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WOR LD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUfv1 
TO : Those Listed Below 

FROM. Bela 3alassa, VPD . 

SUBJECT Evaluation of Research Proiects on 
Industria.1 Llevelo_pment and- 1'ra(1e 

DATE June 13, 1978 

I encluse cl list 0f L2 ~~arch proj~cls which &re lo 
be evaluated by the external pa~el reviewing Bank research 
into industrial development and trade. Attached is a list 
(lists) of reports cited in abstracts and status reports of 
those projects for which you have responsibility. 

Please forward me five copies of each of these 
reports, excluding those starred, and all subseque1lt 
reports produced by the project. 

Please send all materials to Fl233 not later than 
c.o.b. Friday, June 16. 

Distribution: 

Messrs. L. Westphal 
R. Gulhati 
G. Pursell 
Y. Rhee 
A. Stoutjesdijk 
F. Moore 
P. Hasan 
A. C!-: '.-:,b .:;i 
v. P :c 2 ]-: 0. th 
D. Greene 
s. Robinson 
D. I<eesi:r.g 
D. ll.ndcrson 
v. Bhu·t-t: 
s. Singh 
A • Meeraus 

.AGelb:lt 



Research Projects on Industri ~ l Development 
and 1I'r2dc 

Date of Date of 1/ 
Project No. ResEonsibility lmprov ,·.: Completion 

670-01 

7 

19 

20 

21 

22 

23 

24 

25 

Develop02nt Strategies in 
Semi-Industrial Countries 

International Model 

Exp ~nsion in Manufacturing 
for Exports in Developing 
Countries 

Ind~strialization & Trade 
fol~cies for the 1970s 

B. Balassa 

B. Bc2lassa 

L. Westphal 

R. Gulhati 

Export Prci· .·.:.ion & Prefer- L. Westphal 
E:nC'.es: India 

Economies of Scale & Tariff G. Pursell 
Levels 

Scope for Capital-Labor 
Substitution in the 
Mechanical Engineering 
Inc.us try 

Yung W. Rhee 

6/71 

6/72 

3/71 

3/72 

11/71 

11/71 

Progr2rr~ing in the Manu
facturing Sector 

A. Stoutjesdijk 2/69 

Industrial Capacity Uti
lization in Selected 
Latin American Countries 

F. T. Moore 6/74 

4/6/76 

10/1/75 

12/18/74 

3/2/73 

No date 

Date of 
Evaluation 

10/2/75 

10/2/75 



Project No. 

670-54 

77 

79 

87 

95 

671-C5 

10 

32 

35 

51 

56 

- 2 -

[i,1 te o::-. 
Prc,j~ct Title Responsibility ~pnrov~~ 

Employr::cr.t- & Capital-Labor A. Stoutjesdijk 3/72 
Subs ti tut~ ,.m 

Financi~g of Small Scale 
Ir.dustry 

Econo~ic Development of 
East & Southeast Asia 

Induslcial Policies & 
Econcffiic Integration in 
WE:s:. .~\L-ica 

Industrial Capacity Uti
lizaticn 

L. Westphal 

P. Hasan 

B. Balassa 

A. Choksi 

Pat~~r~ s of Ir.dustrial V. Prakash 
Devclo;_-:-;.12n t 

Pro~otion of non-Tra- D. Greene 
di t::..01,:: l Exports 

A Con•.pa ra ti ve Study of S. Robinson 
the S0urc2s of Industrial 
Growth & Structural 
Chc1nge 

Ezport Incentives in 
Developing Countries 

Appropriate Industrial 
'I'ech::1ology 

Marketing Manufactured 
Exports 

B. Balassa 

L. Westphal 

D. Keesing 

4/73 

6/73 

6/73 

7/9/73 

6/75 

6/74 

5/75 

7/75 

5/20/77 

6/24/77 

Date of Y 
Como le ti on 

12/19/74 

8/27/74 

2/17/78 

6/30/77 

D2 .. te of 
Evaluation 

N/E 

9/30/75 



Project No. 

671-59 

65 

67 

68 

69 

- 3 -

Pro-ject Title 
nate of 

Responsibility Aporov~l 

Small-Sr3le Enterprise 
Develop,.1ent 

D. Anderson 

S2all F~terprise Financing:V. Bhatt 
Role of Informal Credit 
Market 

Effects 0 ~ Increased 
I nport s c f Manufactured 
Gc2<ls ~ran Developing 
Countrie:s 

S. Singh 

Key l~ s titutio~s an~ D. teesing 
Exp2nsion of M2nufactured 
Exports 

Capital I :c1rket Imper
fections . and Economic 
Develop.r.1.ent 

V. Bhatt 

10/77 

12/77 

12/77 

12/77 

12/77 

Date of!/ Date of 
Completion Evaluation 



WORLD BANK/ INTERNATIONAL FINANCE CORPORATION 

/ ( l I I / · / lr - \._ J?_.o-~ 

OFFICE MEMORANDUM 
TO: Members of the Industrial Development and Trade 

Steering Group 
DATE: June 14, 1978 

FROM: 

SUBJECT: 

Bela Balas sa , DRC \J\ 
Research in Industrial Development and Trade 

I enclose copies of the two lists prepared for the external panel on 
Industrial Development and Trade. The first of the two includes 
completed and ongoing research projects (RPO's); the second provides 
a partial listing of non-RPO papers. Please indicate any items you would 
like to add to the latter list, the purpose being to provide an indication 
of the policy ·and operational applications of Bank research for the 
external panel. The present list includes only items suggested by 
Larry Westphal and myself. 

Enclosures 
BBalassa:nc 



Research Projects on Industrial Development 
and Trade 

Project No. Project Title Responsibility 

B. Balassa 

Date of 
Approval 

Date of 1/ Date of 
Completion Eval uation 

670-01 

7 

19 

20 

21 

22 

23 

24 

25 

Development Strategies in 
Semi-Industrial Countries 

International Model B. Balassa 

Expansion in Manufacturing L. Westphal 
for Exports in Developing 
Countries 

Industrialization & Trade 
Policies for the 1970s 

R. Gulhati 

Export Promotion & Prefer- L. Westphal 
ences: India 

Economies of Scale & Tariff G. Pursell 
Levels 

6/71 

6/72 

3/71 

3/72 

11/71 

Scope for Capital-Labor 
Substitution in the 
Mechanical Engineering 
Industry 

Yung W. Rhee 11/71 

Programming in the Manu
facturing Sector 

Industrial Capacity Uti
lization in Selected 
Latin American Countries 

A. Stoutjesdijk 2/69 

F. T. Moore 6/74 

4/6/76 

10/1/75 10/2/75 

12/18/74 

3/2/73 10/2/75 

No date 



- 2 -

Date of Date of 1/ Date of 
Project No. Project Title ResEonsibiliti AEEroval ComEletion Evaluation 

670-54 Employment & Capital-Labor A. Stoutjesdijk 8/72 12/19/74 N/E 
Substitution 

77 Financing of Small Scale L. Westphal 4/73 8/27/74 9/30/75 
Industry 

79 Economic Development of P. Hasan 6/73 2/17/78 
East & Southeast Asia 

87 Industrial Policies & B. Balassa 6/73 
Economic Integration in 

r 

West Africa 

95 Industrial Capacity Uti- A. Choksi 7/9/73 6/30/77 
lization 

671-05 Patterns of Industrial v. Prakash 6/75 
Development 

10 Promotion of non-Tra- D. Greene 6/74 
ditional Exports 

32 A Comparative Study of s. Robinson 5/75 
the Sources of Industrial 
Growth & Structural 
Change 

35 Export Incentives in B. Balassa 7/75 
Developing Countries 

51 Appropriate Industrial L. Westphal 5/20/77 
Technology 

56 Marketing Manufactured D. Keesing 6/24/77 
Exports 



Project No. 

671-59 

65 

67 

68 

69 

- 3 -

Project Title 

Small-Scale Enterprise 
Development 

Date of 
Responsibility Approval 

• 

D. Anderson 

Small Enterprise Financing:V. Bhatt 
Role of Informal Credit 
Market 

Effects of Increased 
Imports of Manufactured 
Goods from Developing 
Countries 

S. Singh 

Key Institutions and D. Keesing 
Expansion of Manufactured 
Exports 

Capital Market Imper- V. Bhatt 
fections and Economic 
Development 

10/77 

12/77 

12/77 

12/77 

12/77 

Date of 1/ 
Completion 

Date of 
Evaluation 



For Industrial Development & Trade Panel 

Non RPO Papers 

Industrial Programming 

Choi, H. and Westphal, L.E., "Outline of the Mexican Plant 
Equipment Planning Study," November, 19, 1976. 

Westphal, L.E., "UNDP Proposal - Mexico Plant Equipment 
.Complex Design Study," March 14, 1978. 

Small-Scale Industry 

O'Mara, G., "An Econometric Analysis of the Role of Small
Scale Industry in Brazilian Industrialization, 
1949-1970," June 1976 • 

• , "The Role of Small-Scale Industry in Recent ----=--Brazilian Industrialization," April 1978. 

Trade - Empirical 

Keesing, D. and Plesch, ·p., "Recent Trends in Manufactured 
and Total Exports from Developing Countries," 
June 6, 1977. 

Plesch, P., "Developing Countries' Exports of Electronics 
and Electrical Engineering Products," February 14, 
1978. 

Keesing, D., Plesch, P., and Triner, G., "Developing 
Countries' Exports of Textiles and Clothing: Perspec
tive and Policy Choices," May 31, 1978 (first draft). 

Trade Policy 

Balassa, Bela, "Tariffs and Trade Policy in the Andean 
Common Market", Journal of Common Market Studies, 
December 1973, pp. 176-195. Spanish translation 
in Revista de la Integracion, May, 1974, pp.7-34 

, "Types of Economic Integration", in Economic 
Inte ration, Worldwide, Re ional Sectoral (Fritz 
Machlup, e. Procee ings o t e t Congress of the 
International Economic Association held in Budapest, 
Hungary in August 1974, London, Macmillan, 1976, 
pp. 17-31. 

, "Effects of Commercial Policy on International 
Trade, the Location of Production, and Factor Movements" 
and "Reply to Comments" by Tibor Scitovsky and Melwyn 



' .. 

B. Krauss in The International Allocation of Economic 
Activity, pp. 230-58, 270-74. (Bertil Ohlin, Per-Ove 
Hesselborn, and Per Magnus Wijkman, ed.) Proceedings 
of a Nobel Symposium held at Stockholm in June 1976. 
Macmillan, London, 1977. 

Balassa, Bela, "A 'Stages' Approach to Comparative Advantage," 
(forthcoming) . 

, "World Trade and the International Economy: 
Trends, Prospects and Policy", World Bank Staff 
Working Paper No. · 

, Policy Reform in Developing Countries, Oxford, 
Pergamon Press, 1977. 

2. 



WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Those Listed Below DATE: July 7, 1978 

FROM: Bela Balassa, VPD 8.~ --
SUBJECT: Arrangements for July 11-21· Meetings 

Please come to my office (1850 K St., N.W. at the 
corner of Kand 19th Streets, N.W., Room K-3411) between 9 and 
9:30 a.m. on July 17. The meetings will begin at 9:30 a.m. 
on: the same day. 

I enclose a copy of a note entitled, "A Medium 
Term Work Program in the Trade and Commodity Area", to be 
discussed on July 17. A similar note on research in 
industry will be available on your arrival. 

Distribution 

Messrs. A. Lindbeck 
J. Donges 
E. Bacha 

BBalassa:lt 

K. Parikh 
R. Nelson 
Jae-Ik Kim 
G. Bueno 



TO: 

FROM: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Members of the Trade Steering Group 

Bela Balassa, VPfu 

-

DATE: July 10, 1978 

SUBJECT: Assignments for External Review Panel 

1. I attach various items pertaining to your meeting with 
the Research Advisory Panel on Industrial Development and Trade. 
These include the bio-data of the panel members, draft terms of 
reference governing the panel's operations, and lists of the 
research output to be reviewed by the Panel. 

2. As you will see, the research output lists indicate 
the reports produced by projects in the area of industrial 
development and trade under the external research program. 
Beside each title are two sets of initials; these indicate 

· the two panel members assigned to review that project: 

EB Edmar Bacha 
GB Gerardo Bueno 
JD Juergen Donges 
KJI Jae-Ik Kim 
RN Richard Nelson 
KP Kirit Parikh 

The lists also indicate non-RPO output to be reviewed, and the 
assignment of such output to panel members. 

3. Unstarred items have been sent, or will be provided 
to the appropriate panel members, and the chairman. In 
addition, small ·folders containing information on the evolution 
of each project (proposal, status or completion report, abstract, 
etc.) have been sent. 

4. Please note that the meeting will now be held on 
Tuesday, July 18th at 9:15 a.m. instead of 9:30 a.m. and will 
be in the DRC Conference Room (K3700) instead of D958. 

Distribution: 

cc: 

Messrs. I. Frank, D. Keesing, P. Streeten, H. Hughes, 
S. Singh 

Messrs. s. Bery, A. Gelb 



• 
WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Those Listed Below 

FROM: Suman Bery, VPD tOt-,6 
SUBJECT: Meeting with External Research 

Advisory Panel 

DATE: July 11, 1978 

This is to confirm the meeting arranged between you 
and members of the External Research Advisory Panel on 
Industrial Development and Trade on Monday, July 17th at 
9:30 a.m. in the DRC Conference Room (K3700). The purpose of 
the meeting is to welcome members of the panel and to discuss 
the program with them. \ 

For information 
members and a copy of the 
their operations. 

Attachments: 

Distribution: 

I 
I attach the bio-data of the panel 
draft terms of reference governing 

I 

Messrs. B. Balassa, L. Westphal, J. Wood, B. Waide, 
S. ~ ,A.Gelb 

SKBery:lt 



World Bank 

Industrial Development and Trade Research Advisory Panel 

Chairman: Assar Lindbeck (Sweden): Professor Lindbeck was born 
in 1930 and educated at the University of Stockholm, Yale, and 
the University of Michigan. He is currently Director of the 
Institute of International Economic Studies at the University 
of Stockholm, a member of the Swedish Prime-Minister's Economic 
Council and a member of the Nobel Prize Committee on Political 
Economy. He has written extensively in macro-economics, on 
fiscal and monetary economic policies in Sweden and on exchange 
rates and stabilization policy. He has also served with the 
Swedish Government, as an Economist at the Ministry of Finance 
as well as at the Central Bank of Sweden. He is currently a 
member of the Royal Society of Sweden's Academy of Applied 
Sciences and the Econometric Society. 

Juergen B. Donges (Germany): Currently Head of the Development 
Economics Department at the Institut ffir Weltwirtschaft, Kiel, 
Juergen Donges was previously chief of the Institute's 
Development Planning Division. He is a member of the 
Scientific Advisory Board to the German Ministry of Economic 
Cooperation. He has directed research projects on less developed 
and semi-industrial countries. His publications deal with a 
wide variety of economic issues. 

Kirit S. Parikh (India): Currently Professor of Economics and Joint 
Secretary at the Indian Statistical Institute, Kirit Parikh 
previously directed the Program Analysis Group in the Department 
of Atomic Energy. He is a member of several National Planning 
Committees. His publications concern, mostly, science and tech
nology policies in developing countries and Indian fuel require
ments. Professor Parikh holds a doctorate in Civil Engineering 
from Massachussetts Institute of Technology. 

Richard R. Nelson (U.S.): Professor Richard Nelson studied at 
Oberlin College and Yale University. He is currently Professor 
of Economics at Yale. Prior to that he worked for the RAND 
corporation. He has also served on the U.S. Council of Economic 
Advisors. His research and publications range over a wide variety 
of economic issues, including growth theory, technological change 
and economic organisation. 

Edmar Lisboa Bacha (Brazil): Currently Professor of Economics at the 
University of Brazilia, Edmar Bacha received his doctorate from 
Yale. He has worked with the Brazilian Ministry of Planning, 
and in conjunction with the Chilean National Planning Office. 
His published works deal mainly with industrialization and 
trade policies, shadow exchange rates and Brazilian economic 
growth. 



- 2 -

Jae Ik Kim (Korea): Currently Director of the Economic Planning 
Bureau, Economic Planning Board, Korea, Jae Ik Kim previously 
worked in the Research Department of the Bank of Korea. He 
obtained his doctorate from Stanford University in Econometric 
theory. Dr. Kim has been involved in Korean economic policy 
and planning and has contributed particularly towards directing 
the development of the electronics industry. 

Gerardo M. Bueno (Mexico): Gerardo Bueno studied in Mexico then at 
Yale. He is currently the Mexican Ambassador to the EEC. Prior 
to that, he was Director General, CONACYT (Mexican Agency of 
Technology, Trade and Development Planning) and directed re
search at the Nacional Financiera. His major involvement has 
been with trade, technology and development policy. 



Draft Terms of Reference for Specialized 
Research Advisory Panels 

The panel has been established to review the research 

program of the Bank in the field of Industrial Development and Trade. 

This review should be conducted in the light of the objectives 

of the Bank's research program as they relate to research in 

the specific field. These objectives have been defined as 

follows: 

to support all aspects of Bank operations, 

including the assessment of development 

progress in member countries, 

to broaden our understanding of the deve

lopment process, 

to improve the Bank's capacity to give policy 
' 

advice to its members, 

to assist in developing indigenous research 

capacity in member countries. 

Given these objectives, the primary task of this panel 

would be to assess the character., quality and size of the 

research program in this field and to make recorcunendations to 

the management of the Bank regarding priorities for the next 

five years. 

The panel should consider the question of whether the 

research conducted addresses an important gap in the under

standing of the issues and whether the research design and 

methodologies employed are well formulated. In addition, the 

a 



panel should consider the relevance of Bank research to its 

operations ~nd policy formuiations as well as to the process 

~f dissemina~ion by the producers and assimilation by the 

consumers of research. 

2. 

Finally, the panel may also wish to consider aspects 

of cost effectiveness and efficiency in the conduct of the 

research program. 

• 
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Project No . 

670-01 

670-22 

670-87 

671-10 

671-75 

Project Title 

. Development Strategies in 
Semi-Industrial Countries 

Econoudes of Scale and 
Tariff Levels 

Industrial Policies and 
Economic Integration in 
West Africa 

Promotion of non
Traditional Exports 

International Trade Policy 
for the Development of 
Bangladesh 

RESEARCH PROJECTS OB IRDUSTIUAL DEVELOPMENT 
AND TRADE 

Incentive Policies; EconOllic Integration 

Responsibility 
Date of 
Approval 

Date of 
Completion 

Date of 
Evaluation 

·Balassa, Bela, "Tariffs and Trade Policy in the Andean Common Market", Journal of Counnon Market Studies, 
December 1973, pp. 176-195. 

------, "Types of Economic Integration", in Economic Integration, Worldwide, Regional Sectoral. 

------, !olicy Reform in Developing Countries, Oxford, Pergamon Press, 1977. 

Guisinger, S., Industrial Protection in IFC Projects, December 30, 1975. 

1. 



-Project No. Project Title 

;/ 
670-07 International Model 

670-19 ./hpansion in Manufacturing 
For Exports in Developing 
Countries 

670-79 Economic Development of 
East & Southeast Asia 

671-05 ,1 Patterns of Industrial 
Development 

671-32 v A Comparative Study of 
the Sources of Industrial 
Growth & Structural Change 

671-79 Sources of Growth and 
Productivity Change 

llESEAJlCB PROJECTS ON IIIDUSTIUAL DEVELOPMERT 
ARD TRADE 

Comparative Advantage; Trade Patterns; Economic Growth 

Responsibility 
Date of · 
Approval 

Date of 
Completion 

Date of 
Evaluation 

Balassa, Bela, "Effects of Commercial Policy on International Trad~, the Location of Production, and 
Factor Movements". 

------ , "A 'Stages' Approach to Comparative Advantage," World Bank Staff Working Paper, No. 256. 

2. 



Project No. 

670-20 

670-21 

671-35 

671-56 

671-67 

671-68 

. . RESF.ARCB PROJECTS OB IBDUSTRIAL DEVELOPMENT 
AND TRADE 

Project Title 

Tndustrialization and Trade 
Policies for the 1970s 

Export Promotion & Prefer
ences: India 

Export Incentives in 
Developing Countries 

Marketing Manufactured 
Exports 

Effects of Increased Imports 
of Manufactured Goods from 
Developing Countries in the 
United States 

Key Institutions and Expan
sion of Manufactured Exports 

Market Access; Export Promotion Measures 

Responsibility 
Date of 
Approval 

Date of 
Completion 

Date of 
Evaluation 

and 671-66 Effects of Increased Imports 
of Manufactured Goods from 
Developing Countries in Western 
Europe. 

Keesing, D. · and Plesch, P., "Recent Trends in Manufactured and Total Exports from Developing Countries," 
June 6, 1977. 

Plesch, P., "Developing Countries' Exports of Electronics and Electrical Engineering Products," 
February 14, 1978 

Keesing, D., Plesch, P., and Triner, G., "Developing Countries' Exports of Textiles and Clothing: 
Perspective and Policy Choices," May 31, 1978 

Balassa, Bela,''World Trade and the International Economy: Trends, Prospects and Policy", World Bank 
Staff Working Paper No. 282. 
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.RESEARCH PROJEC'l'S ON INDUSTRIAL DEVELOPMENT 
. AND TRADE 

Market Access: Export Promotion Measures 

Sharpston, M., "International Subcontracting," May 1974. Bank Staff Working 
Paper No. 181. Published: World Development, 4, No. 4, 1976 
pp. 333-337. 

• 

(contd.) 



.Project No. 

670-77 

671-59 

Project Title 

Financing of Small Scale 
Industry 

Small-Scale Enterprise 
Development 

671-65 
~ 

[ 

Small Enterprise Financing: 
Role of Informal Credit 
Market · 

671-69 

671-71 

capital Market Imper
fections and Economic 
Development 

Public Manufacturing 
Enterprises 

RESEARCH PROJECTS OR INDUSTllIAL DEVELOPMENT 
AND TRADE 

Credit Markets; Slla.11-scale ·Industry; Public Enterprise 

Responsibility 
Date of 
Approval 

Date of 
Completion 

Date of 
Evaluation 

O'Hara, G., "An Econometric Analysis of the Role of Small-Scale Industry in Brazilian Industrialization, 
1949-1970," June 1976. 

----·, "The Role of Small-Scale Industry in Recent Brazilian Industrialization," April 1978. 

4. 



Project No. 

670-24 

Project Title 

Progr811D1ng in the Manufac
turing Sector 

USF.ARCB PR.OJEC'IS OR IBDUSTR.IAL DEVELOPHEHT 
AND TRADE 

Industrial Progr-1.ng; Studies of Process Industries 

Responsibility 
Date of 
Approval 

Dat·e of 
Completion 

Date of 
Evaluation 

World Bank Fertilizer Requirements of Developing Countries. Report No. 446. May 1974. 

s • 
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Project No. 

670-23 

670-25 

670-54 

670-95 

671-51 

Project Title 

Scope for Capital-Labor 
Substituion in the 
Mechanical Engineering 
Industry 

Industrial capacity Utili
zation in Selected Latin 
American Countries 

Employment & Capital-Labor 
Substitution 

Industrial Capacity 
Utilization 

Appropriate Industrial 
Technology 

RESEARCH PR.O.JECTS OR IRDUSTR.IAL DEVELOPMENT 
AHD TRADE 

Capital Utilization; Capital-Labour Substitution; 
Technological Change 

Responsibility 
Date of 
Approval 

Date of 
Completion 

Date of 
Evaluation 

Choi, H. and Westphal, L.E., "Outline of the Mexican Plant Equipment Planning Study," November, 19, 1976. 

Westphal, L.E., ''UNDP Proposal - Mexico Plant Equipment Complex Design Study," March 14, 1978. 

Am.selem, Michel, "Technological Choice in Developing Countries: The Impact of Differences in Feder Crops. 

Cremer, J., "Planning Interdependent Production Processes with Increasing Returns to 
Scale: Some Theory and an Algorithm." December 1976. Ecole Polytechnique, 
Laboratoire d'Econometrie. 

Cooper, G., "Policy Interventions for Technological Innovation in Less Developed 
Countries," June 1976. 
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WORLD BANK / IIH[FlMATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 

'

TO: 

ROM: 

Members of the Industrial Development and 
Trade Panel 

Assar Lindbeck 

DATE: July 21, 1978 

SUBJECT: Schedule for the Next Meeting 

, 

... 

.' 

1. TI1e time schedule that we ag~eed about is: 

October 26: First ··draft sent to all members 
(including Bery) 

November 15: "Second man" sends revision of draft (made 
by "first man") to all members 

Obs.: Only section 3 of the first draft (dealing 
with specific projects) and recommendations 
in connection with this has to be revised 

November 30, December 1 and possibly half of December 2: 
Meeting in Washington, D.C. 

2. Members of the panel are recommended to arrange, in cooperation 
with Bery, private meetings with people at the Bank - either in connection 
with meetings in Washington or at any other time, or both • 
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Suggested organization of the papers 

for the next meeting by each participant 

(1) General comments on the research problems cf the Bank. 

(21 Connnents on research on trade and industry within the Bank. 

A.L. 
July 1978 

(3) Comments on the specific projects studied by each of the panel members -

organized in some systematic way. 

(4) Implications of points .Cl) - (3) for future research and research 

organizatio~ of the Bank 
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Division of labor among panel 

members in the scrutinization of specific projects 

A.L. 0 General points (20 pp) 

JD/KJI I Incentive policies (incL integration) (10 pp) 

EB/JD II Pattel'.'ns of growth and trade and 
comparative advantage (10 pp) 

KJI/GB III Export promotion and access to markets (10 pp) 

GB/RN IV Institutional reforms -- credit markets, 
small scale industry, and public enterprise (10 pp) 

KP/EB V Industrial programming for process industries (10 pp) 

RN/KP VI Industrial programming for non-process 
industries -- capacity utilization, capital-
labor substitution, technological change (10 pp) 

--- --- -



CHECKLIST FOR WRITERS 

(1) What has been learnt from the research in the Bank? Direct as well 

as indirect effects on the stock of knowledge (via influence on 

scholars outside the Bank as well). 

(2) Is there in the material that we have studied an indication that 

the knowledge outside the Bank has been transmitted to the Bank, 

and adopted for dissemination by various members of the Bank. 

Duplications? 

(3) The relevance of the research in the Bank 

a) for Bank operations/(i) lending, (ii) policy advising/ 

b) for developing and disseminating knowledge and paradigm3 

about the development process. 

c) for the need of the LDCs in their national policies 

(4) Has the Bank been engaged in "basic research"? 

(5) Willingness and ability of "operating people" of Bank to absorb 

and use research ("assimilation problem") 

(6) Involvement of LDCs in Bank research 

a) in initiating research of Bank 

b) in participating in Bank research 

c) in organizing research in the LDCs and/or in the 

training of researchers in the LDCs 

(7) The use of "outsiders" (non-Bank people) in Bank research; the 

use of consultants 

(8) The composition of research 

a) development of theory and methods vs. empirical research 

b) the degree of policy orientation of research 

c) choice (mix) of topics (problems) 

d) "academic" research vs "information gathering", 

assessments and forecasting 



(9) Criter~a used by the Bank when chosing projects. Constraints 

on research in Bank. 

(10) Reconnnendations on the basis of analysis above, for instance 

about 

a) size of research by Bank 

b) composition of research on fields, problems 

and methods 

c) procedures of hiring researchers 

d) dissemination and assimilation of research 

e) how to use "outside" knowledge and resources 

better 

f) how to make research more "relevant" - for what? 

(i) for instance, should the Bank be a 

"knowledge Bank" and not only a 

financial Bank? 

(ii) to what extent should the research of 

the Bank be subordinate to operation 

activities within the Bank 

(iii) should the Bank engage itself in "basic 

research" - to what extent? 

g) how much and how should LDCs be involved in Bank 

research? How? 

h) how much and how shall outsiders be used? 

2. 



• WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

' 
OFFICE MEMORANDUM 

~ . 

TO: Those Listed Below 

FROM: Alan Gelb, VPD ~ · 
DATE: July 27, 1978 

SUBJECT: Industrial Development and Trade Reports 

1. You are currently being sent numbered envelopes 
containing documents relating to Bank research into Industrial 
Development and Trade. The numbers of envelopes sent are as 
follows: 

Assar Lindbeck 6 
Edmar Bacha - 8 (includes material left at 
Gerardo Bueno - 5 
Jurgen Donges - 6 
Jae Ik Kim - 5 
Richard Nelson - 4 
Kirit Parikh - 15 (includes material left at 

2. These documents combined with those in the previous 

DRC) 

DRC) 

package, cover almost .all reports relating to Industrial Develop
ment and Trade, taking into account the revised project allocation 
among panel members. In one or two cases RPO output differs 
slightly from that indicated on the project folders and a few 
papers still need to be provided. 

3. The final-numbered envelopes mainly contain miscella-
neous papers relating to the panel and to Bank research, some of 
which you may already have. They may arrive shortly after the 
others. Certain panel members have requested additional 
material which will be sent when available. 

4. Please note that folders on projects 671-66, 671-71, 
671-75, and 671-79 are included where appropriate. These 
projects were not on the list of RPO projects previously sent 
to panel members. 

5 . If an envelope fails to arrive or if you do not have 
access to those in the previous package, please inform me. 

6. A few informal remarks on the contents of the RPO 
project folders may be helpful. The Abstracts are prepared 
by project supervisors to inform an external and Bank 
audience of an ongoing project's aims and objectives. Abstracts 
are only included in folders on unfinished projects. A more 
complete statement of the objectives, as envisaged when funding 
was requested from the Research Com,'lli ttee, is r,rovided in the 
Research Proposal. While projects are underway, ·project 
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supervisors are required to submit quarterly Status Reports 
to the office of the Research Adviser; these are a means of 
tracking the evolution of the project. 

When, in the superviscr's judgement, the project 
is considered complete, he is required to submit a Completion 
Report to the Research Com_~~tte~. Th.is document is inte~aed 
to provide a dispassionate view of the extent to which tne 
project fulfilled its objectives and to highlight aspects of 
its administration (e.g. relationship with consultants) which 
proved to be intractable or delayed its execution. 

Since 1975, at the request of the Bank's Board of 
Directors, completed projects have been required to be 
evaluated within one year of completion by panels internal 
to the Bank. Primarily, the project's output is evaluated, 
but evaluation attempts to also draw lessons on project 
administration and organisation for future reference. 
Normally, Research Committee members sit on the review panel 
but as the Committee's composition changes, these members 
generally differ from those involved in the original review 
of the Research Proposal. Evaluation Reports are included 
in the folders of projects which have been evaluated. 

AGelb:lt 

cc: S. Bery 
B. Balassa 
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INSTITUTE FOR INTERNATIONAL ECONOMIC STUDIES 

Assar Lindbeck 
Professor of International 
Economics 

StrHt address 

September 13, 1978 
AL/US 

To the Members of the Panel on Industrial Development and Trade 

Hello! 

Enclosed is a very preliminary draft of the first sections of 
Chapter I in ourreport (about "General points"). I would be 
most grateful for your comments. In fact, some of you might 
prefer to make detailed comments and suggestions concerning 
my draft as a substitute (partly or wholly) for your own 
writings on points 1 and 2 on the suggested organization of 
your own paper (i.e. "General comments on the . research problem 
of the Bank" and "Comments on research on trade and industry 
within the Bank). 

Best regards. 

Postal addreH 
Universicy of Stockholm 
Fiskarcorpsvigen 160 .\, 8th floor 

S.106 ?t STOCKHOJ.M 
SWEDEN 

Telephone 
OS· IS 01 60 

Cable address 
lllter~latio11.1 



A.L. 

1978.09.13 

Very preliminary draft 

CHAPTER I 

GENERAL POINTS ABOUT RESEARCH ON INDUSTRY AND TRADE OF THE BANK 

The general quality of research in the field of industry and 

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

both to university research and to research activites of non

university organizations, including organizations connected 

with the U.N. system. Thus, the basic problem of research within 

the Bank in this field is usually not the quality of research, .... 
but rather the use of research within the Bank and the~ of 

research produced by the Bank. 

When surveying the use and production of research ·within the Bank 

in the field of industry and trade, we have found it useful to 

classify research into five main fields: 

(1) Incentive policies (for firms) and economic integration. 

(2) Patterns of growth and trade, including changes in compara

tive advantage, . 

(3) Export promotion policies in the LDCs and access to markets 

in the DCs. 

(4) Institutional conditions and institutional .reforms. 

(5) Industrial planning and programming, subdivided into 

(a) process industries 

(b) non-process industries, 

including the ~roblem of capacity utilization, capital-labor 

substitution and technological choice. 



2 

It 1.s probably correct to say that the emphas is of the research 

of the Bank, quantitatively and qualitatively, has been on the 

fields 1, 2 and 5. Before trying to evaluate whether this has 

been a good choice of fields, and whether the research within 

these fields has been successful, it is useful to discuss two 

broader issues concerning Bau.< research, namely 

I. What "visions" of the development process 1.n the LDCs under

lie, and should underlie, the use and accumulation of research 

knowledge concerning industry and trade in the Bank? 

II. What principles should guide the division between import 

and production of research knowledge of the Bank? 

I. Consequences of alternative visions of the development process 

It is really impossible to say what type of research knowledge 

that is important for the activities of the Bank without having 

an opinion, or a "vision", on what the crucial factors are for 

economic development. When approaching this 

issue, it may be useful, by way of introduction, to distinguish 

between two alternative (extreme) visions of the development process 

of industry and trade: (a) a centrally planned process, either 

"physical" production planning (of Gosplan type) or central 

planning by way of central price fixing (Oscar Lange type plan

ning); and (b) a decentralized "search and allocation process", 

largely based on private entrepreneurship, but possibly also 

with a number of rather independent state firms. 
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The adherence to the first vision would make knowledge and appli

cation of large planning models for entire national economies a 

top priority. Obviously the Bank has not put much resources 

into acquiring research knowledge in this field - probably 

because most member nations do not follow this strategy of 

economic development, though elements of central planning exist 

everywhere. 

A more modest version of central planning would be sectort al 

planning for certain sectors, for instance where there are large 

. returns to scale and/or large externalities, such as in the case 

of infrastructure investment. With this approach to development, 

sectorjlal industrial planning and programming (field 5 above) 
J 

would be of high priority, which it has in fact been in Bank 

research. 

The adherence to a "decentralized" vision of eco~omic development 

does not imply the absence.of central ~olicies and planning, but 

rather an emphasis on policies that concentrate on institutional 

reforms and improvements of the system of incentives. On the 

basis of this vision of economic development, it would be logical 

to emphasize comparative studies of institutions and incentive 

systems, for the purpose of finding out inter alia how conducive 

alternative arrangements are for releasing decentralized 

initiatives. While research on incentives for firms (field 1 

above) has been given a high priority , the same cannot be said 

/") about research on incentives for households (employees); and 

even less so research on institutional arrangements (field_ It--} 
above). 

. 
Research knowledge on patterns of growth and trade (field 2 

above), by contrast, is probably of considerable importance -
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in particular perhaps for a broad understanding of the devel

opment process and for policy-making - in the case of both 

centralized and decentralized strategies to economic develop-

ment . 

As the economic systems of most LDCs are based on various com

binations of decentralized and centralized approaches to economic 

development, it is probably important that the Bank acquires 
' . 

research knowledge that is relevant for both types of strategies 

to economic development. As considerable research efforts 

have already been made, or are under way, in the Bank on in

vestment planning, growth patterns and incentives for firms, 

it is probably reasonable to recommend that the Bank in the 

future should give higher priority to the acquiring of research \ s ... :,.w, 
~~\.~. ~ / ro:owledge on problems of institutional .issues •<;d the system 

/
1 ~~. ~ o incentives for employees. 

l\~ ~\~ ~;;. ~h~ 
f-,)J, . 

The dichotomy between centraliz.ed and decent"ralized strategies 

to economic development is, of course, -not the only relevant 

one in the present context. The distinction between "ou;war il!' 

and "inward"-looking strategies is of course also crucial. 

As a great number of countries do follow an outward-looking 

strategy at the present time, research knowledge on "export 

promotion policies in the LDCs and access to markets in the 

DCs" (field 3 above) is certainly also important . for the World 

Bank. In fact, it is our judgement that difficulties of 

market access in t~e development countries may be a severe 

obstacle to industrialization in the outward-looking LDCs 

during the coming years. This makes research on access to 

markets, and. adjustment capabilities in the Des a crucial 
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issue in the future. Considering these problems, the possi

~ \ bilities of expanding trade in manufacturing between the LDCs 

also become a central issue. 

., 

We shall later turn to the question how such new emphases on 

institutional issues, incentives for employees, access to 

markets and trade among the LDCs, should be implemented. At 

this point only a short list of conceivable topics within 

these fields will be mentioned. 

For countries with strong elements of central planning, 

important fields of institutional research are probably studies 

of (1) how central planning in fact is pursued in various coun-

tries (rather than asserted to be pursued); (2) how alternative 

types of organizations of the planning and implementation_ proce

dures seem to pe.rform in practice, such as how different degrees 

of centralization within such organizations seem to work; (3) 

how central planning can be combined with decentralized ini

tiatives and innovation; (4) how state enterprises perform 

and how they can be reorganized, etc. 

For countries following a more decentralized, private enterprise

oriented strategy, relevant issues include the questions: (1) 

/ 

where individual entrepreneurs came from, and may come from 

· in the future; (2) to what extent, and how, entrepreneurs are 

restrained in their activities by various institutional con-

s train ts, such as cons train ts emerging from the poli tioal and 

administrative process; (3) how the markets for commodities, 

labor and credit in fact function, and could function - including 

issues such as the role of wage differentials and the supply 
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of, and reward to, risk capital; (4) how labor could be 

mobilized more effectively; (5) what the opportunities and 

obstacles are _for the entry of firms and for the possibilities 

of small and medium-sized firms to flourish and grow; and 

(6) how the processes of innovation function. 

For outward-looking countries, whether they emphasize central 

planning or decentralized market processes, access to markets 

in the DCs, including the issue of reallocation and adjustment 

abilities of these countries, and the possibilities and mecha

nisms of trade between the LDCs become important topics as well. 

In fact, we have in discussions with operating officers in the 

Bank got a strong impression that more information on such 

institutional and incentive issues is potentially very important 

for their work - as policy advisers, lenders and writers of 

country and sector reports. 

II. Production vs import of research results 

The next question is what criteria should be used when deciding 

what research to be imported and produced by the Bank, re_specti vely. 

It is tempting to try decide this issue on the basis of the 

comparative advantage of the Bank as a research urtit, and 

hence construct a "ranking list" of research areas in terms of falling 

comparative advantage - a list to be "cut off" at the point 

where the research budget of the Bank is used up. ·According 

to this approach, the choice of research fields of the Bank 

should be based on an assessment of the (relative) ability 

of the Bank to produce research - and hence of its ability 

to increase the total research knowledge in the world in the 
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fields under consideration - rather than of its internal 

demand for (use of) research. On the basis of this approach, 

two general conclusions probably follow: 

(i) that the research of the Bank, in the short run, should 

~~~~ be concentrated on fields where competent researchers are 

available within the Bank; 

(ii) that the Bank should try to standardize and publish 

statistical data and other information that is more easily 

availabel to the Bank than to other research organizations 

- covering both individual countries and world markets (for 

instance information about prices and volumes in world trade); 

and 

(iii) that the Bank should exploit its competence and informa-

tion to make comparative studies of incentives, entrepreneur

ship and industrial organization in various countries with 

different institutions and different levels and types of 

development. 

Conclusion (i) would suggest that the Bank continues with 

about the same kind of research as it has successfully 

pursued so far, while conclusions (ii) and (iii) would suggest a 

shift of emphasis to data compilation and comparative studies 

of institutions and the implications of these for development 

patterns. Other types of research knowledge of importance 

for the Bank should then - with such a "comparative advantage 

approach" - be imported. 
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However, a "comparative-advantage" approach of this type to 

research is certainly not sufficient. 

Firstly, the need of (demand for) knowledge in Bank operations 

cannot always be satisfied by importing research results (in 

the fields where the Bank has not a comparative advantage in 

the production of research knowledge), both because of the 

specificity of required knowledge, and because of the lack 

of interest outside the Bank for certain types of research 

knowledge that the Bank (needs) demands. Thus, in order to satisfy 

its own needs for research knowledge, the Bank has to perform 

a role as residual supplier of research in some fields. 

An application of this principle ("residual supplier of research) 

probably motivates , for instance , further studies within the 

Bank of effective protection and domestic resource costs, 

which seem to have been of considerable use, and interest, 

among operating officers within the Bank. The same holds to 

some extent also for research on investment programming of 

specific investment projects, particularly when these are 

related to Bank lending activities. However, the "residual 

supplier" approach to research also points to more emphasis on 

"institutional research", because of the involvenent of Bank 

people in "practical matters" in individual countries. 

Secondly, there are important "externalities" of research within 

an organization. The general level of sophistication of an 

organization, for instance in the field of policy advising 

and economic.surveys,depends partly on the general quality of the 
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researchers within the organization. Moreover, the presence of good 

researchers, like competent people in general, help to set 

standards of performance within an organization, which is 

particularly important in an organization that performs 

policy advising. In other words, the research of the Bank 

should not be subordinate only to the innnediate demands of 

the operating units of the Bank, but also to long-run consider

ations about the general competence of the Bank in various 

respects. An application of this principle suggests that the 

Bank should build up research competence in many of the main fields 

where the Bank operates - regardless of what division between 

import and production of research that would follow from the 

application of the principle of "comparative advantage" or the 

principle of "residual supply of research". 

Thirdly, the Bank should also be interested in the "externalities" 
. --

of its research on the research potential of the LDCs. The answer 

to that demand is, probably to organize more joint ventures between 

researchers of the Bank, "outside" scholars from the DCs and ------------
scholars and research institutions in the LDCs. 

Question: How should these three principles - comparative advan-

tage, residual supplier of research, and considerations to "ex

ternalities" of making research within the Bank - be combined, 

when the division between import and production of research is 

decided? 
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III. How to make import, production. and dissemination of 

research more effective and useful? 

Imeort_of_research_knowledge 

Considering the moderate size of the research budget of the Bank 

($ 10 million for economic research, of which$ Y for research 

on industry and trade), the bulk of resea~ch knowledge that is 

used within the Bank has, of course, to be imported - regard

less of the principles that determines the division between 

import and production of research. We therefore suggest 

that the Bank strengthens its capacity to import research 

knowledge in a systematic way. This can be done in several 

different ways. 

(1) By using more resources than earlier to summarize systematically 

research results and paradigms that are developed outside 

the Bank.' 

(2) To place people with research background in positions in var iovs 

uni ts ~-rithin the U.::tn!-:, so that rese'.l:-ch !::i.o,,:led;e c3::i. be inported 

not only via researchers of the Bank, but also "directly" by 

the operating officers. In fact, the biggest import of research 

knowledge probably occurs when a person with research background 

is hired by the Bank: knowledge is often most effectively imported 

"in the heads" of people already when they are employed, rather 

than by reading research documents or making research l~ter on. 
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Production of research ----------------------

Moreover, if the Bank 1n its own research activities 1s going 

to emphasize research on institutional issues, incentives 

for employees and access to markets in the future, 

it is of course important to hire leading researchers 1n 

fields relevant for such research. What this means concretely 

1s not easy to say. However, one obvious possibility would 

! 
be to hire some specialists on industrial organization, 

competition, entry and innovation. Specialists on "relevant 

aspects" of credit and capital market organization are also 

important if the Bank wants to put a heavier emphasis than 

earlier on institutional research. It is also quite likely 

that a broader social-science sweep has to be attempted, for 

instance to catch factors that influence the supply of 

entrepreneurship and the condition under which entrepreneur

ship is likely to flourish, as well as to penetrate the 

incentives systems for employees. Specialists on modern economic 

history and comparative economic systems could perhaps help to 

analyze time series data for individual countries and cross-

country data, for instance by making country comparisons and 

studying "success stories" and "failure stories". 

The choice of research topics of the Bank will probably 

always reflect the interests and background of "dominating" 

researchers in the Bank. This has certainly been the case in 

previous and current research activities in the Bank, as 

illustrated by the emphasis of research on effective protection 

and domestic resource costs (the field of Bela Balassa), the 

emphasis on studies of growth patterns (the field of Hollis 

Chenery) and the emphasis on investment programming (the field 

of Larry Westphal). However, if t he Dank with short notice 
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wants to move into new fields it is probably necessary to 

rely quite a lot on outside specialists ("out-house re s earch"), 

because of the "inflexibility" of the research competence among 

permanently employed people within the Bank. 

Dissemination of research 

If the Bank is anxious to use research knowledge - imported as 

well as produced - more effectively than before, it is clear 

that considerable improvements of the processes of "dis-

semination" and "assimilation" of research 

within the Bank is called for. In fact, one of the most 

striking findings of our interviews among people in the Bank 

is the enormous "gap" - one is tempted to say tension - between 

researchers and operating officers. It must be a major duty 

of the Bank not only to import and produce, but also to 

disseminate research in such a way that operating people do 

not regard the researchers as "an academic enclave" in the 

Bank, which at the present time often seems to be the case. 

The gap between researchers and operating officers probably 

depends on several different factors. For instance, operating 

officers are usually concerned with a much shorter time 

perspective than researchers. And they are interested in 

very specific "knowledge about time and place" rather than 

generalization. Moreover, the researchers do not - and in our view 

should not always - do the things that are irranediately relevant 

to operating officers. However, it is also obvious that researchers 

do not always communicate effectively even with operating officers 

that are know~edgeable and interested in research information. 



13 

Other operating officers are obviously not aware of, interested 

in, or able to absorb results of research or paradi gms supplied 

by researchers. 

To help solving these problems of "dissemination" and "assimila-

tion" within the Bank, several reforms suggest themselves. 

(1) To have more circulation of people between research and 

operating activities. 

(2) To pursue more joint ventures between researchers and 

operating people, both in operating activities and in the 

design of research. 

(3) To write, and circulate within the Bank, popularly written 

reports on research - both concerning imported and domestically 

produced research. 

To organize joint seoinars between researchers and operating 

\ 

(4) 

people - preferrably at a distance from Washington (with 

disconnected telephones!) to make undisturbed discussions possible. 

(5) Moreover, the employoent of more people with research 

background in operating positions would not only facilitate 

the import of research knowledge to the Bank, but also be a 

way of "disseminating" research knowledge within the Bank 

from researchers to the operating units. 

IV. Evaluation of Bank research on industry and trade 

(To be written on the basis of papers by other members of the Grou?,) 

V. Summary of. suggestions 

(To be written later.) 



10:00 a.m. 
[K-4209] 

~ -

12:30 p.m. 
[D Dining 

Room] 

2:30 p.m. 
[K-5110] 

4:00 p.m. 
[I-602] 

Schedule for Mr. Assar Lindbeck 

Tuesday, October 10 

Meeting with Messrs. Westphal/King, 
Development Economics Department 

Lunch with Messrs. King, Waide, Wood, Bery 

Meeting with Professor R. Baldwin, 
consultant 

Me 

and 



10:00 a.m. 
[A-613] 

11:30 a.m. 
[A-707] 

1:00 p.m. 

2q~ ,~ 
3:30 p.m. 
[D-428] 

Wesnesday, October 11 · 

Meeting with Mr. P. Hasan, Chief Economist 
East Asia and Pacific Regional Office, 
and staff. 

Meeting with Mr. El-Darwish, Assistant 
Director, Projects (Europe, Middle 
East and North Africa) 

Lunch with Mr. Gulhati, Chief Economist, 
Eastern Africa Region 

'7~ ~~I-(,< · /~~ /<~10-0 : ~~,Ej)~ 

Meeting with Mr. Gordon, Director, 
Industrial Development and Finance 
Department and staff 

L. , (,, ' , ..,/ 



q. I~-

10:00 a.m. 
[A-900] 

Thursday, October 12 

{ .. \ ...IA. 

Meeting with Mr. J. Holsen, Chief Economist, 
Latin America and Caribbean Regional Office 

cc: Mr. Bela Balassa 



EXAMPLES OF QUESTIONS ABOUT WORLD BANK PA.i.~EL ON INDUSTRY AND TRADE 

(1) What are the main reasons for making research in the Bank? 

(a) To contribute to knowledge in the world about th~ development 

process; "comparative advantage approach" then adequate. 

(b) To get the knowledge that i s needed for Bank operations -

knowledge that cannot be imported at lower costs to the Bank? 

"Residual supply of research approach" then adequate . 

(c) To create externalities, in 'the form of "sophistication" 

among staff of the Bank . 

(d) To help generate research capacities in the LDCs? 

(2) What are the possibilities of importing research knowledge 

rather than producing research within the Bank? 

(a) By employing people with research knowledge . 

(b) By systematically sut:llllarizing and disseminating impor-ted 

research kno~ledge within the Bank . 

(3) Are there overlappings with other UN organizations? . Is 

cooperation with other UN organizations possible and useful? 

(4) Is there a case for more systematic data collection activities 

by the Bank? How great should the responsibility of the Bank 

be for the data it publishes? 



(S) Are research reports read by operating people? Could they be 

induced to read them more? Are they worth reading for operating 

people? Is there any feedback to researchers? How much? 

(6) Is it possible to study the importance of research within the 

Bank by going through systematically some general reports by 

the Banks, possibly also some country studies, to see if the 

quality has increased over time? Should this task be suggested 

to the General Panel? 

(7) To what extent is research suggested by (a) operating people, 

(b) researchers with operation background, (c) pure researchers, 

and (d) LDC representatives? 

(8) Is it possible to get some impression how LDC representatives 

evaluate the research done by the Bank? 

(9) Is the Bank a suitable body for "institutional research" as 

suggested in my draft to Chapt. I? Or are there political 

obstacles for the Bank to pursue such studies? 

(10) Would it be a good idea to give research grants to researchers 

outside the Bank to get research on issues where the Bank itself 

is not the ideal organization for research - for instance in 

the case of highly sensitive issues? 

(11) Is "circulation" between researchers and operating staff impossible 

because of the rapid deterioration of research capacities of 

people when they do other things? 



(12) \{ill good researchers in fact ah,ays be something of an "ei:1.clave" 

because of the special features a~d long time horizon of that 

type of work? 

(13) Would it be a good idea to make a snall research division within 

each region - with good connections between these researchers 

both with researchers in the main research departments in the 

Bank and with the operating people in the regional offices? 

Sc~e of these researchers in the regional divisions will 

then QOSt likely move over to operating activities. 

(14) H8W i~portant is it to study incentives for employees - for 

instance incentives to acquire skills? Are wage rates 

flexible enough to create incentives both to acquire skills 

and to reallocate labor? 

(15) A~e the studies just started about access to markets in the 

DCs en8ugh, or should even more resources be put into that 

field? 

(16) Should the roles of the multinationals and free zones be 

studied more carefully? 

(17) Should sore studies be done about technology transfer? 

(18) Should studies of central planning, or sectorial planning, 

be given a higher or lower priority? 



-'/ 



I' 'f2• ~ . 

fv~( - ~l~~~ 
id)~~~~ ti~~~ 

OS\~~ 9 ~ ~ /r~· 
fttJ ~~ Al.AA ~.t. ~ ~ hrMJ<. 
~~,~~ -r-~ "lb.~ O.(t~-

L ~~~~Ft~ ~~1.o 
~~ ~ ~~~-Obfo 
~~ /Q~~ 
~~~~~ 

~ 
6,-. (]k1: ~ 4¥· t.ww ~ f~~ 

{i) 91 R_c ~ -/<l I LJ- u-dJ. 
u ~ <;~ (~ I I)_ ~ /(;_/ ~ 
ffU- \ 0 



~ 
~ ., OvJ.__ _W-~ lC ~Q~ 4:v~ ~/?..Jr 

i> ~~ . £tr.~ ~ 9-=~ 

!! ~c~~~F 





1-~-~~ 
ff[ ! l:_c.v..,£0 ~(k,w,., ~ .;__~k~ ct ~~ 

lb-~~ ~rm, 1~~' 
~ 1 ~ ~ f ti.;, J- ~ ~ ¥~ ~ 

!b M_ ~ ~ ~ ~~~ lvt~ {i£c: . 
!}eu ~p~. AiJ ~ -~ -

~ ~rJ~~~~-

r; ~f.~~~~7 
0-,,, '..1 f\..,h C>.Y ~ 

ffo:;J...~ ~~ 

~ ~~k~ -~~~w 
~ 

~,;~~¥~· 
~ )\JAlv¢k.._ ~~ 



-- ~w-.~ ~1A.A.,A UQ ·~ t.,..,. ,S 
-ffb-w i~ ~ ~ ~~ 
~ ff,· 

- fvw ~~ 

~~~~~~t'-

~ Clf11,_~· ~ l, ~ ¥ A. ~"--- 4-
-;r- 9.&~ ~ ' O,.M'-1--> ~ ~ 
~ ~fci~~ f1 i~-

(j) 



1#: ~~~~~ 
~AL/~ 
~~ w:;; ~ ~r,,e'i;_ 
~~~1 ~~ 
~ ~ uku-i'. ffj£i ,v.,..J.L).. ' 

~ ~ ~ _ lfl ifl_c ()JJ ~WN<.-
/ ~ l\,__ Jl)) r pJLh . 

-: C'.AY--o{!A-d- ~ ~~ N.d ~ 
J)f~ ~ Ut Ji --b~~ ~ 1-o 

~,.Jt.j_ ~' 4 



® 



~~~~ 

&~ ~<:~Wd ~~ 
~ ,,,_ --

. 

ft- t ~ ~k tl_d,_~~¥1- ~ !)~~ 
~ hAAlf -k ~ ~O,.(AA A~µ 

~ -~;: ;~ - ~~ ~~ ~ 
tMv~~ ~~ Iv~~ JL 

~Q}~~~~-
~ ~ i-.:: ~ i..::, 3 p1 

0~C i~A~ 
p /.u_;b vc: ,vu=-~ ( 
5 ~~~ 

&~~~~ 
~ ~ (?Jl.(\..A,. ~IA~ ~1,_ £ ~ 
~~ 
~~~~~ 
~ ts~ ~ ~t>._~ L 
~~ . ~ ~<Q~M~O 

~LA- ~.Jot:~-~~ 
k ~ ~ w,;u:_ ~ /I~ # v::.~ 
~ C,.4-_~ 1; ~~d ~ 



~ ~ ~~ ,; /A,_~lt~ 5?f:-~i.

~ ~ ~~·~~1~ ~~ 
~~ ~ "r¥-1c:_i_ ~ ~ . 
( /{iJJ ~ Q_ ~~ ---~~ 

- Llc_~ . 
~ cJ rt:J... ~o,i'._~ f-' W,,.~ ~ 

~ ~ ~ ~ (AA(A.A~. 

:t~~~~- ~ , 
'fr:~w QLrJ,,M.,.1/kfM,...c,' .1 ~U\,Nt... -~~ 
~~. J 



~Jlo~4-
~ ~1:-~1::~~~~ 

~~ &-~ - '~· 

~ i~~~.o.-~ ~1~ ~ 
J!Ai~-2 ir~. 
Te_4__~: '-~~ 

~~~~~ 
~ tt~ Jfk,_.., 



@'qA4; .., 2 .. " .~ 

L~~ ~ ~0.~t-~. 
b. ""-~ ~~' 
v~ ~ ~ /e:,,, Cu 3 ,~~ . 
~~~s 

G-i- i,;...."-1(-~£ o,,.,_,;ve,,_.,1 f.t - l,-N..Wvv....-, • 

(j],,.,,.A, ~ ~ ~ ,· 

()_ 'j_:~c i ~·r~u~i-~~ 
f ~ Wb\4. - ~~ ~ ~ ~ 'If~ 
~ /..; ~ J..43\AJ - . 

7~L.r fJ o. oU~ ~ ~ fA.,_,.,._ 

~~-~u.. 

I~ ~ WIYk. ~ dJ. (AL) ~ 
G ~~ r~ ~ ((,,,_..11 1-.,i -~ 
B ,, ~ tt ~ F~ ~ · 
~~ ~ w. ~ (k~s.,~.a.~ 
- ~~ DY-,- ~ . cL_Y~ ~ WUl_ 
NuJ~ ~ ~ £1.M:.,_ ~ 1 ~ . 



/Jr&~ ~~kaf>O~~~~br· 
~ fw,cfb.. ~- 14~ ~ ~f )--I~ 'f"• rS · 

Grdt~J, ~~ 
IT l . 
\l~ ,.,.,._ ~ IL-, /1.._ t.f~ ~AWAfW' 

,tr} ~ 

~ ~ LI ~~ ~· d,...,,,o ~w,,NY\P 

~, 

(j~ fu,,_ -bf»-~ ~ Ml'.W.. ,._ ~ ~ , 
~~tA ' 



lC_ , (W 

~~ ~' ~ . f~~ cj. ~~ 
9-w,.IM,t,u • /h__s b ~ cP;__~ di:.... ~t&t,& 

~· 
~~~~~I.,_ RA.tlw~ ~ ~ 

Ji 4k-A lh.Jy,.c.. ~ ~AA 1 

~M£iw.._ (NAN~~ . 

~ ~WL~ "kcu,, {j~"-~ ~ 
tv<1-~ ~ - (JJ 

~ t,.M.~ ..-Iv.; ')6~ ~' 
, ~ 

~ ~ i~~(dh,«,.. Wh-U k ~· 
-

/h,tr,- k ~ ~;a:~ l~~ -IN tw,_t,L ~ ~~ 
~, c~ w . <JiJ!:!±_ ~~ !Ji ~ 

/;ff_ !f:: ,~ ~ ~ {i,k,_ f~ &1""'(( ~ 
.., ' 



~~~~~~ 
l"JP!'~ .40,cu 

Qi,,~ I.A.LU: 4 1ito, .. .n,k, ~ ' 
Ii~ ef fk_ ~ nlu{ 1:_ ffM~ ft.S.. 
~ 11_ u~ ~.,:ok ~~ J-..'L&. . 



If~ hJ(' ffr- /!}. b,,.,.w/~ 

(!) ~. ~ ~u\c4 ~ 
r~ Q/v.k.i40.- ~, 

b-: w)-. Cu..... F """'-CL ( ~.) t,,.u_J • 

~fr'-~ fM- ~./vJ ~ . 

~ LIM:ri ~ ~ 1tH.. n ~~w 
~ ~. rp 

Jk.,;.__ le__st ~ ~ • ~~ 
~ ~-~C{" 

~ 
(!) &=~~ 

{i} ~M/ bvJL.~o ~ 
~~~ •, 

~ ~ f ~ J,,,,...,..,Jr 

[jJ_ l'j,· ~~C, • 4 
d!A-~~~ 



-
IS~ 

~"'-'--- '!r LJL ~ ~ t,,._,. iv-. ~ 

j_~ & ~SL-~ ~IA 

~~,' 

~ l 

U,. ~ ~~ ~+,:~lch 
G) ~~' 



~(~~ffrc-· 
C-«""'-~ (,.,vt"'~ (/ ~ 

-~ ~ ~ C(l(rJ-w~ 
CiJc. UNt~. 

~~.t::;~_-
tJJC-;f'/k!) ~ ~ W:t--

(k ~~ ~ ~ ~ ~ ~ ~ 
' 

,~ le_~ 
' 



....). 

~~2-~ 

w ~ ~~~ rori.s.... ~i~"~h 
~ I ' ,~---



~( 
~ 

:~ ~~~ ~r a/{-J, w- Lr 

w tcy ]dh.,U a.b,,, k ~M,, 

~~ ob ~ ~ C,L _l,,i;J;...; 
~~ ~ 2JJL,· 

~~ tZJ'h:~ r;:;;::_ ~ b i¥ 
~ldj_ 

w 
tiv-,th 
l~~ 

ft;\\ ?iJ 
JWf 
~ 



e 

• 



• 





Ir,~ rL~ ~ ~ dl-:';ii.:.~ Is~., 

~ ~l - 0..., ;-:-~ &,rrv- ' 
~{A[~~ k-f.f ~ 

t. tA .&IAA<b, ~u.1-~ [ ~ 

p~~ ' 
~ ~ ~ tv-.., i 1~ ~ 1-J- ~u-

t ~ ~: e.-.... ~ • l~~ 

lrk.1 ~M - :~ ·-



f/Lw_ 
C. .,, • 

~~ L R"&-, ~rv4 
.T~ ,~ !Mlb - ~~~ ~e~ 
~/rJ.d i!. lo o,-~..;..,,i ~ ~C-.t 



--]p~ 0-~ &~ ~fk~ 
lArM ~ ~ ff1¥ . . 

~ c,;:.. { o...k I,, o \ { (fu_t (l h.A.,.; ..__,._ Ci..-

l.J ~ Ltz -(J 
QL,I..L.,1vr,.,:;. .., ~ (~ ~ r1-
~ ~t,v, 



lk-f~· ~~-
u' Qi_,_ t ~Q ~ ff/._ <!.NIMV 

~~ ~~·~ u 
~~~-r~r~~ 
-~eMAA~~ WM<_ 

u~~~7:t~~ 1 
~l!~~~~k~ 
r£~~~~4~T 

~ih · ~~ &~tF){~h i ~-<-I i ct.& It)» k 'l./...r.l i Wl&, ,;- > 

~. Lu~ 2... - J ~~~~,. 
~ JlJ?IIAJf 1tvM, ~ ~ 1~b.. 
-./..- {Y~ fJl ~ t...:.t' I 







~ -~1;~: 
- 1J;:Si. ~ L.J.. +,J ~ ¥ ~,. ~t.. tr·~ f' ~ ~- ~l\M~1~, 



~LO tiN_ ~o.,.,J ~ 71~ ~· fM,,!~,e__ :.-- . J ~<,)~ J.,r ~ ~ , 
~ ~~ ~ dl-.:,JLk L.i. 

l
1,4_4g<Lfl>A.'1r,~ ~ ~~ .} 

~~~~i~~~ 
~ ~~G~~ 

;ttv-· ~ ~ -

&t~- ~ ~ \~ -~ ' W,4'~» 
~<Jr~~~~~ . 





~-~ 

..,..,.F\F,.__ ~ ......... < ~~ 

¥~~~ 
~~ ~a.MV-.. 

~~ C!°'"f~ ~ 
tf~ (»MW'f~ 3 ~~ • 

¢ <""ptJ&,Q !3Y&--~ ~~-



(L, (l .c_ . 6 ~v1c \ ( t.. , 

INSTITUTE FOR INTERN ATIONAL ECON OMIC STUDIES ~ Cl. 
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Assar Lindbeck 
Pro/tssor of lnterr.ational 
Ecor;omics 

~:,-;.....,.... .....::?._> -----

Strr-ct :1d.dress 

University of Stockholm 

To the Members of the Panel on Industry and Trade 

Hello~ 

(1) I assume that everybody has by now sent out his paper to 
all the other members of the panel (due October 26). 

(2) On the basis of these papers, I am going to make a new 
version of Chapter I, which I hope can be sent out in the first 
half of November. If corrunents on that draft are receivetj by 
me before November 23, I may be able to bring with me to the 
Washington meeting a semifinal version of that chapter. 

(3) Please remember that 11 the Second Nan" on each section 
should circulate a revised version of the evaluation of projects 
made by 11 the First Han11 

- not later than November 15. 

(4) It would be excellent if each_ member could bring with him 
to the Washington meeting a semifinal version of the chapter of 
the report for which he is mainly responsible. (I will try to 
integrate all general points in Chapter I.) 

Sincerely, 
/ 

, ) ~ -
. '/·,] -/-~...--L 

' / 
__/ 

Po,ul ,ddrrss 

S-106 91 STOCtHOLM 
Tclcphon< 
OS- IS 01 60 

C,b!e adJress 
lntcrrcl~rion~ 



Meeting with B.B. King, L. Westphal of Development 
Economics Department 

Westphal: 

King: 

Westphal: 

King: 

(October 10, 1978 - 10:00 a.m.) 

Question 1 & 2: Rationale of research 

Bank comparative advantage is in research directed 

at operational problems. Working in this 

environment alerts researchers to a number of 

practical issues which academics tend to miss. 

If primary justification for research is a,b,c. 

then dissemination has to be seriously undertaken. 

Problems with dissemination: 

{i) Overprogrammed research and operational 

staff. 

(ii) 

{ ... ' 111, 

Young research program_~' 

Additional burden on researchers that may 

alienate them. Have ito maintain a work 

program that attracts and retains 

interested staff. 

Not sure operational staff can articulate needs 

very clearly. Research Committee could 

commission state of art papers. 

But still assimilation problem. Doesn't lead 

operational staf! to internalize techniques. 

One mechanism is transfer of DPS staff to regions. 



King: 

Westphal: 

King: 

Westphal: 

2. 

Reverse flow from operations to DPS more difficult. 

Bank works with a rigid structure of categories, 

positions. 

On 'import' of knowledge, major mechanism is 

recruitment of research staff, done very 

purposively. Use of consultants dependent on 

adequate staff support···if ·results are to be 

assimilated. What happens to some extent is 

that a 'network' of consultants gets build up 

who are familiar with Bank needs, personnel. 

Question· 4·:· · o·ata 

Suggestions that Bank get into data area -

belongs in the 'Bank should do everything' 

category. Bank may have more of a role to 

play in systematizing and documenting 

existing data. Doesn't necessarily involve 

·acceptance of 'responsibility' provided caveats 

are explicitly registered. Compilations are of 

value even if of uneven quality, to raise izsue·s 

of uniform standards. 

Question 9: Institutional Research 

Defining new approaches to institutional 

analysis time consuming and difficult. Would 

need to do it in a context like the DRC -

freedom to define an exploratory and sustained · 



Westphal: 

King: 

Westphal: 
King: 

work program .. Don't see constraints as being 

political as much as financial (for survey work) 

and methodological. 

On occasion, political constraints do matter. 

Question 10: 

3. 

Bank cannot fully dissociate itself from research 

results financed by it. Also, a high overhead 

activity. 

Question 8: 

Difficult to get an idea. 

Question 5: 

To a surprising degree, yes. Reports are 

initially glanced at cursorily, filed for later 

reference. 

Question 3: 

Have not found cooperation with U.N. organizations 

very fruitful. 

Questions 12, 13: 

Notion of DPS as an enclave depends on who you 

talk to. Innate conflict between regional need 

for DPS manpower and DPS desire to work out 

its own research program. Also have a problem 

with research resources being taken off for 

policy work. 



4. 

Meeting with Robert Baldwin, October 10, 1978, 2:30 p.m. 

Baldwin: 

Poor referencing system for papers in Bank: hard 
to know what unpublished research has been done. This 
should be improved. Also, a tie-up with university libraries 
would help researchers. Computer system very slow. 

There is a problem of good researchers being syphoned 
off into "speechwriting" and such activities as the WDR. Much 
time is taken up with defending research. To obtain research 
funds, one has to know the "insiders" and to contend with 
bureaucracy. Researchers need to be left alone more and 
shielded from everyday operations. A good model would be the 
Federal Reserve. Decentralisation of researchers might help 
to avoid their co-option into other activities. 

Need outstanding visitors (like Little, SrinivasanY 
to stimulate ideas and more seminars and workshops to create 
better research environment. Bank does not exploit its 
situation in W~shington in this respect. It has a comparative 
advantage for data-intensive studies. 

A large organisation like the Bank should take a 
long view of the fruits of research and should be prepared 
to take some chances. Research should not all be tied to 
its own operations. Operating staff have unrealistic 
expectations of the immediate applicability of research. 
In this respect, the experience of multinationals in 
separating their (successful) research establishments from 
their operations should be noted • 

• 
October 11, 1978 



Bhatt: 

Meeting with Mr. Bhatt, Public and Private 
Finance Division (October 10, 4 p.m.} 

Bank research currently of three sorts: 

Ci} Frontiers of science 

(ii) Technique oriented 
...... 

(iii) Problem oriented 

s ... 

Bank's research ought to be primarily (iii), but tends 

to be largely (ii). Problem-oriented research involves inter

play of institutions and behavior of economic agents. Change 

in institutional framework can be much more powerful than 

relative price changes. Regard fiscal aLd financial structure 

as powerful and pervasive instruments. Need to adapt developed 

country practices to LDC circumstances: e.g. expenditure tax 

instead of income tax. Need to look at technology, marketing 

problems of small firms. Could link financial institutions and 

technology policy. 

Bank research ought not to be constrained by criterion 

of 'researchability'. 



Hasan: 

Meeting with Mr. P. Hasan, Chief Economist, 
East Asia and Pacific Regional Office 

(October 11th, 10:00 a.m.) 

6. 

While region not interested in research per se, work 

on industry and trade of great importance. Find 

comparative analyses useful, e.g., to assess whether 

Korean industrialization .has -been unduly 'shallow'. 

Have also benefitted from work on projections of 

manufactured exports from LDCs. Our region was 

instigator of Kees1ng work on this issue. 

Factual documentation has been important in 

revealing concentration of countries, of product 

lines. Has led to emphasis on market access in 

WDR. Need to continue and to expand. Need 

assessment of future prospects. Need to get -a 

focus on issue of shifting comparative advantage. 

Would like somebody to_~hink about 

extrapolating from past to future. How much 

likelihood is there that the orderly growth of 

the last 25 years will continue into the future. 

What is the implication of this for trade patterns 

and policies. These are our major strategic 

questions and we don't get much answer from 

existing research. 

We see industrial policy issues too much in terms 

of trade policy and don't pay enough attention to 



Hasan: 

7. 

other determinants of internal efficiency. Have 

concentrated too much on importance of relative 

price distortions in choice of technique. 

Institutional analysis best done by local research 

institute. Absurd to do it from here. Have to 

worry though about getting them oriented to 

working on right problems. 

Gestation period of current research far too long. 

Regions lose interest. As a result researchers 

in their turn work primarily on methodology rather 

than 'central issues'. 

More need for digest of research results. 



8. 

Meeting with Mr. El-Darwish, Assistant Director 
for Projects, Europe, Middle East and North 

Africa Regional Office 

El-Darwish: 

(October 11th, 11:30 a.m.) 

Do not get guidance on strategic industrial choices 

from research: when to go into steel, metal 

fabrication, machinery, etc. Feel more confident 

that we understand system of industrial finance 

than industrial structure per se. Information on 

individual processes would also be helpful. 

Balassa has given us some help in sequencing of 

investments through his 'stages' approach to 

comparative advantage. 

Lunch with Mr. Ravi Gulhati, Chief Economist, East 
Africa Regional Office {October 11th, 1 pm) 

Support of LDC research institutions has been 

honoured in the breach rather than actuality. 

East Africa region would like to know how to 

analyse performance of parastatal {public

sector) enterprises. 

Would also value guidance on how to analyse, in 

advance, the desirability of entering a whole 

complex of industrial investments,: e.g. car 

manufacture. What can one say about: linkages; 

learning by doing, multiplier effects. 



Hughes: 

Meeting with Mrs. Helen Hughes, Director, 
Economic Analysis and Projections Department 

(October 11, 2:15 p.m.) 

Question 3: 

9. 

U.N. experience varies. 

better, ILO better yet. 

UNIDO worst, UNCTAD slightly 

Questions 1 and 2: 

The knowledge the Bank needs ought to be highest 

priority for research. 

The Bank does a poor job in importing existing 

knowledge. 

Topics for further research: Adjustment assistance 

in developed countries. Problems of entrepreneurship, especially 

in public enterprises. Need to move toward less quantitative·, 

more institutional analyses. Diminishing returns to analysis 

of trade policies and their effects on industrialization. Need 

to devise a framework for thinking about intra-LDC trade. 



Waide: 

Meeting with Mr. Bevan Waide, Chief Economist, 
South Asia Regional Office 

(October 12th, 9:15 a.m.) 

10. 

See justification for Bank research in terms of what it 

does to further Bank institutional objectives. Bank's 

task is to assist development in LDCs. In order to do 

this Bank needs to stay in existence, and to build a 

reputation for competence. Bank research helps to 

build Bank's credibility as an employer and as a multi

lateral institution. Helps to attract good staff, even 

for mainstream operations. Helps to establish Bank 

profile in World. 

Research that is useful to operations is, firstly, 

research that enables Bank to remain professionally 

up to-date. Esentially digestive research. Should be 

job of researchers to identify themes in current 

developments which are of interest to the Bank and to 

provide judgements on the relative importance of these. 

For example in late 1960s there was a debate on how 

much attention Bank should pay to emerging literature 

on project evaluation, how much effort it should 

invest in improving its own appraisal techniques. 

Researchers had an important role to play in convincing 

Bank of importance of issue. Similar example is 

increasing use of country modelling in Bank work. 

Selection and dissemination of research is an appropriate 

'research' function. 



Mr. Waide: 

11. 

By contrast don't know if Bank has a comparative 

advantage in filling gaps, contributing to 

knowledge in the world. 

Would reverse trend of concern for income 

distribution •. Has been useful, but has gone too far. 

Work on industry has been 'hijacked' by trade 

forms. Don't work enough ·on domestic 

industrialization processes, nor on industrial 

organization. Would like to know more about: 

Development of managerial elites, 

managerial culture. 

Lessons of East European industrialization. 

Obstacles to entry anJ exit of firms. 



Holsen: 

Meeting with Mr. John Holsen, Chief Economist, 
Latin America and Caribbean Regional Office 

(October 12th, 10:15 a.m. ) 

· Questions 1, 5 

12. 

Don't gain much from current Bank research. Mostly 
···. 

irrelevant to our decisions. Also, techniques 

pioneered by research are labor intensive rather 

than labor saving. With current staffing find it 

hard even to use existing techniques. This is also 

true of research projects aimed at improving country 

analysis. Main constraint is absorptive capacity. 

Find descriptive rather than analytic work more 

helpful, e.g. surveys of industrial organization 

and structure. Priorities would be work on public 

sector investments: efficiency and financing; work 

on export promotion. Don't regard work on 

entrepreneurship as very helpful. 

Question· 4: 

Do not see Bank as producer of data; more as 

consumer. Can see limited role e.g. in standardiz

ing definitions of manufactured exports, reconciling 

trade and country data. 

Question 7: 

Don't have time to dress up research proposals for 

Research Committee. Too much emphasis on innovative 



Holsen: methodology, not enough on problem solving. 

Perhaps Research Committee could move to a 

'double standard' for Regional submissions 

compared to DPS. 

Question 8: 

Depends on who you talk to. LDC academics would 

probably be favorable; governments probably 

unaware. 

Question· 10: 

More important to exploit comparative advantage 

of Bank than to farm out research. 

Question 11: 

Not 'impossible' by any means. But does depend 

importantly on how research is defined, what kind 

of research you want done • . 

Question 12: 

13. 

Related to 11; could hope to lessen enclave nature 

of researchers but depends on kind of research 

they're set. 

Question 13: 

Endorse 'in-house' sabbaticals or small research 

division in regions. 

Question 14: 

Have some evidence on importance of this in 

Jamaica. 

Question 15: 

No strong opinion 



Holsen: Question 16: 

Case studies of free zones would be useful. Being 

asked to give policy advice. Would like to know 

more about multinationals. 

Question 17: 

Should find out more about what's being done else

where than starting our own·-work. 

Question 18: 

Would prefer more work on public sector investment 

planning, not on macro central planning. 

14. 



Gordon: 

Moore: 

Gordon: 

Meeting with Mr. Fred Moore and Mr. David Gordon, 
Industrial Development and Finance Department 

Question· 1: 

From stand point of this department {b) is 

the primary objective of research; however 

{a) is also seen as important. 

of lesser importance.···. 

{c) and {d) 

Have used some research in past: e.g. find 

use for effective protection work; have 

been able to 'sell' fertilizer model to 

Fertilizer Corporation of India. 

Research in the past has been too supply 

determined. But closer interchange now. 

Would like more work on entrepreneurship; 

typologies of industrial strategy; short 

cut approaches to shadow pricing. 

Institutional research important; currently 

covered ad hoc in a mission context. 

Meeting with Mr. Leiserson, Chief, Employment and 

15. 

Rural Development Division, Development Economics Department 

Basic labor issues related to industry and trade: 

process of skill acquisition. Management, deployment of labor 

in modernization. Role of government as principal employer. Has 

profound effect on wage structure, orientation of educational system. 
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1-~ \ 
A Researc~ ·of Ban!r ~esearch on ·Programciing· in the 

Manufacturing :3ector - ---- - --··-

1 In tr.educ ti O_!! 

The r esearch procrnc carried out under the heading 

"Programmi ng in the M&11ufacturing Sector11 {Eef. No . 67C- 21J:) 

has dealt with the problea of investcent planning in indus-
. / 

tries ch~racterisetl by increasing returns to scale. It 

focuses on_ :i.mprov'-?d rnetl10ds for selecting investcent projects 

from aoong the many alternatives in size, timi ng, location, 

technology and output oix. 

A nuober of research reports and ~onograptls are 

expected from tcis program. The list of reports/draft 

reportswhich wer~ studied for this review ere given in annex. 

1. 

l-Je first SUIJ!!iarize the major theaes antl i.::nport:mt 

results of the res:?arch prograc ond. then comment on t:i:!e 

quality and usefulness to LDCs and to Bank. Finally sooe 

sug~estions ere given for possible future directions. 

i ,~r,..le>. ~{ ...... 

Ct,lt . 

(:,' C "·f ..... ~ ! 
/ 'o-, 1 1~' 



2 

2 The Nature of~ ~.:.!£!! 

The major themes focussed upon ·by the research prograc . 
have been as fol lows : 

Importance of interlependence due to iucreesing returns 

Extent to which sue~ interdependence affect project 

selection cnG planning for the development oi a sector 

and offer sc~pe for co-oper&tion eLiong the countries 

of a region. 

These issaes ure explored within the context of specific 

investment 9lo.nnine; prcblens in two sets of eupiricul studies, 

one set dealing with. what is ter.:.ied as "process inrl.ustries" 

and the otter with "non-process industries'' (T11e terns are a 

bit confusing particularly as the models for both are described 

as process analysis nodels}. Th~se industries characterised 

by a mnnufacturisi_ne process strea.c which is core or less 

continuous, bas a licited number of processes n.~d where the 

cost of carrying cicl-str;;.e.m inte:~'l:leciiate products is large 

are teroed process industries. Exan;ples of such industries 

are gas tre.ns~is3ion, fertilizar, cenent, etc. These industries 

also he.Ve a lioited number of products whicI: 3re cc.re or less 

unif~r...::.. 

•' 



., 

3 

The" mechanical engineeriD:£ sectcr on the ot!ler hand 

has a variety of products and processes and the sru:ue pr ocessing 

equipment can be use~ for t:1aI1ufacturir..g many different products. 

Such industrier. are termed :tnon-process industries" . 

The stutlies carried out for the planning of the ferti

lizer sector in Egypt and in ..!..:.st Lfrica have explored the 

choices of tech..~olOGY size, location, transport, product and 

trade. The East Lfricnn study has in addition explored in 

quantitative tamz the gains frou:. co- opere.tion in fertilizer 

sector devel opment for the t hree countries of t~e regicn 

{Uganda, :Kenya and Tanze.aia). 

The otuc~y of the :::r.or.:an l1lechanical Engineering sector 

~as exploren the gains from pl an,iin3 si::.r~ltruieoasl y t~e supply 

of a large number of productD (120 endoeeneous iteos) . The 

goins in the econo~ics of do~estic prcduction are derived 

frou selection of technique end sct,le of protluctio:.:1 taking 

into account possibilities of s~oring capital equipuent for a 

veriet;r of proc!ucts, ao elso, tl::,~ posnibilities of domestically 

producing on a l aree scale inten:iediote goods used inn nuobe~ 

of products . The ir.iport er do~estic producti~n decisions are 

taken after considering the effects of such sector-wide 

interdependence . 



Both these sets of st· -!ies have used mix~d intager 

programming aodels in a fixed chaTge f ormulation to account 

ior eccnooies of scale. Wbereos the formulati :-;ns o:f the models 

for the fe~tilizer sector are conventional and struight for

ward the codel for the oechanical engineering sector is not 

easy to formulate in t~e conventional way. ?robleos of 

appropriate description and specification of products and pro

cesses hcve to be faced. This itself poses e not on insigni

ficant problem. 

Eowever, the mnjor pr~bler:! in these studies c:.pa:.-t free 

the cc~siderable efforts and time that usually go into data 

collection and organisation, b.~s b~en the proble)j) of obtaining 

solutions of the oix~d integer progr0.C1I:1ine; ~odels with a 

large number cf i11te3:er variables . A nUi'..1ber of procedures 

have been _developed t-:> elin:5.ne:te throU[;h si.:iple e.n~lysis a 

nunber of integer vnriables vii:lich repr·Jse;iteC:. ~econoz:!ical 

chviCGCr to reduce the size of the proGrru:.ning model. 

3 Icportant Eesult~ 

Apnrt fro~ the S?ecific sector dcv~lop~ent planG that 

energe froc these sector studies, t~c7 i:ave also prcviden 

so~e insights int~ the nat~e cf tec1n.Jlogy end its conscquaaces. 

(a) Si.:,;:nifica.r..t eccnot:ics of scale are present in produ

ction ectivi ties end t;1C.t th~r~ ic c ~.:::,cl d(?al of potenti~l 
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interdependence within the s7stera as a whole. 

(b) The cost of cocplete neglect cf interdependence 

in CilO~sinc ~etween prod~ction and icports in . thepart of the 

mechanical engineering sector of :Korea that wes st;,,.died, 

increase sector-vide total .su;ply cost by core than 3 percent 

of total vnlue ad.ded for the limited num"'..:.er of .products involved 

in the study. 

(c) The absolute cost of neglect of interlependence is 

by no oeanstrivial and is well ebove cost of conductir!G stu.d.fos 

that account fer inter~e~endence • 
a ; .'\ • I • •. . J f" ~ .. · .. • • ,,. •• 

,> - ....... " ..... ,-J , .. .., - - ,t- ,._ 

(d) For particular prod~cts , the conventional b8nefit 

cost anelysis wl;>.ich ne6lects interdependence, ·. pa7 gi Tre wrong 

results when the products are a part of e sector that exhibits 

interdependence. 

(e) The use of proerru.:n:1ing models hel~ in ovaluntin.~ 

the consequences of alternntive pol icies. The c~st an~ or 

benefits of particul ar ~")Ol icies cay be si~nificnnt. 

(f) Progr&l!Jing J:1:)dels provide a t -:;d to esti:..1cte t~e 

benefits of reei~nol co-operati ~n to indi~idual countries a..~d 

help in desie_ning 1;.-0henes f",:;r sharinc:; t.f b~n.efits. 
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From~ a methodological point of view the most significant 

contributi0~ of the rasearc~ is the demonstration of the use of 

lar.:;e mixed. ini,~~er prcgraD:ling models. 

(a) Zvcn with~ut obtaininc; ;lobally opti:rzrum solution, 

progrru:nnin,3 !!10tlels provide e lot of insieht. 

(b) ?robleo wit~1 a fairly large nuober ·.'.'>f inteeer veriableo 

cen be solved with r easonable costs. 

( c) 1;/i th a syste,.....e.tic exploration of br·=a!t-ev~n nnalysis 

a nunber ci useful decision rules c~n be eraployed to elirainate 

significnnt llUI!lber of inteGer variables . 

~. Ouality of Research 

'- The researc~. j.s_ c~rtainly of a high calibre . Moreover , such 
research is hardly curried out outside the bank. 

Useful ness 

For LDCs 

Lar,::;e prograrqing oodl :._s and partict:..larlJ econony wide 

prograc!r!ing c odcls create nn icpr~snion th~t the vision behind 

the process cf cevelopment that notivat~ such st~dies is one 

in wi:ich c...ri elite ell }_:n.:,wil"!:: pl ez-:r~in£; authority attnin econonic 

growth throueh effectively allocating r esotrces t~ vario~s 

sect?rs. Yet one need not share this vision bzfore one considers 

such aodels tv b~ us~ful . ?roceos industries cuc~ es fertilizers. 

cecent, etc . , c~~recterin~~ ~y ~c~~ouics oz ccale end relatively 

a s~all nunber cf ?lnnts, er~ tbe ind~stries Wtlich er~ us~elly t~e 
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ones l:hose devel opment are gui 1ed end promoted by 1'.:lost govern

raents of devel oping countri es. Startine a few lar~e in~ustriel 

projects is one of the easiest t ~ine thet governments do to 

pr omote tlevel opment. The planning codels developed by Bank's 

resecrch llas the potential to i mprove the rational ity of 

goverru:ient deci sions in devel oping these sectors. 

Eowever, this potenticl usefulness can be reeliscd only 

if adequate II extension work ;, follows this Bank Research. 

We shall return to this later . 

For Bank 

Clearly, the studies related. to specific ar :. as must have 

been cerricd out in collabor~tion witu the op~rnticns staff 

of ~he ~ee i onel Depar t cent concerned. The results sh0uld have 

been useful in guiding Bank's l cndin.z operations , pr~viczd t hey 

were available in tioe . (Thi~ I woul d like t o expl ore ocre 

in talks with operat i ons staf f) . Eut clearly lot of potentinl 

is there for such work to be useful in Jank'~ activities. 

Part of the work on the f ertilizer sector plo.n for East 

Africa eight have been oade irrelevant by the subsequent 

political devel opGient in East Africa nn~ the break U? of the 

econor..lic . union. Even then the n,, n-cc<·pereti :m solutions coG.ld 

still have been useful t o the pclic7 r.:.=-1..ers i::1 the three countries. 
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The Bank uay have a w:. · 1ue coa:;:,arati ve aC:.vantage in 

carrying out studies such as the fertilizer study for East 

Africa that identify area& f0r r egional cooperation and which 

facilitate the process of realizi::a such cooperation. As an 

authority which lends aoney to the various countries of a 

region, it may have ~ccess to data D.nti policy rna:ters in the 

vari::>us ccuntries. Mor~over, cs a third 2arty its analysis cay 

be less suspect. On the other ho.nd Bank sh~uld also be inte

rested in proaoting such-coopereti : n that reduces need for 

credit in the region. 

6 Develop~ent of a eaearch Capocity in ~C 

Though country specific sector st~dies shou l d involve 

participation of local per s cms, tb.e rGsearch in this arec 

does not seen to have involved adequate nunber oi pers0ns 

froc the LDC's and it seens l~~btful if ev~n i ~ the countries 

in which case studies hn.ve be.an carried cut, there \·/Ould be 

nny capability to eit~er update o.nd/or inpr~ve the particular 

sect::>r study or to · curry out a simil::.r study for another 

sector. 

Creating research capability is e time consuoing task 

o.nd learning by c.oin~ is an essentitl elenent of devel opoent 

of reseur c?l skills. Sic:nifica;..t purticipatiGn oi r esecrchers 

from the LDCs sccras to be inadequete. The coop~ls ions cf tine 
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bound research procret:enes, th~ inconvenience of coc..,unication 

across large distances and tae convenience of access to comput~rs 

and xerox r..c.chines arJ uncerstandable. And yet the outcooe is 

regrettable. An effective prcaranne has to be ~esigned to 

facilitate participetivn of researchers frJa the LDCs. 

7 Sugt;estio.ns for Rese~rch in Future 

The findings c,f the :Korean Mecbllnical Er..gineerinr; 

Incustry study raise a nunber of fundru:iental questi~ns raG~rding 

appropriate :,clicy ncasures for developing ~-ach non-process 

industrieo. 

If econcoi~s cf sccle and interde, endence a.re icportcnt 

the industry developnent ought to be centrally plor.ned. On the 
()AA.~ 

other hand, effective inpli.tlc~tction central plrillning of a 
A 

sector characterised by a large nuober of products. and processes 

is difficult to say the lenst. Moreover , t~e study also finds 

that project npprais:ll teclmiq'..les coy be inappr opriate nnd c.ny 

give evoneous resul ts as it nei:;lects interc.cpendence . Yet it 

cay be nrgt.ed that tile icpact of nee; l ectinr:: inte::·dG] endence ~·r: 
t otal 

the sect-::rrs/value ocl;'i.~d is snnll nnd cculd be nec;lectec.; the 

conventional project ap:-raisol techniques er~ nppr ::-priote . 
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Nonethclzss, the iss:ie. are s...::fficfontly i::.ipcrtant for 

policy purpos0s thc,t fu:.:-tl::er e;::::,lor::.ti;Jn i:J called for. 

(b) Exterz.tic:-. 

In o:-d0r to brin.:;; tbe research results and t::ie nethodo-

lcEY d.cvelopecl to pra~-tioners, planners cmd. :_")::-licy r.m.lrnrs in the 

LL·Cs c :-nsidera.·oL? CT:Jount of "extensie,n11 work should be requirec.. 

Writing rmr..uals a.ccessible tc technical persons, even 

Hhen the a:innuals are w:ri tten t0 . ., ~ . . ' 
ae nccessicla non-sfeC1~I1s~s, 

" 
is only o beginnir..z. :~ Short t::dninc; cou.rs s s.i1 W.)uld o.lso 

be inadequate. v!hnt would be rec:_,~i=- ~=Cl. is a C,?.Se study for a, 

sect".>r, which ic ca.rri0d. ,::.ut wit".:i e;n active pe:rtici:0ntion of e. 

local t 0a.:J ,::>r 1etter s~ill, c. Lcnl institutivn. It r1::y even 

be desira.ble tlmt t!'l::; st"J.d.ies be cc.r:'ied out liy c. local tec:10. 

fa.oilinr with such r ~sec.rc2. w,:,rl::, nnd. should ce:Ata.inly be 

financed DJ the Bnnk. Even wl:.Gn t:: e m:ccess r 2.t e of such 

research is not high, it r:.:ey bG consiclcr:ed n i.::-cessary invest-

~ent in ouildinc up r 2senrch cG;3bility in LDCs. Such supp~rt 

should 3lso include pr-cvisi ::ir: '.:i f c .::. ;..,pute::- h nr G.wn~2 in th2 ccse 

of oc.n7 LDCs. A sect0r st.idy b::'.sed on HI:= n cd.ds neeC::.s 

cc::venient end ~:n;.bstru:tic.l access b fairly larc e C')wputers if 

the: stuciy is L be c ::•n"jleted in r<2ns.::;nacle ti:._."'. 
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( c) Appropriate Technoi::\;:7 for Rural In~·.!.strial . 
Developcent. 

This set of studies bas viewed ttle pr oblecs of develop-

went in c. purely t <.:ch.,.ical wny. The objective b~s been to· 

find l east cost solutions . Institutional issues in the orga

nisation of sectors, in the difficc.lties of i opl eoentetbn, or 

in t!le realn of selectic·n of ~101icy instruncnts hnve b2,m 

beyoncl tlrn sc:ipe vf these stu.dies . 

And yet 7 with sooe additi~nal effort, one coul d have 

cade t l:ese studies throw s.:->ne light on issu2s of conaiderc.ble 

interest ' in LDCs . Tc wi.:i.et exter.t ccu· d one dev~lop n tlecent:;-?.
StV"~c+c..\V'~ • 

lizcd inclustr :ia 1? What nre the costs of a rurnl bnsed ,.. 

i~tlustrinl deve l op~ent? Wh~t is t:.~e ir..:plicetior. f0r enplo7-

cent Q.lld income gener ~tion of developaent b~sed on sDall 

scale ind.istr ies? Th::se iosuos need to be ~xpl·)red in a 

systenc.tic, techni cc.l and dispas ,:: ionnte way. The models 

devel c?_Jed tc, neE".sur c tlle benefits of lar;;:eness shcultl be of 

use to ~easure the costs and benefits of snc.llness. 

In evaluatine the nppr cprie.tenens or other1.,ise of tecbnc

logy net only r~lative f~ctor scarcities should be taken car~ ~f 

but c.lso the limi tntions. cf ~ublic ?Olicy in using certain 

i nstrucents. Thus if inc::.,i::s r ;:?<:istributi::m ~clicies :ire p:;li

tically h~rd to persue, cne cig:::t lay an e!:!phcsis on incona 

gcner'.l.tion in selcctiu:::; "a:Jpropric.te" tec211iques . 
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(d) Institutionel issues in I~?l eraentntion and 
Capaci ty Utilization 

Though .the .Ear~ 
(i'f\~1..1$.\-1'"1~\ {,ro4t'~wt~~) 

r~seexca in this area ~es been useful 
. " 

a.nd .hss indicated benefit in excs~s of costs , one rJI.1:Y still 

ask if th2re ere the nest ioportcnt issues th~t need to be 

researched. 

The pro~lea of iuplenentation of projects and the 

efficiency with which ev~n l ar ee intlustri~l prcjects are 

oper ated in nany LDCs arc perha; s of cuch greater consequence 

t~an the selection of en opt i..;:1m set o:f prcjec·~s . T:i w::.at 

extent delays in installation cf capacit;;, ?.ncl .inefficient use 

of installed capacity in l ~r~c industrial projects ere due to 

ioproper ·organisatic.n or due to inappr opriate objectives of 

tlie .. nnaaeoent or due to int :)eri.mce nnd inad~'iunte s~ills 

need to be exauined. The potential cnins •f bci::ig able to 

de s ign affect ive orgC!Ilisaticnal .nnd instit~tionc.l f r oaoworus 

ure encrnous . Horeovc :,.· the Bnnk would have a coo?~retive 

~dvontage in carryine; o-:t reEJecrch in this ar: a as it woul d b0 

aole to pull t oe cther expc:dence froc a nur.iber of cc1!Iltries with 

range of chnrectcristics . 
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1 Balassa, Bela, andStoutj.~sdijk, Ardy. "Econooic Inte-
gration noone Developing Countries". J 0urnal of 
Cormon Market Studies 186 (Se:.3teaber 1974). Also 
World Bonk F:eprint Series Ifo . 30 (Catalog lb . 
}'NI/ 4'28) • 

2 1:cndric~ David a."'1d Stoutjesdijk, Ardy. "The Plnnning of 
Industricl Inventnent Prq;;rons t A l-lcthodology. 
·/olun~ 1 in The ?lnnnine of Investcent :F'ro13raus 
( ooi tcd by Ale:::ando2r I1e2raus cl: .Ardy Stoutjesdi jk). 

3 Chcksi, Arneune M., Mecraus Alo;:ander & Stoutjesdijlt, 
Artly. 11~_,]lanr,.ing of Investi:1.eD.t :ir0,qr&?s in the 
Fertilizer Industry" , VolunG 2 ir- fhe Pl am~ing of 
Inv3stcent Pro_g_raos. 

11: Workine po per Ee. 269 

5 Westpbnl, L.E . and F..h.ea, Y. U. "The hl10cative 
Consequences cf Eco:nor..!ies of !:;c.::.1'311 I:o~:..D- Levelop
oent :2eseorch Center, i;iscussion Pepers H-:i . 1G, 
Jruiuc'..ry 1976. Fn:r;:-er prcs:::nted at EconoL,etric 
Society Sessicn titled "C~oparisons cf 2conocic 
Structure", 1?75 ASSA Heetillf:s, Decet:.:b·:?r 1975. 
(Note: 1'..n expnnd~d •..-ersicn is to be pe-.rt ::>f :Po.rt '1 
of Stoutje;sdijl~- Westphol t!~m.cgrcph (7).) 

· 6 Westphal, L.~. 11Ifathodoloi;y of Investnent Plonnine in 
the Ncn-pr.::.cc:.;s Ir:.dm;tries, 11 Februery 1976. Paper 
pr~sented at the CECD/I.:7..JJ Joint Ser:1inar on Indus
trial Progra:-.ni;J{. , Yuc;oslavia, H~ch 1976. (Note: 
This is a o.ra2t chapte: of 8t,:::utj2sdijk-1fostphal 
Donograph (7), for Fart~) 

7 Stoutjestlijk, Ardy, :md Westphal, Lorry, (eds.) 
Indu:.-trial Investuent .l.nsl· sis un.ier Incr~o.sin, 
~eturnn . Avnilo.ble chnpters1• 
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Evaluation of Bank Research on Industry and Trade: 

- Incentive Policies; Economic Integration -

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

and four non-RPO projects (as enumerated in the annex). Most 

of them dealt with the role of incentive systems, particular

ly trade policies, in economic development, from both a theo

retical. and an empirical standpoint. 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 projects is of essential nature on the applied 

level. Not only could the findings, if accurately substanti

ated, 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. 

2. The studies, which have been completed so far, show . three 

distinct features: one is the high professional quality of 

the work. This has allowed various authors to already publish 

part of the research results in highly reputable journals. 

Second, 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 inso

far to a large extent creative rather than imitating. Third, 

the applied component of the research has been generally com-
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plementary to the research in the field undertaken else

where (U.N. organizations, OECD, academic research institu

tions). There has been, however, some overlapping with 

regard to the LDCs chosen for analysis, which is perhaps a 

reflection of :~e uneven distribution of useful statistical 

data among LDCs. 

3. From a policy analysis point of view, a major contribution 

is the project 670-01 on "Development Strategies in Semi

Industrial Countries" (DS), the countries being Argentina, 

Colombia, Israel, Korea, Singapore, and Taiwan. Argentina 

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 also profit from prior methodological and e:-:{piri::::al 

research done in and outside the Bank, and so did the com

parative analysis of the experience of the Six. On the whole, 

the policy conclusions and recommendations rest upon firm 

theoretical foundations and a sound factual basis. 

4. The methodological framework underlying this (and most other) 

project(s) is the effective protection concept. It has been 

extended to include export subsidies as well as credit and 

tax preferences, in addition to import tariffs and quotas. 

By doing this, fortunately of a reasonable level of sector 

disaggregation, the DS project has increased the knowledge 

inside and outside the Bank about the effects ot incentive 

regimes. This study is a good example of how analytical tools, 

which have proven useful in earlier analyses, can be improved 

in theoretical and computational terms. It is particularly 

noteworthy that, unlike many other studies in this field, a 
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creat effort has been made to collect comparative price data. 
~ 

Only price comparisons between domestic production and import 

values make it possible to calculate overall effective protec

tion (i.e. including non-tariff measures) and to identify the 

degree of tari~f redundancy which often exists. 

5. That the analysis has been carried out in a partial equilibrium 

framework, does not reduce its practical relevance, provided 

the estimates are taken as rough orders of magnitude and their 

economic implications are interpreted in a comparative way 

rather than in isolation. General equilibrium models tend to 

have a rather limited explanatory power, let alone their high 

sensibility to the parameter specifications. What could have 

been wished from the user's point of view, however, is either 

that the country studies had been completed earlier or that 

the quantitative estimates had been more updated. The quanti

fication of the incentive measures refer to the end-~ixties. 

While this is fine to understand the past economic performance 

of the countries under study, most sample countries have 

changed these measures, especially those related to the 

foreign sector, significantly since then. By not including 

these changes in the analysis, the DS study has missed the 

chance to make the results even more significant. Of course, 

we are aware of the practical difficulties in maintaining up

to-date a comprehensive analysis as this one. On the other 

hand, the Bank may be, as compared to academic institutions, 

in a favourable position to make such an effort; it has the 

staff and it can collect the required information through 

the economic missions which regularly review the LDCs. 

6. The message of the research on incentive schemes is that when

ever LDCs want to industrialize their economies and think that 

this objective requires government assistance, they s hou ld 
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promote rather than protect industries. This implies, for 

instance, that import substitution should and could be 

achieved without discriminating against exports, particular

ly non-traditional manufactured exports, as it is so often 

the case in re~lity. Neutrality between production for 

domestic sales and for exports is in the interest of LDCs 

because, as the DS 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 

immediately by the operational staff. In fact, we were told 

that this work has been found quite helpful, particula~ly so 

by the country economists in the Regional Departments and 

by the IDF and IFC staff, whereas scepticism with regard to 

the usefulness of this type of research prevails with i~ t he 

IPD staff. We strongly feel that one of the objectives 

identified for the Bank's Research Program - ''t~ improve 

the Bank's capacity to give policy advice to its membe~s" -

has been accomplished by this project. 

7. It should also be noted that researchers from LDCs have been 

involved in the OS project to a large extent. This has created 

some problems on their own, in terms of time schedules as well 

as dive rsity in contents.But it also has contributed to stimu

late policy-oriented research in the countries themselves 

which otherwise would not have been undertaken and, more im

portant for Bank's purpose, it has stimulated policy discussion 

in these countries. Argentina is one case in point. The quan

tification, for the first time, of effective rates of protec

tion (taking 1969 as the base year) has influenced significant

ly the current thinking of the government in the direction of 

decreasing the high average level of protection, of narrowing 

the dispersion of the effective rates of protection and of 
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encouraging, by means of financial incentives, those indus

tries which have, or could develop, international competi

tiveness. Furthermore, one ·of the authors of the chapter 

on Argentina of the DS project has recently followed up the 

earlier findin~ s , taking 1977 as the year for calculating 

effective rates of protection. We have also found for Colom

bia and Israel a growing amount of research resources devoted 

to the empirical analysis of trade policy issues. Thus, the 

DS project has contributed! directly and indirectly, to pro~ 

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

also a central objective of the Research Program. 

8. Studies of this type are not only worthwhile because they 

may assist in shaping more rational incentive policies in the 

countries ~tudied. They are also important for the lessons 

they can provide for many other LDCs at lower stages of econom

ic development. As one cannot take for granted, however, that 

these externalities will be automatically internalized by 

those other countries, it should be helpful to extent the 

regional coverage in the research on incentives. The project 

on Bangladesh (RPO 671-75) which is now underway, and the 

one on selected West African countries (RPO 670-87), which 

is near to completion, are a useful extention of Bank's 

research in this field. Other (comparative) country studies 

on incentive schemes could follow. From a purely academic 

point of view, this may involve diminishin_g returns, and the 

DPS staff is well aware of it. One may also argue that such 

additional studies need not b e undertaken in the Bank. But 

yet, many LDCs still favour policies of import substitution, 

maintain high levels of effective protection and prefer quan

titative interventions over pricing incentives. And the Bank 

will presumably continue l ending to them . A regular analysis 

of the ~ncentive policies pursued by member countries could 
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increase the advisory capacity of the operational offices. 

Moreover, if incentive schemes are to be changed in order 

to make development policies in LDCs more effective in the 

medium and long run, the Bank has the authority to explain 

this forcefull~· to national governments, whereas individual 

researchers of academic institutions, including those of the 

LDCs themselves, frequently lack this influence. This is 

particularly important with regard to the question of how 

a transition to a more efficient incentive scheme could be 

made in practice. The answer to this question still requires 

a good amount of research anyway. 

9. 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 hos to 

possess appropriate guidelines for appraising the significance 

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. 

10. Basically the same conceptual framework as in the DS project 

was used to examine empirically the relationship between 

levels of protection afforded to nine individual IFC projects 

and their economic efficiency. But it is shown that, contrary 

to country analyses, conventional measures of effective rates 

of protection only have a limited value for making decisions 

at the project level. The main reason is that the judgement 

about the economic viability of a new investment also depends 

on future ·changes of protection (and other incentives) which 

can b e expected to take place over the life of the project. 

This is an important finding to be taken into account by all 
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Bank staff members involving in investment project appraisal . 

While this is recognized in the corresponding offices (in

cluding the IFC itself), we have also to admit that, from an 

operational point of view, both Bank's researchers and offi

cers would face ·serious data problems. The DS project referred 

to above 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 comparisons for a period of years 

in the future, as required ideally in solid investment appraisal 

at the project level . On the other hand , this is a good example 

of research, including methodological research , which, if 

feasible at all, can probably be undertaken only in an institu

tion like the Bank with a reasonable chance of success . Re

searchers in academic institutions frequently are reluctant 

in embarking on large data collection activities which are 

regarded as not adding much to professional reputation . And . 
they may not work hard enough on the methodology of project 

appraisal because they 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 

pioneering work on investment appraisal has been done by re 

searchers within international organizations involved in this 

business . 

11 . The project on "Promotion of Non-traditional Exports" (RPO 671 - 10) 

is, by comparison, more descriptive . Its significance for 

policy tasks is , however , great . It is shown that economic 

policies of LDCs have a substantial impact on the evolution 

of new manufactured exports, and in this regard this p roject 

has complemented the DS one . It is an example of how Bank's 

research findings relating to incentive polic ies can be success

fully dif fused, a mong bot h the Ba nk ' s operationa l s ta f f a nd 

local researchers as well as government officials in LDCs. 
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12. All things considered, we feel that Bank's research for 

appraising incentive policies should not be discontinued, 

though shifted in emphasis if required by the Bank's needs. 

While there may be studies which do not provide the opera

tional staff ~ith 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 coun

try economists in the regional offices. Particularly, this 

work helps them to fully understand the efficiency problem 

at both the macro and micro-level and to explain its implica

tions to LDC governments. As the research in this field 

places high demands on the data, the Bank is an appropriate 

place for undertaking it, given its experience, as well as 

the fact that researchers from academic institutions do not 

have a comparable access to all information required. Further

more, while it is always difficult to sell a research result 

to a government, the Bank might be - given its leverage 

in a good position to induce LDC governments 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 is 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, mainly for two reasons: first, research inside and 

outside the Bank is complementary to a significant extent; 

the Bank could exploit its comparative advantage even more 

by doing comparative studies. Second, and more fundamentally, 

advances in policy-oriented research, including. its methodolog

ical foundations, are normally greater, the greater competi

tion amo~g researchers is. 



oj ect No. 

J-01 

0-22 

0-87 

1-10 

1-75 

RESEARCH PROJECTS ON INDUSTRIAL DEVELOPMENT - - ~-----·--
AND TR,\DE 

(y Incentive Policies; Economic Integration 

r r_~ e c t Tit 1 c 

. Development Strategies in 
Se~i-lndustrial Countries 

Economies of Scale and 
Tariff Levels 

Industrial Policies and 
Economic Integration in 
West Africa 

Promotion of non
Traditional Exports 

Int~rnational Trade ?olicy 
for the Development of 
B.:i.ngL'.ldesh 

Juergen B. Donges 
Jae-Ik I<im 

Rcs12ons:1-bil1.ty 

B. Balassa 

G. Pursell 

B. Balassa 

D. Greene 

c. Jayarajah 

Date of 
~r~val 

Nov. 71 

June 73 

Date of 
s:omp le. t ion 

July 78 

unknown 

Dec. 7 8 

June 74 Nov. 76 

March 78 Nov. 79 

Date of 
Evaluation 

.assa, Bela, "Tariffs and Trc1de Policy in the Andean Common Market", Journal of Cor~non l·:arket Studies, 
December 1973, pp. 176-195. 

, "Types of Economic Integration", in Economic Int egration, Worldwide, Regional Sectoral. 

, Policy Refonn in Developing Countries, Oxford, Pergamon Press, 1977 . 

. singer, S., Industrial Protection in IFC Projects, December 30, 1975. 



I 
l. 

• 

Universidade de Brasilia 

Draft. 

For Ci r cu 1 a t I on Wi t hi n t he 

Industry and Trade .Panel only. 

COMPARATIVE ADVANTAGE; TRADE PATTERNS; ECONOMIC GROWTH 
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\ 

• 

Edma r L. Bae ha 

October 1978 

There are six ' RPO projects under thl s heading plus two 

non-RPO papers by Bela Balassa. There follows a brief description of 

title, content, organization and present status of the research 

projects. A summary evaluation closes each · sub-sectlon. At the end 

of the paper a more general evaluation Is provided. 

670-07: lnternatl onal Hodel 

• 

This project proposes to construct an International programr.1lng 

m.odel for the world economy, to stu.dy problems of interest to 

d~vefopln_g_ c"oun .tri es, such as the consequences of changes in t_a·ri ff 
.. -

rates, varying growth rates of developed countries, and oi 1 price 

Increases. There are sub-models for each of the three main 

developing regions (Latin-America, Asia and Africa), for the developed 

world and for tt-e oil producers. The model is based 9n the 

·-~rlnciples of general equi llbrium theory, and makes extensive use of 

activity analysis procedures. 

The mode·) .was contracted out in September 1972, with the work 

being carried out by Vietor Ginsburgh and ~ean Waelbrock, both as 

ou.tside consultants (Waelbrock worked for a whi-le at the Bank). The 

· project Is supe_rvi sed by Bela · Balassa. The latest completion data 

I s • sc t f o r t he Au t u fnn o f 1 9 7 8. 
{ 

The reviewer had access to two papers of a methodological 

.. natu_re, tt-e first describing tl"e computation~! algorith·m. and the 

second p.resenting . . the - "General Equilibrium .Model of Wor.ld Trade 11 .The 

accomplishments of trese pape~s are not negligible. According to the 

authprs, , 11 thi s seems to be the first .successful c~mputatlon of a 

general equllfbrlum for a - large· realis-tic model". The use of a GE 

model also" -forces t"he model bul Ider to incorporate only theoretically 
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significant .- constraints, avoiding the use of the crude 

teuri sti cs which p1ay such a large role in development p_lanning 

mode 1 s". 

But, once the theoreticians have decided to come down to · the 

real world ' • .they must accept its crude rule that the taste of the 

pudding is in the eating · . From this perspe_ctive, a judgement on 

the project must be suspended unti"I 'its empirical findings are 

published al')d its results compared with those of less sophl sti cated 

world models • 

.-2. 

. 670-19: Expansion in manufacturing for exports in developing countries 

This project proposes to a,rialyze which . industries are movin_g 

out of industrialized count.ries because of high wages and labor 

shortages i·nto low-wage developing countries. It Intends to survey 

export industries that have been transf.erred to Singarope •· Taiwan. 

Korea (and possibly Mexico). as well as to sample international firms . 

in Japan, tte U.S., and· Europe, on ttelr outlook for further . shifts of Z! 

export manufacturing operations to . LDCs • 

. The objective is to · provi'de ·developing countrre·s with informatlon 

for planning export industries. Knowledge should be added on (a) 

segments· of industry that have already ~oved to developing countries, 

(b) manpower and ancillary industrial requirements, (c) dependence on 

forel gn partners for technology and marketing, and (d) outlook for 

access to foreign markets in Japan, the U.S •. , and Europe. 

Jack Baranson .was the staff member responsib.le for tte project, 

the first cont.ract ·for which was ·drawn lat~ i~ 1971. Two papers 

were written by outside consultants •. Terutono Osawa wrote one pi_ece 

on the migration of Japanese industries to Taiwan :and S~uth Korea, 

and Y. S. Chang wrote a paper on the offshore acti vi ti es of the ·· Japanese 

electro~ics industry. The project ·was cut short by Baranson's departure 

from the Bank. 

An Internal evaluation report is aval !able on the two· papers, 

cortcludi,ng thatJwhi-tie t'hey produced some useful informati_on, they are 

·not of good quality. Both pa?e·rs are in fact very descri1>tlve. But 

Mr.Osawa at least delive·rs his me.ssage in a r·eadable format, while. 

Mr. Chang's p~per is a poorly written dossier, . with interest on_ly tG , 

ma.rket research ana·l~sts in the electronics industry •. The projeci: was 

a failure from I ts inception. In view of .1 ts ·, poor design, most probably 
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It would lead nowhere even f Jack Baran son had stayed · in . the Bank. 

670-79: Economi c Devel o pmen t of Eas t and Southe ast Asia 

As the previous project, the objective of this one is to Identify 

and analyze the indust r ies most likely to find it advantageous to 

shift all or part of their processing activities from Japan to Eas~ 

and Southeast Asian countries • . . 
The study was divided into two par·ts. The fl rst was macroeconomic 

In nature, Involving projections of the Japanese economy and ·of the 

structure of trade between Japan and other main regions through 1985. 

In the second part, selected industries, such as tex.tl les, electrl cal 

machinery, steel and ml scel .laneous manufactures, were · , · ., studied 

In more detalll to Identify their changing comparative advantage . 

wl thin the Japanese economy. 

The project was supervised by Parvez Hasan, and carried out 

by the staff of the International Development ' Center of Japan. It 

lasted from June . 1973 to August 1974, when a draft final report was 

completed_. 

----·This draft. was not made available to the reviewer, However, a 

completion report by Hr.Hasan says that the. draft was disappointing 

because It did not provide a comprehensive or cohesive view of Japan's 

economic relationship with East and Southeast Asia -in the coming decade, 

whl ch was . the main object! ve of the study .. Apparently, the .Bank·~ 

requested a revl sed version of the paper, but the l . i>.C.J. was unable 

. to -provl de it. 

This project, although producing some useful informati'on, also . .:.,. 

can be considered a fal· lure. Huch was promi. sed but only a few projection 

exercises without much Interest were delivered·. 

671°-05: Patterns of ·1ndustri al Development 

-As far as thl s reviewer coul understand, t~ purpose o-f this 

p·roject Is to provl~e a consistent _data set for the following two· 

projects on sources of i'ndustrial growth.More · specifl .cally, .the 

· . . objective is the org.anization of· macroe_conomic industry and trade 

~ banks at the. World Bank. The economi'c analysis l· s limited 

to updating the Chene~y-Tay.lor regresst-"ons on patterns of Industrial 
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growth, wi th some ma r ginal methqdologlcal improvement ·s. 

The project was started in early 1976 under the responsabi II ty 

of Vi nod Prakash of the Development Economics Department, Completion · 

was expected for October 1978 • 

This reader had access to two papers by Vi nod Prakash, with the 

second, on the measurement of industrial exports, being and improved 

version of part of t he first one, on statistical indicators of . 
industrial development. _Alternative definitions of industrial exports, 

commonly used by U.N. agencies and economic researchers, are tested. 

The conclusion is that these definitions are not interchangeable 

as commonly believed. Hence, there is an urgent need for a standard 

definition of industrial exports if the data base for country 

comparative studies is to be. improved. Adoption by all countries 

of SITC (Rev.2) would permit such uni formization. 

This project seems most useful,. not ·only for the sources of 

growth studies, but fot th~ World Bank work on industry and trade more 

generall y. Its conclusions should be discu~sed with the operations 

staff of the Bank, for apparently some statistical pl_tfalls are 

related to specific ~ountry pro"cedures which country specialists may 

cla-rify; · Fo·r ex·a mp le, the discrepancy pointed out by Praka.sh in 

fndustrial value added as between the National Accounts and the Ce~sus 

in · Brazil is only a :>parent. The problem Is that the Brazilian Census 

Bureau uses t:-.e conc~pt of "value of industrial pr_oduction" which 

· is an intermediate concept between value of '.)roduction and value added 

Users Gui des to the data bank have been wrl tten and It would 

be· Interesting to learn .If the operations staff of the Bank are 

effectively usi~g these files i'n thel r country and sector analyses • 

671-32 A Comoar a tive Study of the Sources of. Industrial Growth and 

Structural Change 

This project is designed to con.tribute to an empirically based 

theory of Industrialization, that Hollis Chenery and assoclate.s have 

been building for the. last 19 years. 

For each o~ eight countries, the sources of industrial growth, 

and structural change are determined using input-o.utput data.Determinatla, 

of these sour.ces start_ from the .a ccourrtlng i den ti ty:-
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where: X, domestic production ; D.., domestic fJnal demand; ·W,domestlc · 

Intermediate demand; E, exports: I, sector. t, year. 

Observed changes In the x
1
t's>hroug· h time are attributed to 

changes in each of the 11 sources 11 on the RHS, and "growth contributions" 

are computed for each of these demand components. 

Deviations of the x1 t's from a proportional expansion path 

(where the factor of proportionality Is the growth factor of domestic 

income or aggregate val,u~ added) are also calculated. Such deviations 

from homogeneous growth are designed as "structural change 11 .~pplicati~n 

of formulae derived from (I) permits the calculation· of the· 11 contributions 

to structural change" of each of the demand components in the · RHS of 

t he eq u a t I on • 

Emphasis of the analysis Is placed on the terms Eit an_d-Hft._ J.he . 

purpose is an evaluation of import substitution and export promotion : 

strategies from a long-t~rm, sector-by-sector perspective, stressing 

questions of sequencing as well as problems of transition to a 

flex! ble, viable industrial structure. 

Paralel to the country studies, simulation exercises are developed 

t'o .asses.s. the relative importance o·f universal and country · spec.ific 

Influences in industrial structure and growth. 11 Normal 11 patterns for ': 

the relative contributions of each demand component to industrial 

growth and structural change are estimated from cross-country 

.regressions. These 11normal 11 or universal patterns are assumed to vary 

with per capita income, population ~i_ze, ·and factor endowment of the 

country. Deviations from'hormalit_y''are country specific and hopefully 

may be explained by the development strategy and asso·ciated government 

policies of the ·country under consideration. 

The project started In early 1976 and ' completion is expected ·for 

la"tel978. People responsible for the project Include Sherman Robinson, 

Yuji Kubo, Holl'i s Chenery, Larry Westphal and Moyses Syrquin. 

Only part of .one country study (on Norway, by Bela Balassa) was 

made avai I able to the reviewer., Three other papers were rea~, on the 

cross-country si mulat'ion study, authored by Chenery and Syrquln~ 

Thl ·s .project may be considered as the ·end-product of .a formidable 

enterprl se to establish an empirically based paradigm for modern 

Industrial growth. It demonstrates ,on.ce again the ·power that simple 

Ideas may have for t.he · development of economlc . knowl~dge. C_henery 1 s 
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seminal 1960 paper cons! sted of.I jttle more than the numerical 

estimation of an accouting identity. However, as his papers . for the 

Hobel Symposium and for the ;Tokyo IEA Congress (the lafer co-autored · 

by Syrquin) demonstrate, such simpl ·e exercises within . an 18-year 

period allowed the organization of a most impressive · body of 

knowledge regarding too nature of modern industrial growth. 
I 

It is ,disputable whether or not this project will achieve its 

ambitious initial aim, to develop an analytical framework to . . 
articulate the connections between individual policy instruments,changes 

In industrial structure, and economic performance. We must.wait for · 

the project final report to see how close Chenery and associates 

have come towards this goal. However, the papers re.viewed are 

Indicative of the high qua.lity of the work done, including the importnt 

methodological contributions by Balassa and Syrquin to. the . measure.. 

of i mp or t sub st i t u t i on • 

671-79 Sources of Growth and Productivity Change 

This project s a follow-on to the previous one(RPO 67.1-32) with 

_-speci(ic •. fQ~us .on Korea, Turkey and Yugoslavia. 

Three levels of study are contemplatE:d: (1) linking the demand 

or.tented analysis of the previous project to the study of sources of 

growth from the supply side; (2) constructing price:-endoge·nous 

. programming models for the three countries, aiming at a "consistent. 

comparable and rigorous" analysis~~ di f'ferent poli .cy packages,and · 

(3) complementing the previous analysis with a micro-focussed study 

of two common industrial sectors in the three countries: 

The projec·t started last summer and completion is expected for 

late 1980. Sherman Robinson directs this research project, wl th · 

Kemal Dervl s, Larry Westphal and Yuji Kubo bet"ng involve'<! in planning 

or carrying on · the _work •. · 

The reviewer · had access to the re~carch proposal, that contains · 

two appendices, one on the Turkey model and the pther 9n the 

decomposition of . sources of growth according to factor inputs·and ' 

technical change.· 

The study of sou_rces of growth_ from the supply side seems 

harmless enough. It is a useful way of organizing . relevant economic 

data, which the deinarid-oriented view of the previous project leaves 

relatively untbuched. However:-, after the Cambridge controversy on 
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capl tal theory and the methodological and empirical c"rl ticl sms of 

this type of work by Frank Fisher and Griliches and Jorgens~n, one 

perhaps should approach the stud y of production function decomposi tlon . . 
wl th more modesty than is apparent In Appendix A to the research 

proposal. 

The mi era-focussed analysts of two sub-sectors seems to be the 

most promising part of tt-e research. Unfortunately, the proposal Is 

somewhat opaque not only on the choice of the sectors but al so on . . 
the methodological. approach to be adopted. 

The price-endogenous 

pre sen te d In the p ropo sa I 

multi-sector programming . models ' are 

as a superior way of looking at i-:'•:r": ~J 

Industrialization 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 differen·try. 

Accumulated knowledge on the development .of such models indicate that . . 
their main merit Is as organizing devices for the collectlori of 

relevant data for economic policy malting. The empirical _results that · 

they produce, If they ma~e sense (which ls
0

not often) can as well be 

obtained much more Inexpensively from simple macroe~onomic formulations. 

In view ot' this experience, the reviewer feels that is ls · wrong 

io say that multi-~ector models are a si~~ ahead of demand oriented 

sources of growth studies. Theory is simply not fl rm enough to allow 

a reasonable complete specification of the most relevant socio-economic 

" Interactions in the process of industrla.1 growth. It seem~ more 

appropriate to accept wi th sci en ti fi c modesty the enormous size of our 

Ignorance, use simple to.ols and proceed bit by bit. T.he answer lies 

not In lmplem~ntlng programming models, but in· d~vlslng simple 

ways of approaching critical socio-economic relations, from the 

empl ri cal exploration of which additional k:n o~ledge may be generated. 

11 Let one thousand fl.ower,s flouri sh11 , advised Chai rma'n Mao. For the 

sake of progress in . experirrental economics, it seems useful to. 

continue at·temptirig to implement empirically lar·ge GE mo·dels. But, In 

thl s case, let us fol.low Ginsburgh and Waelbrock 1 s track in · RP_O 670-07 

an·d rlgor:ously incorp.orate the full flavor of adva.nced ge~~ral 

equilibrium tteor.y In these models. 
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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 

lntern~tl~nal location of production. This topic is analyzed .. 

empirically in Balassa's con·trlbution to the Nobel Symposium. 

• 8. 

Balassa•s paper to the Tokyo IEA Congress tests the prediction 

that comparatl ve advantage In trade in manufactures, as revealed by 

relative export shares, is affected by the capital labor ratio of 

trading countries. 

In devl sing his tests, Balassa demonstrates once again Fis justly 

praised Ingenuity to Implement empiric.ally ab.stract economic theories. 

His results are most conforti ng to orthodox trade theo.ry. 

This reader's only complaint relates to Balassa 1 s propensl ty to 

carry his findings perhaps a bl t too far. For example, consider his 

assertion on p.21+ of the IEA paper: 11~he empirical estimates show 

that intercountry differences . In the structure of exports are In 

large part explained by differences In physic~! and human capital 

endo,-1ments 11
• Fl rst, alternative theories were not tested; the empirical 

analysis refers to ~he statistical signlficanc~ of the relevant 

coefficients fort~ Hcckscher-Ohlin hypothesis, . investigated by means 

of ordinary least squares. Second, the coefficients of determination 

of the regressions explaining export shares are not published. Hence. 

the author can say that his ·results are statistically significant, but 
. . 

not that they explain a .large pa·rt of the differences in export 

structures • 
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General remarks 

Seven projects were anal_yzed. One, consl sting of two non-RPO 

papers by Balassa, was completed successfully. T\10 others, on the 

migration of industries from Japan to South ·East Asia, were clear 

failures. A fourth one, a general equl Ii brium model of international 

trade, · ha~ not yet produced empirical results . (but its methodolog \ cal -----

contrlbutions looks most lmp.ressive to a non-specialist like the 

reviewer), The three others are on sources of industrial grow·t ·h 

and strutuctural change: · one is designed to organized a data bank on 

relevant Industry and trade magnitudes; a second has only recently 

started; and a thl rd Is about to conclude - but I ts el ght country 

studies - have not yet been made available, 

Excepting the two failures, all the material that was reviewed 

Is of the best q ·uali ty that one can find anywhere In the profession.One 

m_ay argue with methodologies or Implicit tdeologies; competence Is 

un di sputa b I e , .-

The re Is one Important lesson to be learned from the failures.The 

WB research group i does not know how to deal with consultants outside 

the Big Family. Here, much perhaps can be learned from . the experience 

of Ford Foundation with Its system of open wo.rld competitions.Besides ·· 

hi ring outside consultants to work on· projects formulated by the 

staff, the \·IB should deslig!'l topics of general interest In the . areas 

of industry and trade. Then, independ_ently - of Its staff, should open 

an International competition for projects in the area, b.ig or small, 

There should be a guarantee that t~se · international competitions, with 

a . reasonable amount of money and even a grant element involved, would 

be ~pened year after yea·r, GI ven · this guarantee, I envisage the: 

possibility of creating in different LDCs nuclei of competence I~ 

economic research, which could contribute significantly to the . expansion 

of rese·arch capacity in these countries. The Bank should be prepare.d 

to accept proposals with . a "local tate", for· there lies the immediate 

concern of re sear.ch gro·~ps in LDCs. A global · pr~spectlve ts the 

·responsabi 11 ty of the WB staff, but thf s .should not be imposed on LDCs . . . 
resea·rchers, The art of .designing "the world competltionsv.ould lie on 

the compati bi Ii zati on of the interests and compe _tence o_f lDCs 

re.searchers on local t .opi cs wi tb . the WB need for a uni versa.I outlook. 
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Yale University 
Inter-Office Correspondence Date: October 23, 1978 

To: Assar Lindbeck , Kirit Parikh, and the Panel on Research on Industrial 
Development and Trade 

From: Richard Nelson 

Subject: Evaluation of World Bank projects on capital utilization, capital 
l abor substitution, and technological change . 

I. Remarks on my interpretation of my assignment . 

There are at least two different assignment lists. Therefore I am not 
fully sure as to the projects for which I have primary reviewing responsibility. 
However, because the particular assignment made sense, I have taken it upon 
myself to/ review ):he set ~f proj~cts under the above heading: project numbers 

1670-23, ~70-25,~ 670-54, -670-95, 671-51. I also am not certain as to the 
appropriate form of my review , recognizing its preliminary stage . It seems 
to me that, t o facilitate discussion among the panel, a rather informal 
presentation is warranted. This I present below. 

II. Project Review 

Reading through the project proposals and the papers written under the 
projects enables one to trace the development of thinking at the Bank about 
production fuac:tion related ?henomenn. One can see how work under one project 
generated insight and puzzles which influenced wcirk under a subsequent project. 
The overall impression is that of a cumulative ~esearch program that is 
contributing significantly not only to thinking at the Bank about industrial
ization pr;blems, but which is influencing think..!E_g within the development. 
economics community more broadly. 

Three of the projects (really two because 670-25, and 670-95 are basically 
on the same topic) now are closed down, and have received earlier reviews. The 
Bank research on industrial capacity utilization (670-25 and 670-95) was pat_!l 
breaking and importan_f. The objective was to assess carefully and empirically 
casual impressions that despite the scarcity of capital in less dev('!loped 
countries, capital was not being used very intensively, and if that proposition 
held up, to contribute to understanding of the phenomena. The endeavor posed 
methological, empirical, and theoretical problems: by in large they·were 
adequately resolved. This work now is widely recogniz"l!a as l'iaving made a 
s""Ignificant contribution t.a 1mderstanding of patteri1.s..and problems of economic 
development. ~-

The project on employment and capital labor substitution (670-54) , now 
also completed, was more of a mixed bag . It was related to the work on 
capacity utilization in that this project also was concerned with examining 
ways in \Jhich capital could be used more frugally. The research under the 
project did not have the coherence of work under the caEital utilization 
project, and by nndlarge the output ofthe project has had nowhPre ne;r the 
impact. However, the questions considered under the project still are of 
pt·ime 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 the Mechanical 
Engineering Industry", and 671-51, "Appropriate Industrial Technology". 
The former 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, and while it is too early to judge, 
it appears promising. 

The research tack taken by the current project on capital labor sub
s titution is to explore in microeconomic detail the nature of the production 
processes involved ~n particular areas of manufacturing, and to examine the 
range of capital - labor substitution available in each. The project has 
had to face methological, empirical, and theoretical questions of consider
able difficulty. The struggle has been valiant, and thg_proj~t has provided 
an analyses of production processes and tbe ra~ .a£ chQice that is more 
detailed and more sop1tts"rtcace~ any other work I kno;-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 inte_nsive than would make sense from an econo
mists point of view). The project a££_e~_to be bavin&.,. ~!_derable impact 
within the Bank, and while academics tend to lag in the development of their 
appreciation of work of this sort, the importance of the project is beginning 
to be recognized by the academic development economics community. 

As mentioned above, the project on Appropriate Industrial Technology 

? 

is just beginning. The project has two thrusts: measuring the gains to less . 
de '.reloped countries from adopting more app-.:opriate technologies, and examining 
lhe capital goods sector in less developed countries as a possible major. 
determinant of the availability of appropriate technologies. A few illustrative 
numbers has been put together on the first issue, and some literature review, 
casual empiricism, and thought have been directed at the second. The work 
thus far is promising but it is too early to tell how successful the endeavor 
will be. Projects 671- 51, and 670-23 compliment 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 amo11g "obvious and available" alternatives and , 
as mentioned above, a complimentary interest in institutional structure. I 
shall comment on these intellectual developments later. 

I already have made comments on most of the points we are to try to assess, 
but let m2 rundown the check list. 1) What has been the contribution to know
ledge - direct and indirect? Veryconsiderable. The projects score high in 
this dimension. 2) Has there been an attempt to survey exis ting knowledge, 
and has the project avoided duplicating work that was already done elsewhere? 
Yes, on both count§_. Several of the projects commissioned literature revie~v 

~apers early in their careers. Most of the papers written under the projects 
reveal, through their ,ifiting of the literature, a good awareness of what was 
going on. And, .1s remarked above, far from duplicating other w,Jrk, several 
of the projects were path breaking and unique. 3) What has been the relevance 
of the work to a) bank operations b) extencling knowledge of development 
process c) meeting ·needs of LDC policy mnkers? From what I am able to under
stand, the research has significantly influenced thinking at the Hank r egarding 

, how to evaluate industrial investment projects, and the institutional environ
ments and constraints tl1at facilitate 2£ficient development. The projects have 
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contributed significantly to understanding of developmental processes. I do 
not know how the work has affected policy making in the less developed countries, 
but I would think that potentially the work could have a real impact. 
4) Was any real basic research attempted? Successfully? The answer is a 
strong yes on both counts. 5) Has the research output been used by operating 
people at the Bank? This question seems to me to duplicate 3a. My under
standing is th.at it has influenced thinking in the operating departments. 
6) What type of involvement has there been by researchers in less developed 
countries? At least two of the projects certainly have involved researchers 
in research institutions in less deveioped countries. Two of the other 
projects were in effect, one person shows (by economists with a base in the 
U.S.). 7) What is the mix of insiders and outsiders doing research? I find 
it hard to pin down what "insiders" and "outsiders" might mean. I remarked 
above about the use under the projects of researchers from less developed 
countries. In the United States, both full time bank members and consultants 
have been used. It would appear that two projects, 670-25, and 670-54, largely 
involved a contract with outsiders with little direct connection with researchers 
at the .Bank. The work under these projects seems a bit distant from the research 
at the Bank. In the more successful projects, bank employees or more or less 
full time consultants were involved importantly or ·dominantly . 8) How can one 
characterize the allocation of resources in various dimensions? As I suggested 
above, the projects have tended to involve a mix of methological, empirical, 
and theoretical research. Some of the work has been quite basic, other studies 
have been really quite close to operating policy issues. · 9) How could the 
research allocation be explained? I suspect that this question was meant to 
apply to project areas where the allocation has been unsatisfActory. In this 
case, the allocation seems to me to have been quite satisfactory. 10) Any 
recommendations? Hainly I have applause rather than suggestions for-change. 
However, I would like to call· attention to three related tppiris of interest 
that appear to be arising in the research : industrial innovation, entre
preneurship, and the institutional structure which molds and constrains not 
onf'Y inc~ntives but also information flows. 

III. Where should they go from here? 

The banks research under the curre~t two projects reported above 
increasingly is highlighting that effective capital labor substitution, 
and the adoption of appropriate technology more generally, is not adequately 
described in terms of picking things off the shelf. 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 atte~tion 
to the entrepreneurial dimension in business leadership, and to the institutional 
structures that encourage, support, constrain, and deter entrepreneurship. 

I 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. Tl1e tradition of economic research at the Bank has stressed neat, 
quantitative, formally specified models; there has been a reluctance to delve 
into areas of economic research where precise models and econometric technique 
can not serve as the primary tools. Issues of innovation, entrepreneurship, 
and institutional structure tend to be viewed as "unresearchable" or at least 
not amenable to rigorous research. But I propose that the logic of the Banks 
own past research endeavors has led it inexorably to a requirement to engage 
in this kind of research. And the methodological situation is not as bad ns 
some people in the Bank may tl1ink. Over the last decade both the interest and 
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the rigor of research on industrial organization has increased greatly. A 
considerable body of good and rigorous research on the economics of technical 
change has evolved. However, for the most part, research in these fields has 
been focused on issues and phenomena in advanced countries, not developing ones. 
I think the Bank should accept the obvious challenge. 

RRN/rg 
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