o f 11oppropr ia t e 
products' ' i s , of course, app licab le to poo r countries every
where but the ideolog ical c l ima t e necessa ry fo r imp lement ing 
policies to alter the product -mix ex i s ts especia l ly in some 
Afri can countries, e . g . Ethiopia, Tanzan ia , Angola and 
Mozamb ique . The implications o f thi s strand of though t for 
industria l policy need t o be drawn out afte r an empiri cal 
as sessment of the adve r se consequences of manufact ur ing or 
importing_ ! i nappropr iate -p roducts 1 

• 
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WAN 

I support Mr. Gulhati's memo of December 5 on the subject as practically 
everything said there applies to West Africa as well. I would like to add three 
additional areas where research would be useful for us: 

a) Labor costs in industry: Africa is often seen as an area where 
labor is "cheap." However, although nominal wage rates are, of course, low 
relative to those in developed countries, the actual cost to the firm, taking 
account of low physical productivity, rates of turnover, and other personnel 
problens may, in fact, be higher than ass umed. Furthermore, the i mplication of 
the cheap labor paradigm is that labor is cheap relatively to capital. This 
also requires further investigation at the level of the industrial firm. 

b) Our experience with DFC sub-loans to medium and small-scale enter
prises is that the capi tal cost per job appears to be higher in West African 
countries, especially in francophone countries, than in other parts of the world: 
we would like to know much more about this, especially whether the cif cost of a 
number of capital goods is generally higher than elsewhere or whether the distri
bution costs are the main factor, or what. Since exchanger.ates are usually over
valued r a ther than undervalued, this cannot explain the higher domestic cost of 
capital equipment. It would appear also that locally-manufactured implements 
are not particularly cheap. 

c) The question of the level and structure of interest rates in Africa 
is a general one. The prevailing view in Africa seems to be that interest does 
not weight much in industrial investment decisions and, therefore, it would not 
help much if, as we often propose, they were raised to more "natural" levels. At 
the same time, governments always strongly resist any idea to increase interest 
rates. An investigation on the response of industrialists to actual or hypothetical 
changes in interest rates (as well as better documentation on the effective cost 
of bank loans to firms) could help clarity the issue and · assist us in our dialogue 
with the countries. · 
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E. Bevan Waide , ,\S~v7 

Interim Report ·lf Industry and Trade Research Steering Group 

1. I would like to cot:!!llent fro m a Sout·n Asian pe r spective on some 
aspects of t he ·~ork described in you:- draft I:itc rim Report. In general 
terms, I think our indus trial economists need a supply of "alternative 
generating tool3" for their work in the South Asia Region. By this I 
mean tools and techniques which enable them t::i der.;onstrate to governments 
the policy ioplications and alternatives implied by the mix of current 
problems that t~e governments face. Examples of this kind of technique 
or tool are the DRC ratio, which by now is quite an ancient technique but 
is still very useful in establishing a dialogue with a government ~hich 
has hig~ly prot:cted and inefficient industri~s. It enables the economist 
to give the gov~rnm.ent some feel for the potential costs and benefits of 
maintair.ing the present protective structure or of liberalization . Other 
examples are, of course, the effective protective rate and effective ex
change rate in t he areas of tariffs and export ~roootion respec tively. In 
general then, these are the kinds of tools that would enhance the work of . 
ou~ industrial economists . 

2. A suoplementary device which would be of great .assistance would 
be comparative information en the experience of developing countries, and 
sometimes the developed countries, in the usE of various tools in various 
ways; that is, in the use of various policy clternatives. Here again, it 
would give our economists more strength and consis tency in ter~s of clari
fying for governments the probabl~ outcomes end effects--the cost and 
benefits--of tzking one of the choices that face them. As a case in point . 
your paper (Section D, paragraphs 10 through 12) describes several studies 
dealing with tte problem of small-scale indu~try and employment creation. 
In a number of South Asian countries (e.g., Iangladesh, India, Pakistan) 
the problem of poverty alleviation consists j_n creating off-farm (presum
ably industrial, construction, service) jobs for the masses of rural poor. 
Although we ha,e initiated some work of our c"-n, we are starved for ideas 
on how, practically, countries can prog.ress tn this area. As an institu
tion we take tr.e view today that the path 'to rural uplift is not to be 
found through " trickle down" as GNP slowly g1ows. Does the answer then 
lie, e . g., in n·.ore focussed efforts such as j ntegrated rural development 
progra~.s (in a regional planning framework?)'. Should public investment be 
redirected to fenerate rural employment (small-scale industry? investment 
in rural infraftructure? creating local indu!trial production and distri
bution capacit) for meeting basic needs?). :.nere are both broad conceptual 
questions as wEll as practical problems of dc:vising strategies, prograos 
and projects. Is there now a large enough bc•dy of LDC case study e>:peri
ence (success c.nd failure stories) for us to be able to draw lessons ·of 
practical use? 

3. A thtrd useful characteristic of any research should be that it 
lends itself tc• the preparation of backup support. For example, the 
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e:·:t ensivc \.:Ori: dor. c by the Dcvclop:::c:: t Res earch Ce:ntcr on dor.:es tic r e
s our ce cos t s in ~s t Afric3 ~.'.ls l ed t o a co~putc rized ~o<le l f o r Jna l ysis 
of uFC ca t c'.l . Lt •,:ill pro~ably be ?O:::si:J l e t o· collect da t .:2 fr c::: Sc~t h .\:,l.a 
i n s uch a ~~~nc r as t o u~e t hi s pro~ram. 

4 . An c t :Ce r ch.::. r .:ctE:d .s t ic of i:;1 :1k -:::esca r c:i~ which co•Jld r.c vc r-1 us e:-
f ul to us· ~o ul d ~e if it coul d co~pi le and disti ll res ear ch wo rk belnJ clone 
outs icE: t r:.: .... .:1:-:k , ar.d .:; ; .:J. i n t u:-:1 i:: i,.to useful t echnique~ .:me t ool$ . r ,:: : 
e:,:e.p le , .ll!::ost ~\'e!'.' y col.!n tr/ i n our Re; i on :-:.ns D. net:,·o rl·. c f public e: r-, ccr
pr i s es whi c la are E:ncount e r ing serious problecs of va rying kinds . Fron wha t 
we can s ee , i t would a? pea r t hat the current Bank research in thi s are:~ is 
consider ably behind t ha t be ing under t ak£:n by oci'a e r i ns t i t u tion!:: . I nc c:e:cl , 
so;:ie of t he eccn,mi s t s i n our m .;n nrca t:ave i n f a c t been i nvolved in rese2rch 
i nto publ ic en t erpr i ses and we do have SOQe ideas about app r oachi ng t he 
pr oblen. :Sut this en t ai l s pullir:g t ogeche r so .:r,e very useful wo r k which has 
be en done in r ecent year s by such ins titutions as t he .r~;1rv2.r d '.·:orksho? on 
Public Enterpris es and other s . To undertake t his kind of wo r k is an exces
sive l oad f or op,~rational pr ogr an or pr oj ect econon!is t s , end is the k~nci of 
work t hat should be done by r esear ch departments. 

5 . Our pl ea , t hen , is for r esearch which is es s ent ial ly "resear ch 
and developcent" of t echnol ogy for t he econoni sts i nvol ved i n Bank opera
tions . 1-le need t oo l s which enabl e us t o anal yz e adequat ely and ciemonst:race 
with clarity and some precis ion the alterna tives avai l abl e t o government s 
in various a r eas of industrial policy r anging f r om i ndustr~al or ganizat ion 
to managel!:ent , from licens ing procedur es t o t he financi al s truc ture . We 
need t o be sure ~ha t we ar e making sense and being consistent across t he 
Bank when we elu,; i da t e the inpl icat ions of al t2 rna t i ve policies to the var
i ous governnents with whom we deal. We need t o know t hat t he analys i s we 
are pr oviding aml the r eco~endat ions we a r e making a r e cons is t ent wi t h t he 
mos t recent r esearch done in these ar eas . We fet=l, t herefor e , that t he 
Bank 's r esear ch s :1ould be prin:ari l y a;:-.plied and no t " pure". Car eful r evi ew 
of available , ap:>licabl e res ea r ch may , Ho't-tev er, show some gaps , and th·ese 
gaps--insofar as t hey are pr eventing useful 8pplicat ion by t he Bank of 
t echni ques and p~inciples t hat could f ur t her our wor k--shoul d be filled by 
the Bank. To t hi s extent, then, t he Bank should l even its work on applied 
r esea rch wi t h so1!le "gap-filling" pure r esear ch . 

DWilliams / HPi lvin:hh 
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