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February 27, 1970

Dr. Robert X. Davis
Visiting Ueonrr Research Fellow
Viversity College
P.O. Box 30197
Nairobi

Dear Dr. Davies

Thank you for your letter of February 19.

1y paper is Just about ready to go to the printer.
I vzpet that we should have eopies available late next
week. I will send you a few epies as soon as I get my
hands on them.

The stochastic element that I have introduced
there is still very tentative, as you shall see. We are
planning to translate the propam into conversational
meds so that we may be able to access it en a time-
sharing system.

I enjoyed our disoussions, and look forward
to having mere of the same.

Sincerely yours,

Tariq Husain
Sector and Projects Studies Division

Roonemics Depertaent

ffua. 4nsbso



February 26, 1970

Mr. J.8. Marsh
Deputy Vice President
International Association of Agricultural

Economists
Department of Agricultural Economics
University of Reading
Reading, England

Dear Mr. Marsh:

Following your advice, I have cut by half the first and
third sections. I also eliminated most of the algebra of
these two sections. The paper although not very substantial
still exceeds the maximum length indicated. Unfortunately,
I do not believe that I can do much better, as far as the
size is concerned. I even dropped the bibliographic references.

I hope that this draft will nevertheless be satisfac-
tory.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments
LMoreux:pnh



FORM No. 26
(4-69)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE

DATE AND TIME R 0 U T I N G
OF CABLE:

LOG NO ACION WDPY:

COPY:
FMOM: J'=DECODED BY:
Tsaxr:

TEXTU

- - - - - - - - ------------------------------ - --------------------------- - --- - -- --

FOR INFORMATION REGARDING INCOMING CABLES, 4; CALL '11E CDWUNICATIoNS SECIoN, ExT. 2021

DUPLICATE



-++Y.-PE D- + ::

Fi 2 1,1

COMMIQMIATIC



Fcoam No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: MR. GOREUX DATE: FEBRUARY 20, 1970

c/o M. MAROIS
89 BOULEVARD ST.MHE CLASS OF LT
PARIS V SERVICE:

COUNTRY: FRANCE

TEo: NORTON REQUESTS PARTICIPATION OF BARAZZA IN CONFERENCE
Cable No.:

MARCH 12 - 14 AUTHORIZATION NECESSARY REPLY TUESDAY

CONDOS

NOT TO BE TRANSMiTTED

MESSAGE AUTHORIZED BY: CLEARNCES AND COPY DISTRIBUTION:

NAME Apostolos Condos

DEPT. Bas Research Center

SIGNATURE
( SIGNATURE 0INDIVIDUA. AUTHORIZED TO APPROVE)

For Usby AhIvesDMso'

ORIGINAL (Fie Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dspatch:



.FE. 1. ar I.

M CAr N

I4

&~ ~ J

-4y ~ -~~

-~ *

- - Ia



Mr. A. M. Kamrck February 135, 1970

H. G. van der Tak

Sector and Projects Studies Division

Research Prgram - S X:-NZth2JqY rogz'ess Report

I refer to my m-randum of January 12, 1970, submitting
our program of studies in progress or to be started in the years
1970 and 1971, classified by research area. I also refer to my
memorandum of August 6, 1969, transmitting our latest six-monthly
report on the inplementation of our research program.

I now attach our next six-mathly progress report. It is
again divided into five parts:

A. Studies conpleted since July 19691

B. Ongoing studies to be oompleted during January-JUne 1970;

C. Ongoing studies to continue into fiscal 1970/71;

D. New studies to be started during January-July 19701

E. New studies to be started during fiscal 1970/71.

Delays in completion and start of studies to date have, on
the whole, been rather small. most of the delayed studies listed in
Section B are in an advanced state of preparation. The present program
of implemntation of studies broadly reflects the views on priorities
expressed during our recent discussions with the Projects Departments.
Previously planned research on major water resource planning models
has been indefinitely postponed. Implementation of the program will
depend, of course, on the staff, consultant, and data processing
resources available to us in fiscal 1970/71. As we have discussed
previously, our planning would be much facilitated by an early indication
of the uis* of the division's budget for 1970/71, and some advance
authorisation to make coimitmnts now against our budget for 1970/71.

-K' 4GvanderTak: mic

c Mr. Baum
Mr. Stevenson
Mr. Reutlinger
Mr. do Weille



February 15, 1970
SECTOR AND PROJECTS STUDIES DIVISION

RESEARCH PROGRAM - 1970-71

A. Studies completed since July 1969

Title of Stud Brief Description Principal Staff

General

1/
W.P.58 - Secondary Effects and Project Review and classification of secondary Masse -

Appraisal effects and how better to take account
of them in project appraisal

Agriculture

W.P.57 - Agricultural Production and This paper reviews estimation techniques Seagraves *
Supply Response Research: A so that project planners and economists
Review for Project Planners in can more easily select satisfactory
Developing Countries research methods

W.P.56 - Use of Simulation in Appraising This paper illustrates the use of Husain
a Livestock Breeding/Fattening computer simulation in the appraisal of
Project a livestock project; additionally, it

develops a set of computer programs
which may be used as computation tools
by the Livestock Division

W.P.66 - Evaluation of Benefits from a To provide framework for analysis of Reutlinger/
Season-to-Season Grain Storage storage projects Wilde *
Program

Educ ation

EC-173 - Cost-Benefit Analysis in Educa- Calculation of social and private rates Thias/
tion: A Case Study on Kenya of return, adjusted for socio-economic Carnoy *

and other factors, and projection of
demand for and supply of education manpower

l/ Currently with Europe, Middle East and N. Africa Dept.

* Consultant
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A. Studies completed since July 1969 (cont'd)

Title of Study Brief Description Principal Staff

Transportation

W.P.67 - Optimum Depth of Water in a Port Methodological study of suitable Ray
criteria, including data problems

W.P.60 - Regional Macro Economic Model This model quantifies the effects of )
alternative transportation policies )
and plans on the economy of a country)

)
W.P.61 - Transport Network Model This model predicts the network link ) Harvard Transport

flows and the corresponding costs ) Research Group; revisions
and performance measures ) and additions made by

) members of the Trans-
W.P.62 - Highway Cost Performance Model This model computes vehicle operating) port Planning Models

cost and performance measures given ) Study Team
the vehicle and road link character- )
istics and the volume of traffic )

)
W.P.63 - Railroad Cost Performance Model This model computes train operating )

cost and performance measures given )
the train and rail link character- )
istics )

)
W.P.64 - Transfer Cost Performance Model This model computes the transfer )

operating cost and performance )
measures given the characteristics )
of the transfer operation )

W.P. ? - Brazil Transport Sector Model ) Based on consultant
) Summary description of transport reports, with revisions

W.P. ? - Sudan Transport Sector Model ) planning model methodologies and additions by members
(forthcoming) of the Transport Planning

W.P. ? - Dahomey Transport Sector Model ) Models Study Team
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B. Ongoing studies to be copleted during January-June 197C

Title of Study Brief Description Principal Staff

General

OPTIMUM TINING OF INVESTMENTS Analysis of criteria for deciding Ray/
when investments should be under- de Weille
taken

Agriculture

Revaluation of Mexican Irrigation Reevaluation of benefits of projects Manning/
Projects financed by the Bank (275-ME and Reutlinger

336-ME)

Analysis and Simulation of Irrigation Computer simulation of irrigation Husain
Project ** project appraisal model

Manpower Requirements of Irrigation A study of Mexican experience and Haissman *
Project ** construction of model for the (Reutlinger)

allocation of scarce manpower

Transportation

TRANSPORT PLANNING MODELS STUDY PHASE II Evaluation of existing transport de Weille
models, especially the so-called Miller
Harvard Transport Model Harral, et al

ECONOMIC REGULATION OF THE ROAD Discussion of objectives and in- Oort *
TRANSPORT INDUSTRY struments of road transport (van der Tak)

regulation in developing countries

APPRAISAL METHODOLOGY FOR FEEDER Discusses analytical framework and Israel
ROAD PROJECTS data base for practicable methods

of determining economic benefits
of feeder roads

* Consultant

** Not previously listed

Note: Capitals indicate completion delayed as compared with previous six-monthly report.



B. Ongoing studies to be completed during January-June 1970 (cont'd)

Title of Study Brief Description Principal Staff

Transportation

SySTE S ALALYSIS OF RURAL TRAISPORTATION Programming approach illustrated META *
on area in West Pakistan (de Weille/Israel)

RAILLINE CLOSURE Discussion of economic criteria Sau *
for deciding whether and when (de Weille)
existing raillines should be closed

Economics of Highway Design Standards - To provide guidelines for design MIT *
Phase I standards and timing or staging (de Weille/Israel)

of road improvements, especially
for low-traffic roads, taking
account of the interrelationship
between design characteristics,
road maintenance costs, and
actual operating costs in varying
climate and terrain conditions

Public Utilities

EK post Evaluation of Power Demand Analysis of errors in electricity Anderson
Forecasts demand forecasts in Bank project

reports

Power Planning Models - Phase I Review and comparative study of Anderson
available planning models, both
simulation and linear programming,
and their uses, advantages and dis-
advantages for different purposes
and power systems

* Consultant

Note: Capitals indicate completion delayed as compared with previous six-monthly report.



C. Ongoing studies to continue into fiscal 1970/71

Title of Study Brief Description Principal Staff

Agriculture

Agricultural Sector Planning Models To provide analytical basis for Egbert/
identifying optimal sets of policies Ablasser
and investment decisions in agri-
cultural sectors: (i) Brazil,
(ii) Portugal

Reevaluation of Indian Irrigation Reevaluation of one or several Duane
Projects projects financed by the Bank, with

particular attention to alternative
project designs

Education

Reevaluation of Bucation Project Assessment of internal and external Thias/
in Tunisia efficiency of project schools and Carnoy *

educational subsystems they belong
to (Loan 28-TUN of 1962)

Financing of Education Exploratory study of ways in Rogers *
which education financing systems (Thias)
influence attainment of various
educational policy objectives

Transportation

Reevaluation of Rail Project in Economic analysis of cost savings Israel
Thailand resulting from various railway

improvements (Loan 280-TH of1961)

* Consultant
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C. Ongoing studies to continue into fiscal 1970/71 (cont'd)

Title of Study Brief Description Principal Staff

Public Utilities

Power Planning Models - Phase II Adaptation and testing of supply models Anderson

onometric Analysis of Demand Correlation of demand with economic Andersonfor lectricity c and demographic variables. Use of
international and regional data. Aim:
to improve forecasting accuracy

** Not previously listed.
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D. New studies to be started during January-July 1970

Title of Stud Brief Description Principal Staff

Agriculture

Credit Project Simulation Computer simulation of credit project Husain

appraisal model

Credit Project (Re)appraisal Pakistan or Philippines credit projects Manning

(terms of reference to be prepared)

Grain Storage Projects (Phase II, Simulation model for estimating various Reutlinger/
Buffer Stock) kinds of benefits for buffer stock Wilde *

operations

Agricultural Development To clarify conceptual model and data Reutlinger, et al

Policy Studies requirements for analysis of policy
1/ issues relating to unemployment,

mechanization, income distribution, etc.
(terms of reference to be prepared)

Education/Health

EDUCATION PLANNING MODEL SURVEY Inventory and review of models with Holm
emphasis on their usefulness for various
purposes

Adaptation/Development of Simple (partial) models which can be Holm

Selected Education Models applied to facilitate planning work
(terms of reference to be prepared)

Exploratory Study of Issues in Preparatory work for study of influence Thias, et al

Rural Education of education on individual and community
attitudes (modernization of agriculture,
diversification of activities, propensity
to migrate, health care, family planning,
etc. (terms of reference to be prepared)

Survey o Iss es in- Jealtn Definition of objectives of specific *
bconoaics in _eveloping Countries health policy efforts; identification (van der Tak)

and measurement of related costs and
benefits (terms of reference to be prepared)

1/ Research on major water reso-: rce planning models has been indefinitely postponed

Cons Jtant

'ote: .ai'baIs in-ica-ue s art delayed as comaard with previous six-monthly xvport



D. New studies to be started during January-July 1970 (cont'd)

Title of Study Brief Description Principal Staff

Transportation

Transport Planning Models Study - Application and further development - de Weille, et al
Phase III (and IV) Colombia, other (?)

Highway Design Standards Study - Experiments in Africa to determine *
Phase II parameters of vehicle operating costs, (de Wille/Harral)

road construction costs, and mainten-
ance costs (terms of reference to be
prep ared)

Airport Projects Methodology for appraising airport *
projects (terms of reference to be (de Weille)
prepared)

Review of Rail Models Inventory and brief review of available Miller
rail models, their uses and data
requirements, etc. to identify areas
for further research

Railline Closure (case study) Purpose is to provide practical ?
criteria for decisions on railline (de Weille)
closures (terms of reference to be
prepared)

Tourism

Survey of Information on Potential Together with available infonaation ?
Tourist Demand in North America for Europe, to provide better frame- (de Weille)
and Japan vork for estimating demand directed

at particular tourist countries

* Consultant
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D. New studies to be started during January-July 1970 (contfd)

Title of Study Brief Description Principal Staff

Public Utilities

Case Study of Practical Feasibility To clarify relation between pricing *
and Merits of Applying arginal Cost benefits and resource costs. Feasi- (Berrie 1/
Pricing to Power Rates (West Pakistan) bility of controlling load by multi- Anderson)

part, time-dependent tariffs
(terms of referenae prepared)

Essay on Economic Issues in Urban To clarify nature of benefits and Ray
Water Supply Projects costs and their relation to pricing

policies

Study of Demand Projections for Analysis of economic, demographic Anderson
Water and other factors influencing the

demand for water

1/ With Public Utilities Projects Department

* Consultant
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E. iew studies to be started during fiscal 1970/71

Title of Study Brief Description Principal Staff

Agriculture

Simulation of other Agricultural )?
Projects )

)(Re)evaluation of Land Settlement )?
Projects

Reevaluation of Livestock Projects

Studies Related to Agricultural )
Development Strategies and Policy )?

)Education

)
Country Case Study on Education )?
Financing Problems )

) See Sector and Projects Studies
Study on Technical/Vocational Training ) Research Program 1970-71 ?

) (January 12, 1970)
Reevaluation of Education Project with )
Focus on Some Special Aspects )

The Absorption of Educated Manpower in )
the Labor Market

)Transportation

)Transport Coordination Studies )?
(incl. toll roads) )

Substituability of Labor for Capital )?
in Road Construction )

)Evaluation of Time Savings )?
)Review of Port Ibdels )?
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E. New studies to be started during fiscal 1970/71 (cont'd)

Title of Study Brief Description Principal Staff

Transportation

Economics of Ports Study )?
)

Reappraisal of Ports Project )?
)

Review of Urban Transport Planning )?
Approaches )

Tourism

)
Study of Tourism Project Appraisal )?
Methodologies ) See Sector and Projects Studies

) Research Program 1970-71
Public Utilities ) (January 12, 1970)

)
Power Supply Model Studies (Phase III) )?

)
Reevaluation of Urban Water Supply )?
(and Sewerage) Project )

)
State of the Art Paper on Urban Water )?
Supply (and Sewerage) Planning )

Sector and Projects Studies Division
February 15, 1970



JaUMay 29, 1970

Dr. j. David Lookard
DireotWc of the SaimsM

Temaher Center
UnVeWSt of )1372d

0oleg Pa, Md. 20742

Dear DW. Lockards

IT aocdamo wita Oocr tim I an madag AUoN
t. list of "s" qim frcm s* 1 he3. IAM34d I cmr

research proje*t. MUk. .u#mnt 1te from thw Zd a attl Psojeot
Departmnt these lists are vmw gsnr l Therefore, I mooid appreciate
it if yu eoaid briefly eses thist mt.rial In Order to diter.dnes
1) the epproius te val3s of te eqppmmt In .seh diseIplim
(choeitry, plsUs, and bisloU) .md ?) the relativw rankimg of the
science departm onto amng themmelveoi baed cm th arti.s. aontaimed
in the lists.

I am loding forward to I fron yin.

Ramel P. Brnbmburg

anlosares.

R.P. ft'itra IIggb

.10 IVA30 h
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FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Richard H. Demuth DATE: January 22, 1970

FROM: Louis M. Goreux

SUBJECT:

1. I am sending you attached (i) copy of my memo of

January V4 to Friedman on work implications of "commodity

programs"; (ii) a note on my Center. If you have time to

glande through them, I would appreciate receiving your
comments.

2. I have sent directly to Mrs. Boskey a note related to

my telephone conversation with her a few weeks ago and to the

second part of paragraph 20 of the note dated January 21.

Attachments



Mr. Irving S. Friedmn January 14s, 1970

Louis N. Coreux

Coodity prga; okiplc ona equtA d in our mem
of Janmay 12

1. I am ConCiuae 3 of havi1ng s1i-plified the problcza in th
attached note. Bit I believe that, as far as operations are
concerned, it is preforable to start vith a eitple formla.

2. As you know, I plan to undertake a research project
dcaling with the problori of interactions betwoen cowutries. Thore,
the various methcdologIcal problems could be thorouhly arilyzed.
This rocmarch chould lead to improved solutions, iinich could be
applIed at a later stago.

Attachment
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L. M. Goreux
January 21, 1970

BASIC RESEARJH CENJTER

Organization, Function, Budget

I. The Center was created in November 1968 with rather general
terms of reference. Since the entire staff had to be recruited from
outside, the work could only start gradually during the course of 1969.
By now, the staff authorized for FY1970 has been recruited and the work
Las progressed substantially. On the basis of the exnerience gained,
ii ir useful to review the organization of the Center and the functions

the Center should fulfill. In the light of this review a proposal will
be presented regarding the budget up to the end of FY1971.

I. Organization

2. The organization of the Center is based on three main principles:
concentration on a few major research themes; use of team-work, ie, about
three pormanent economists. supplemented by consultants on each research
project; and emphasis on counterparts in the developing countries.

Concentration on major research themes

3. Three research projects have been selected. Due to budget
limitations, resources have been initially concentrated on the first
project. Work has started recently on the second project and the way
has been paved for starting the third project.

The first research project is devoted to the problem of inter-
action between the project, the sector and the entire economy of a

country. The objective of this research is to answer questions of the

following types: To make a good decision for a given project, how much

should one know about the sector in which this project is located and
how much about the rest of the economy? What should be the balance

between centralized and decentralized decisions? Which signals should

the Center send to the periphery to ensure that the optimal decision
for the periphery is also optimal for the economy as a whole? Reformu-
lated in terms of Bank operations, these questions are: Under which
conditions is the project's rate of return measured at market prices a
satisfactory proxy for the contribution of the project to the economy of
the country? What should be the relative emphasis between project
missions, sector missions and economy-wide missions?

These questions will be analyzed on the basis of pilot studies
conducted in three countries. In the case of Mexico, where the work is

most advanced, an economy-wide model composed of 20 sectors has been

built. For three of these sectors, (agriculture, energy and electrical
machinery), a model has been or is being built, using a much greater
degree of disaggregation than for the economy-wide model. To each of the



turee sectoral models is attached one project model which, in turn,
is much more disaggregated than the corresoonding sectoral model. The
project model is to be optimized on the basis of signals sent in the
form of snadow prices from the economy-wide and the sectoral models.
In turn, the information obtained in the project study are fed back in
an aggregate form Lo the sectoral and the economy-wide models. The
emphasis will be placed on an analysis of the downward and upward link-
ges and of policy changes to be introduced at the sectoral and economy-

wide level.

The second research project differs from the first by the
emphdsis placed on socio-nolitico objectives, employment and income
distribution in particular, and on the impact of applied research on
growith. An nnalysis of the relationship between economic growth and
non-agricultural emrloyment has already been conducted for a number of)
countries. Field work started in Ivory Coast in November 1969.

. While the first and the second research projects deal with
interaction within a country, the third deals with interaction among
countries through the international flow of goods and capital. The
first steps in the study were taken as a follow up activity of the
3ommodity Price Stabilization Study. The technique of analysis, based
on multilevel programming models is similar to the one used for studying
;nteractions in the first research project. As will be recalled, there
the question to be answered was: to make a project decision optimal from
country A's point of view, how much should be known about the rest of
country A's economy? While in the third research project, the question
to be answered is: how much should be known about countries other than
A, to make a decision regarding country A optimal from the Bank's point
of view?

Use of team-work

8. It is felt that a team composed of about three permanent
economists and part-time consultants is large enough to permit the cross-
fertilization of ideas, but small enough to preserve the flexibility
required for creative thinking. The participation of university consul-
tants has proved invaluable in bringing fresh ideas and up-to-date
techniques of analysis. It has to be recognized that professors of
international repute can better be attracted by consultancy, rather than
by permanent emnloyment.

9. The association of university professors as consultants on
long-term research projects may be the most efficient way to establish
a bridge between Bank operations and academic research, which was one
of the main objectives in the creation of the Center. These consultants,
after working with problems which are of interest to both the academic
community and the Center, have an impact on the selection of research



topics in their universities. This feedback effect is already notice-
able. For instance, one of our consultants has influenced the research
program of some of his colleagues, as well as the choice of Phd. disser-
tation topics.

Emphasis on counterparts in the developing countries

1). The success of our study in Mexico owes a great deal to the
remarkable cooperation received from the Mexicans. The extent of this
cooperation can be illustrated by the fact that by the end of our summer
visit, two models were operating on the CFE computer. On the other hand,
transcription of the first model on the Bank's computer took more than
six weeks. In addition, many of our research papers on this project have
been issued jointly by members of and consultants to the Center and by
their counterparts in Mexico. Apart from being economical, the major
advantages of this association are the following: transfer of knowledge
from 6he Bank staff and its consultants to local professionals, greater
realism in the formulation of the model and more impact of the findings
on actual policies.

11. The level of the sophistication of our counterparts cannot be
identical in all countries, but the extent of local cooperation is always
a major consideration in the selection of the countries to be studied.
In the Ivory Coast, our study is carried out with local counterparts
mainly from the Ministry of Planning. In East Africa, it is conducted
jointly with the East African Development Bank.

12. I was recently approached by Nurul Islam, Director of the
Institute of Development Economics in Pakistan, to conduct a joint study
along lines similar to that in Mexico. I could not react positively in
view of the limitation on our present resources.

II. Functions of the Center within the Bank

13. Research of one kind or another is currently being conducted
throughout the Bank. The rationale for a Research Center in the Bank is
that certain types of research can be carried out more efficiently, if
concentrated in a specialized unit. It is then necessary to differentiate
this type of research, called "basic", from immediately applicable research
which will continue to be carried out throughout the Bank. It is also
necessary to spell out how the work of the Center should relate to the work
of the other departments in the Bank.

l4. The differentiation between the Research Center and other Bank
units involved in immediately applicable research may be characterized in
two ways. First, the Center should not be a servicing unit answering a
specific request of an operational department; it should concentrate on
problems of general interest to the Bank. Second, it should try to anti-
cipate the operational needs of the Bank; but once the analysis has been



accepted and the methodology tested on a pilot basis, the Center should

withdraw.

Not a servicing unit

15. The function of the Center should not be to help an operational
department to solve a problem which arises in the course of a

given operation. Thus, the purpose of the first research project is not
1o study whether a particular project should or should not be financed

1, tie Bank. The theme of this project originated from discussions with
B rnard Bell who is familiar with both the country work, since he headed
wany Bank country missions, and the project work, since he was Deputy
Director of the Projects Department. Ie thought that it was high time
that the Bank initiated a basic study into the relationship between the
project and the country approaches. Obviously, many units in the Bank
jave been concerned with this problem. However, a systematic study of
thi a problem through a multilevel programming model, articulating the
linkages between the project, sector and country missions had not been
attempted.

16. Because the Center does not undertake research directly connec-
ted with a snecific Bank operation, it cannot provide economists to par-
ticipate in regular Bank missions like the Economics Department. Since
the researchers of the Center have to work in close cooperation with
their counterparts in the developing countries, the Center has to send
its own small missions. These have to be carefully planned in relation
to the regular Bank missions to avoid any possible confusion in the
countries concerned. For this purpose, it has been convenient to arrange
the timing of the research missions so as to overlap with the regular
Bank missions. Thus, each mission could benefit from the other and the
time of the local officials could be saved.

Anticipating operational needs

17. Due to the gestation period required for its research, the
Center should try to anticipate the operational needs of the Bank. This
function of the Center can be readily illustrated by the fact that the theme
of the third research project, the interaction between countries, may
be of prime concern to future Bank lending policy.

18. The Bank is now essentially formulating its policy towards
country A without taking into account the impact of this policy on
countries other than A. This attitude partly reflects the fact that
only five years ago two-thirds of Bank lending went to power and trans-
portation, both of which are non-tradeable. As Bank lending becomes more
diversified and as the Bank chairs aid consortia for more and more
countries, it will become increasingly difficult for the Bank to ignore
the impact of its policy towards country A, on countries other than A.



It is therefore anticipated that soon the Bank may not be satisfied
simply to optimize for each country separately and then to assume that

the optimum for all the LDC can be obtained by adding the values optimized
independently for each country. In future, the Bank probably will have

to formulate its policy towards country A, within an overall strategy
towards the LDC, which would require an analysis of the interaction among
countries.

19. As a first sten in this direction, the formulation of "commodity
programs" was suggested as a complement to the "country programs". The
:.eer{ fact that this idea is now seriously considered suggests that Bank
thinking is evolving raoidly. From the formulation of a concept to
its applicability to Bank operations, there is a need for basic methodo-
logical research, which is where the Center enters. But, once the method

becomes operational, the application should be left to the operational
departmaents.

2x0. The articulation between the Center and the operational depart-
ments may be illustrated by another example. The Center analyzes the
iethodology for setting appropriate shadow prices and the policies which
af) ec L. labor emoloyment. It analyzes the margin of choice between tech-
nologies and how this margin can be expanded. This analysis may suggest
that the B'ink should contribute to the financing of research,the purpose
of which is to adbpt the technology of the rich countries to the conditions
of the poor countries. In this instance, the Center studies the economics
of research, taking into account the externalities between the developing
countries. But, when it comes to the appraisal of the actual project to
be financed by the Bank, the Center leaves the matter entirely to the
operational department concerned. In the same way, the Center leaves to
tue regular Bank missions the full responsibility of assessing the adequacy
of a country's policy regarding labor employment.

21. The function of the Research Center in the Bank could therefore
be analogous to that of a denartment of Research and Development in a

large firm. For instance, when faced with complex problems, the production
engineers of a fin may need the help of specialized service units to solve
them. During this process, important innovations may be generated. How-
ever, such firms have found that they cannot rely only on this source for
innovations. They have found it necessary to create, in addition, an R & D
department where research could be conducted in a systematic way.

22. Similarly, a Bank economist may make a basic research contribu-
tion during the course of performing his regular tasks. However, on a
probability basis, he would have a better chance to make such a contribu-
tion, if he were working within a research team whose primary motivation
was research accomplishments, rather than the quality of services directly
rendered to operational departments. After having dealt with operations,
some economists might well wish to work on basic research within an orga-
nized research team for one or two years.
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23. Taking as criterion the long-term efficiency of Bank lending,
a Research Center, following the lines presented above, could fulfill a
urvelul function in the Bank. As a matter of fact, research centers or
research departments exist in several international agencies. But among
all international agencies, the World Bank is the one with the greatest
comparative advantage for having a successful Research Center.

2 6. The present size of the Basic Research Center is far below
the optimal size for a research center. There is a rationale for
procesding gradually towards the optimum size and for adjusting progres-
sively the function of the Center in the light of the experience gained.
But I see no rationale for keening the Center at its present size.

III. Budget

(1) Budgetary request

The following request reflects a policy of gradual ex.ansion
for the next two years with a view to reaching the adequate size in
FY1972. The request covers only the balance of FY1970 and FY1971, since
Lhe budgetary needs for FY1972 can be assessed later, on the basis of
further experience. The budgetary request may be summarized as follows.

Profes;sionals

2 6. Eight slots are presently authorized; seven are filled and one
is committed. Five additional slots are requested. One should be filled in
PY1970; the others should be filled in FY11971, but commitments must be
imade now to allow for the time lag in recruitment.

Rerearch assistants

27. No slot is available since Miss Davis was promoted assistant
econoais. T o slots are requested. One should be filled in FY1970
and attached to project II. The other should be filled in FY1971 and
attached to project III.

3ecretaries

28. Three slots are authorized. Two additional slots are requested
for FY1971. As in the past, it is proposed to recruit additional secre-
taries only when the situation cannot be handled with the help of tempo-
raries.

consul tan ts

29. The request for FY1971 amounts to $110,000. In relation to
the FY1970 expenditure, this increase is in the same proportion as the
increase in the number of professional slots.
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(2) Staffing pattern

30. As shown in Table 1, the economists and consultants will be
distributed among the three research projects.

Project I - (multilevel programming model: project, sector, economy-wide)

31. Mexico: Condos will work on the linkages between models with
hanne and Kornai. Norton will work on the agricultural sector model and
the agricultural project model carried out in Mexico by Winkelman and
Aiss Bassoco. Miss Davis will work on the model for heavy electrical
equipment with Vietorisz and Lissak.

&.st Africa: Mr. Stoutjesdijk, to be recruited, will work with
Frank. Following arrange-ients made with Dr. Simba, Director General of
the East African Bank, the field work will start in February 1970.

13. South Korea: No full-time economist has been assigned to help
Testphal presently in :orea, who will be an active consultant in Ff1971.

Project II - (emn'hasis on social factors)

4. Singh, who has already produced a paper on the relation between
growth and non-agricultural employment in selected countries, will work
with Ranis on the choice of technologies. Vaurs will work with Irma
AdeLman on Ivory Coast. A third economist, to be recruited, will work
withi Thorbecke on Peru and Guatemala.

Project III - (interaction among countries)

3). Duloy, to report in May 1970, is the first member of the third
team. Two other economists as well as consultants have to be recruited.

Director's Office

6. Each of the research projects, consisting of contributions by
economists and consultants of the Center as well as by their counterparts
in the developing countries, should lead to publications.
A position is requested in the director's office, for harmonizing these
contributions in a publishable form, for facilitating the administration
of the Center and for providing the required flexibility in the staffing
pattern of the research-teams.
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(1) Past performance

37. It should be stressed that, apart from myself and Miss Davis,
the total input!/by the end of 1969 amounted to 12 months time of a
permanent economist (Singh 6 months, Norton h months and Vaurs 2 months)
plus consultant services. During the first 6 months, I had to spend
most of my time on the commodity study. During the last 8 months, I
had to prepare various ad hoc papers: a paper on unemployment for
McNamara's address to the annual meeting; and two papers on the Pearson
Commission recommendations regarding the commodity problem. Taking
into account this work, the net input available for the three research
projects was limited. It is in relation to the net input that the
progress achieved so far on these projects has to be assessed.

16. In view of the shortage of resources, I decided to concentrate
initially on hexico for Project I and on unemployment for Project II.
Thus, we could at least reach a critical mass somewhere. Regarding
unemploymaent, a background paper was given to the President and a
working paper by Singh was circulated in November 1969. Regarding the
multilevel programming model, we have succeeded in arousing interest in
Mexico, in the Bank and in the academic community. Although our terms
of reference s-ecified that we should engage only in "problems taking
several years for fruition", we have set the end of December 1970 as the
target for a contribution on Project I to be published in the form of a
book.

1/ For administrative purposes, Sundrum and Ourywere previously shown on
the staff of the Center. Sundrum has never worked for the Center. Oury
was here for 8 months before being transferred to the Agriculture Depart-
ment. During this period, Oury pursued his study on weather and crop
insurance, the findings of which, he published in an article in Finance
and Development. He is applying the methodology which he developed to
several countries in his present work in the Agriculture Department.



Thble 1: Staffing pattern

Permanent Consultants

Director's office (1) Goreux (French)

(a) Economist

cei so (2) Condos (Greek) (7) Manne, Kornai

(3) Norton (U.S.) Winkelman, Bassoco

(it) Miss Dnvis (U.s.) Vietorisz, Lissak

E st Africa (b) Stoutjesdijk (Dutch) Frank

South Korea Westphal

Project TI

(5) Singh (Indian) Rani s

Ivory Co.st (6) Viurs (French) Mrs. Adelman

eru (c) Economist Thorbecke

(i) Research assistant

Project IIi

(8) Duloy (Australian) Consultant

(d) Economist Consultant

(e) Economist Consultant

(ii) Research assistant

Professional budget: The slots presently authorized are numbered (1) to (8);
slot (7) is occupied by a long-term consultant and slot (8) is committed
-nd will be filled in May 1970. The five slots requested are numbered (a) to (e).

Consultants' budget: Manne, who occupies a slot, does not fall under the con-
sultants' budget; the others do. Contracts with Kornai and Ranis have to be
negotiated. Kornai 's contract will be short-term, as are those of
Winkelman and Bassoco.

Research assistnnts' budget: Two slots are requested; ono is to be filled in
FY1970 nnd one in FY1971. These are numbered (i) and (ii).
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CENTER WORLD BANK AND EAST AFRICAN DEVELOPMENT BANK STOP WOULD

GREATLY APPRECIATE FAO COOPERATION FOLLOWING OUR DECEMBER CONVERSATION

HAVE CONTACTED COUSTON STOP UNDERSTAND COUSTON WILLING SPEND FIRST

OR SECOND WEEK FEBRUARY EAST AFRICA ON WAY INDIA STOP UNDERSTAND

WORLD BANK WOULD COVER SUPPLEMENTARY COST REROUTING AND SUBSISTENCE

EAST AFRICA STOP OUR CONSULTANT PROFESSOR FRANK WILL STOP FAO

JANUARY TWENTYSIXTH AT FOUR PM FINALIZE ARRANGEMENTS STOP LETTER

FOLLOWS REGARDS

GOREUX

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME Louis M. Goreux
cc: Messrs. Friedman

DEPT. Basic Research Center Coll ier
Jeffries

(SIGNATURE. TNDIVIDUL AUT IZED To APPROVE)
For Use By General Files and Comm ic tions Section

ORIGINAL (Fle Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Chocked for Dispatch:
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Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: $ IDDI SIMBA DATE: JANUARY 20, 1970
EADEVBANK
13 PORTAL AVENUE (P.O. Box 7128) CLASS OF

KAMPALA SERVICE: LT

COUNTRY: UGANDA, EAST AFRICA

TEXT:

Cable No.: RE YOUR CABLE JANUARY 15 STOP FRANK WILL ARRIVE KAMPALA TUESDAY

MORNING JANUARY TWENTYSEVENTH AND REMAIN EAST AFRICA UNTIL FEBRUARY 13

STOP STOUTJESDIJK EXPECTED FEBRUARY FIRST UNTIL FEBRUARY TWENTIETH

LETTER FOLLOWS REGARDS

GOREUX

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME Louis M. Goreux

DEPT. Basic Research Center

SIGNATURE-
(SiG NDIVp UAL AUTHORIZEQ TO AFPPOVK)

For Use by Archives Division

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Chocked for Dispatch:
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FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR | INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT I CORPORATION

OFF E MEMORANDUM
TO: FILES DATE: Jan. 19/70

FROM: C. P. van Di

SUBJECT: Economics Depa m Sector and Projects Studies Program for 1970-71

On December 31, 1969 a meeting took place between Messrs. Ballantine
and van Dijk of the Education Projects Department and Messrs. van der Tak and
Thias of the Economics Department to discuss Mr. van der Tak's proposed
research program for 1970-71 as set out in Mr. van der Tak's Office Memo dated
October 31, 1969. The meeting discussed Items 8 through 14 of the proposed
program.

Item 8. Reevaluation of Projects

The reevaluation of the Tunisian Project is now in progress and would
be available for study in EPD in the course of 1970. Reevaluation of other
projects would be necessary in the future, .but a decision about other specific
projects would be postponed till the first reevaluation has been studied and
discussed.

Item 9. Education Planning Models

It is unlikely that in the short run much progress can be made in
developing useful comprehensive education planning models, but in certain more
limited fields "technical models" can be developed to rationalize and greatly
accelerate our present work (enrollments projections, financial projections, etc.).
It was agreed that Mr. Holm from Berkeley would join the ED $n February 1970 to
carry out a survey of existing models and their usefulness. It was agreed that
not too much time should be spent on this item and that Mr. Holm should be able
to carry out this survey in about 2-3 months.

Item 10. Education Policy Problems

Professor Rogers from Columbia University would continue his study of
alternative ways of financing education. Further steps in this field would not
be taken without comparing our work program with what is carried out by IIEP.

Item 11. Labor Market Problems

At the present stage this item is not so much a separate research project
but a topic included in other research items such as the Tunisian study mentioned
in Item 8. It would be necessary to keep ourselves fully informed about develop-
ments in ILO's World Employment Program. It was agreed that as a separate item,
this project would be kept in cold storage until more is known about the results
of the ILO program.

Item 12. Efficiency of General Education Processes

It was agreed that much work on this item had been done already outside
the Bank and that an extensive literature in the field exists. This item was not
considered of high priority.



FILES - 2 - Jan. 19/70

Item 13. Rural Education and Training for Socio-Economic Development

This item is of very high priority for the Bank's future operation in
the education sector. It was agreed that the issues involved are extremely
complex, closely tied to a number of other sectors and that the expertise of
a great number of different professions would be required. The sheer magnitude
of the problem should not discourage us, however, from making a start in
investigating the problems involved and seeking solutions.

Item 14. Technical/Vocational Training for Industry and Urban Employment

It was agreed that this also is an item of high priority and presents
problems of comparable magnitude to Item 13. Here also a start should be made
by ED, but not without taking a close look at what Messrs. Coombs and Perkins
may be doing.

CPvD/DSB:lm

cc: Messrs. Chadenet, Baum.
van der Tak, Thias



Form No. 27
(6-68)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERlATIONAL FINANCE

ASSOCIATiON RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

To: E. STOUTJESDIJK DATE- JANUARY 20, 1970
17 TAMBOERSTRAAT
ROTTERDAM CLASS OF LT

SERYICE?

COUNTRY: NETHERLANDS

TEXT: WISH CONFIRM TELEPHONE CONVERSATION STOP FRANK ARRIVES TEN PM
Cable No.:

SUNDAY JANUARY TWENTYFIFTH WILL CALL ON ARRIVAL TO ARRANGE

MONDAY MORNING MEETING WITH YOU AND MONTY STOP SM - M FRANKLEAVES PARIS

1320 MONDAY

L. 00REUX

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: Louis M. Goreux CLEARANCES AND COPY DISTRIBUTION:

NAME Louis M. Goreux

DEPT. Basic Research Center

SIGNATURE

For Use By General Files and Communications Section

ORIGINAL (File Copy)
(IMPORTANT: See Secreares Guide for preparig form) Checked for DIspatch:
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FoRm No. 26
(4-&9)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE

DATE AD TIME ROU TING
OF CABLE: LA?1,1@ .k

LOG NO i ACHON C)t R. 001

TO TNFORMATION
COPY:

Fmri DNA" DECDDED BY:

TMESTU xr Foi

SMNA SARV"MR

FOR INFORMATION REGARDING INCOMING CABLES, PLEASE CALL THE CXMUNICATIONS SECITON, EXT. 2021

DUPLICATE
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January 13, 1970

Professor bbert Oliver
Division of the Nhonnities and Social Sciences
California Institute of Technology
Paadena, California 91109

Dear Bob:

I have recently returned fro* an extensive missien to India,
Pakistan and Iran and thus have not had tim to write you eon-
earning your proepestive role with us starting this imnmr. At
present we are in the process of refining our research progpa
for the next year and to oom extent thereafter. I an sure me
of the topies will interest you. In particular, I would like to
have you deal with one najor operational iesue of urban ecenmies
in tare. of an important ooutry. In that way you *ould cover
the literature an the subject as vmll as test your oonolusioew
with field data. The Bank would have the bwwfit of your researeh
as wall as useful knowledge an a country Wiich is important to our
urban work.

I uderstand that the finraing of your year with us can be
handled by the buget which the bconomios Departnt is likely to
get next year. Accordingly, I suggest you plan an being here next
June.

All the beAt for the Now Year to you and your famly,

Sincerely,

Richard X. Mustebbe
Chief, bozomios of

Uftenisatian Division
leonomies Department

cc: 6Rb. 1.Urck



Mr. USwum G. yes der Tak Dembe , 16

oommic. Rspadenst S92k ed ?RW'jeet dtites ?xgras ter 970l-

1. I attaoh a Opy of a miwes a Oi frm Mr. vaas to Mr. Bass about
Your stD*4ea progwm fer 970o'.

2. I atah also two smeranda fros ou DIv*iSmen an irrlga~te and
liv"%**e. I tktnk mme 84mrsd one solt-amplaatorjr. Un vok an

the ovaluatton no6U fer grain 6torage progrsmt, we feal the esohost
shou3A be n prie asbM stn eff*e.s ad their beaftits rather

thu en the problm of we.., whis is th*e*rt&,l3,T .cvpat*Uvely
assple. We have saw deubts as to whether the incntives fer teura
u40 iate dA1 bm"ks, Ue stuad of whish i prped ta the evalsa.

tiLe of .griultrl =rdLt prajoets, it rmaUy justfi.d as a stuWy
of a aveth4olgeeal problee. The prwposels fer investgtato of
Indiaa iw4gat%.e pwo Jets m o sely otUd ar mu s.es to
reouime a tighter foou.

Xvolserlptv

Attagamote (3)



Mr. W.0. Jiam D)a) 30, 1969

mono Depat.met Seator and Poejta Studies Progrsu tor 1212:U

I wmfor to Mr. vn Aw T.k's mmoranu= to ymO of otor 31. we m
in gunra eament with the pr*psals In the t A of agriculture 14 the
progrea attached to the uaemanm. In partilulr, we up'.. 4th th *a.
phaas givun to stud. In the f*l13A of 3imbvo* , IrIgat oa, . ter* and
land Settlmment. Tuhr hw boon am m.a between our *tWff and
Mr. van der Tak on the proposa3* and I suggest *at Mr. van der takts
people keep In *lose touch vith te Divisimns emoeozed in our Dqparmut
durig the eoures of tbe wates beIng vdwrtakex.

sa Mr. van der Tak



Mr. R. won der TDeeber 29, L469

A. D. Inax

Seetor and ?r.Je Studies Pogra for 1970-71

1. following the diseuassions between yorself, Mr. do Weille and
Mr. Hqg, the purpose of this is to eenfiirm our understanding both
a to the meE and prioritV of the ites affecting this Departmnt that
appear ander the sub-head TRA5 ATIM in yew Ostober 31 nms to Mr. Um.

2. The proposed studies m4d. the sb..ead axes

No. 15 Transport Plarming Model Stuty - Phase III - Appieations
lb Hiommy assign SVA* - hafse II - a.rimts in Afrisa
17 Re-a.praisal of a Port Proeet
18 National Transport Policy - Transport Osotdlnatiom Studies
19 lo*naes af Ports Stadf
20 Rtview of the gcona"Ies of Aviation
21 Review of Urban Transport Plaaing Appreahea
22 Atut of Tourim Projoct Appraisal Methedeisgies

3. Obviously Item 21 (Urban) and Item 22 (Tourim) wast m be discussed
with the appropriate now Deportments as well as with us, to the extent there
may be traampwt aspects is"Jlved in the st*. rem our side we An se no
objeetioms with the broad sampe of work iadieated for them.

4. As regards No's 15, 16 and 17 these are eesetialI the *sntimuation
of alrea# agreed work. It is clear, hoeyer, that so. 16 (ighay Design
Study) will inwelve swhetntially greater tu.d than was envisaged when Phase
I began, or has oven been involved in a Bank resm-reb project. Ther may be
a ease, therefore, for onidering the oest (US$150-2000O0) outside the
normal amaultants/researeh budget. As yem anm, Phase I for this a** was
bomre an tMas Department's bwdet. As seen as the first phase in eemplate
or firmor east estimates are available, I muggest us met to dissu how we
aheuld appraesh Programing ani Budgeting en this item.

5. Isem 19 (Ams.umes of Ports 3ady) esild well result in the pbli-
eation of a eolletion of paperOs en the topis involved, as has been suggested
in the past.

6. Item 20 (Aviation) we feel should oncentrate umre on the mothodel-
ogieal ises of appraisal (partiaularly benefit measurement and forecasting
tooeiques in an envirammt where there are significant shortages of ersal
data). We fase a gpwing auabsr of proposals or request* for fiaaining/toh-
Mteal assistance in relation to airport projects. In mse instances our
first ontasts or dissussiems of such projeets inmlve the geSeral tranmport
osmucists, mt of sbPi are not expert in the field. A paper ihieh vould



Mr. a. van der Tak .0 2 " Desober 2i, LO&

help the to diesuass maningful with masltants aM pwweament offUiia&
eaih matters as preparing toroo of roternwe for studies, or for preparing
dowamnt in spesrt of finamaing requeste, wuld be partculawr helpful.

7. Our main ragrvatan at this stage relates to Ites 18 (atiuol
?ransport Feliqa - Transport Coordination Studies). In pwinsiple, we ass
see the need for aitioenal work en this ipwrtmt topla, eqpeeially as M
aov* to a Ooountry srategy' approesh in Bak work. From the staff 4%*s-
aussions beeen our tuo Departmints, benwver, it appears that year proposal
needs both elarinieaticn and exaesin May I rggest, therofore, that a
separate paper be drown up e this ad then e*ni"dred. While appretatifg
that the researsher should not andities the rossavok, I would tress that
this is a topie bish requires wide, pr tiewl eMpries en the pert of the
pWow .uArtang it us wll as semid preoe.sisoml ability. I hope you
will take this st. a esoot.

. ince the pree weseee proga will require cooperation at a
vkber of point, with this Departawmt's staff, I would be prtieularly Vat.-

ful if you eeuld identify as saw as pretisabl the help needed, by wis,
and 6PPr*XinatelY when SO tat WO 4n take it 1st. a.ut Uet unY in ass*-
sing our staff work load ftr budget purpos.s out alse in mr forwa"d plamng
or staff anignoonts ad travel.

8. In relation to the Geesral Stun' (No. 1) - Labor vernsu Cpital
Istensive ?e iqus - I draw yur attentis. to te feet at Ow IlO has
boon interested in this field. As to the qseafie ie setin of aminiqg a
read projeat, ms I *pst pu prpars a separate paper for dIse.ssion itA
the Highway Division Chiefs?

7. Fiaalp, I atta& a epy of a ens (L. Puliquen to L.. Jayesg)
uggetsIng so= other points that sAq be wofth invowe ation either by Y~

Department or our is General Seave Group In tes toxt of eperatIOM l
work. This esulA form the basis of a separate dissusion beere we bothtiss =s or inoultm'. bdget preparaton for te net fissal year.

ow ssargegg-,.Se4 *Abbi/S AOat
ea ievsn. WJ, a. n, 0. A s . r

I*Lisies Chiefs and AMvisere



Mr. D. S. Ballantine December 24, 1969

C. P. van Dijk

Economics Department - Sector and Projects Studies Program for 1970-71

SameComments

May I submit the following comments on Mr. van der Tak's
research proposal for 1970-1971.

Item No.

8 Reevaluation of Projects. Our agreement with any additional
projects TeF ii i~i~ng sh~id await the outcome of the Tunisian
study, of which the analytical approach and results should be studied
carefully to evaluate the usefulness for our work.

9 Education Planni Models. A comparative study of available
models is usefU in a general ay; the evaluation of their relevance
should take place with reference to specific objectives. If this research
item should contribute to the Bank's operational work (identification,
preparation, appraisal, etc.) these objectives should be worked out in
close collaboration with EPD to avoid entering dead-end sheets.

10 Educational Policy Problems (Financing of education). This item
has been iis id Eail before in connection with Prof. Rogers terms
of reference. No comments.

11 Labor Market Problems. Before the Bank would undertake independ-
ent reseaciE in thfs Held would like to see closer coordination with
ILO s World Employment Program.

12 Efficieng of the General Education Processes. Research into
what has aTiady beie- n i this fildwuild appear to be the first
priority before any new research project is undertaken.

13 Rural Education and Training for Sooio-Economic Development.
This is obvioly a prioriiietor and we d try to convince Economics
Department to put more emphasis on this item than on items 9 through 12.

14 Technica/Vocational Training for Industry and Urban Eployment.
Also a prioriiy tea oF the same order aio1f.

CPVD:lm



NO. Eats Hotl Doowbr 16, 1969

Richard ens

Oftalentkd band Sootor and JMOject Studies rora tor 1270:

Daring your absens I ham taoa the liberty of coanubing en Ue
proposed roesarch progrsa by the soonaoes Departmeno.

Forhaps these .inat. will be useAl to you in respondLag to Mr. van
MJk regarding his request of 3seinbsr 5.

Education PlannIng Modeb (#9)

The application of simulation techniques to sohool building vould sem
appropriate. In cases *hre required exansion of swwondur sohools is
*onstuained by available ftinancial resouraes, perhaps the effisiiny of
building resources could be axiaied by (1) varying the arshiteetural
specifications to suggest alternative onfligurations, and (2) by autmatically
schedling use of space and teacher tim.

fftsainer of Gemeral Education Processes (#12)

This research program seryes the second general objective of .P.D.,
vis., "increased efficiency to rednce sost levels to the linits of available
resouroes". (Ouidelines for Sector Reviews p.2.). As such, it should be
accorded high largely doternine oosts per graftate.
One method of reduoing these costs might be to inerease the nuaber of papLls
pjr teacher. tperiments with increased elass *ise, therefore, ought to be
a prime candLdste for research on edocational efficely.

Rural Eduation and TrainiN for DPvolopzent (#13)

This proposal appears to be based upon a fallacy, via., that the "urban
bias" of rural primary education has contributed to the low estuow of
agriculture and exods to the cities. If the findings of Foster and Clignet
in West Africa are representative, "... the popular notion that ourriculum
is a major deteruinnt of vocational aopirations will have to be abandoned,
and with it the idea that one can generate economic develomt by soording
high priority to agricultural and tobhnical edacation. " (M coaug,
Benefit Appoah to Iductional Flannin p. 27). The question of e&3ation's

ore4 in rural ocovanm doelopment i deod, crucial. Haoever, it should not
overrate the efficacy of education from the start.

In short,, it is dLfficult to assess the proposed research jrogrea without
further d*tails on scope and objectives nf each proposal. Thq cover a wide
range of questions. lventually, they will require sharp focus on specific
issues. Viat resources mill the Ioonomics Department bring to bear on these
questions in terms of number and competence of personnel?

Rjohansou/sp



Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: DEMUTH DATE: NOVEMBER 25, 1969
INTBAFRAD

-AE I ElaA CLASS OF
PARIS 16 SERVICE: telex

COUNTRY: FRANCE

TEXT:
Cable No.:

PASSING THROUGH PARIS WEDNESDAY TWENTYSIXTH 11 AM TO 9 PM STOP

RICKETT BEING DELAYED I BRING DOCUMENTS SHALL BE TELEPHONE

033 9520 AT MIDDAY STOP WOULD APPRECIATE BRIEF CONVERSATION

IF POSSIBLE

GOREUX

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME Louis M. Goreux

DEPT. Basic Research Center

SIGNATURE
(SIGNATURE OF IND IDUiZTO APPROVE)

For Use 6y Archives Division

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Chocked for Dispatch:
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Mr. Hans Fuchs November 24, 1969

George Kalmanoff

!I.S.embn PUMra for 19f0-71 2 Aor and.Pnro tudies DRvxion
of )konmige Dwepaln

This is in response to your query of November 17, 1969 on what
the subject Division could be doing for us.

A basic point to be made is that this Division does not work
in the industrial sector, though there is, of course, same overlap with
industry in sam. of the things it does. It works on problems of agriculture,
transportation, education, and public utilities. Our *research arzm in
the Economics Department is the separate lsonamics of Industrialization
Division.

The research activities of the latter Division are set forth in
the attached naorndim of July 14, 1969. These were discussed at a July 2,
1969 meeting of the Econonics Department Research Conaittee, which has inter-
departmental representation; the minutes of this meeting are also attached.
As you will note, Mesrs. Ban and Hilton were present. One topic, "Sonamic
valuation of IndustrialProjets', is specifically earmarked for cooperative

effort- with the Sector and Projacts Studies Division (see paragraph 12 of
July 14 meao). Future modifications of the research progran of the Indus-
trialisation Division can, of curse, be considered in the light of the needs
which arise fram our experience in the Industrial Projects Department.

The topics listed in Mr. van der Tak's draft of October 3L, 1969
relate to the far sectors on which his Division works, including the one
listed under "General" but which it is intended to apply initially to
transportation (this is the topic "Labor versus Capital Intensive Techolo-
gies"). Nevertheless, it seems to me the Industrial Projects Department
would be interested directly in the research results of san. of the topios,
and indirectly in the later application to industry of the approaches taken
in others. We would be directly interested in the results of a study of
Labor Market Problems (no. 11) and of Technical/Vecational Training for
Industry and Urban oployment (no. 14). Our interest would be indirect, in
the sense indicated above, in the eases, aniq others, of Labor versus apital
Intensive Technalcgies (no. 1), Computer Siculation of Appraisal Models (no. 2),
and of Repirical Investigations Based on Project kcperience and Reevaluation
of Projects (nos. li, 8* and 17).

Gi yib



FORM No. 26
(4-69)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

INCOMING CABLE -

DATE AND TIME R U T I N G
OF CABLE: Vnxm2, 9913

LOG NO. : ACTION OPY: amu

TO: 0 INFOIATION
COPY:

FRCM DECODED BY:

TEXT:

Is ffCA Ny M TRIAT XROW.MA
NO0900 27 1 10 0 M A W I N 3VCM TODAY WHIX

TO PAI PATN

AS 1111MN

FOR INFORMATION REGARDING INCOMING CABLES, PLEASE CALL THE (ThMJNICATIONS SECION, EXT. 2021

DUPLICATE
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Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: DEAZCARATE DATE: Navember 19, 1969
INTBAVRAD
ABIDJAN CLASS OF FR

SERVICE:

COUNTRY: IVORY COAST

TEXT:

Cable No.: 2

GOREUX VAURS PLAN ARRIVE ABIDJAN UT 1833 NOVEMBER 27 6:00 AM STOP

ADVISE TIME PLACE DEPARTURE FOR 1KORHOQO

GOREUX

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME LOuis M. Qoreux

DEPT. Basic Research Center cc: Mr. Basin

SIGNATURE LMGoeux:pi
(SIGNATURE OF INDI 1DU L AUTHORIZED To APPROvY)

For Use by Arci Dlvision~

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Checked for Dispatch:
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Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: DE AZCARA.TE DATE: NVME 13, 1969
INTBAFRAD

4LMICLASS OF FR
V SERVICE.

COUNTRY: IVORY COAST

TEXT:

Cable No.: A(C

VUJ HOTEL PROBLEME GOREUX VAURS PROPOSENT ARRIVER ABIDJAN POUR DEPART

VOYAGE INTERIEUR SA1MEDI SW DIX-HUll' HEURES NOEBE22 STOP

INFOMEZIMEDATEENTJOUR HEURE DEPART VOYAGE INTERIEUR POUR

AJUSTER AR2RIYEE ABIDJANI STOP (3OREUX QUITTERA ABIDJAN DECDMBRE 6

VAURS PLUS TARD

GORELIX

NOT TO BETRNMTE

MESSAGE AUTHORIZED BY: L.M. Goeux CLEARANCES AND COPY DISTRIBUTION:

NAME L.M. Gorenx cc: Mr. Bazi~n

DEPT. Basic Research Center

SIGNATURE I~ru~m
(SIGNATURE OF INDIVIDUAL AUTHORIZED TO 4RVO)

Fo seb Archives Division

ORIGINAL (File Copy)I
(IMPORTANT: Se. Secretaries Guide for preparing form) Chockedi for Dispatch:
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Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OUTGOING WIRE

TO: D. KOCHAV DATE: OCTOBER 10, 1969
ISWATPLAN
RIO CLASS OF

SERVICE:

COUNTRY: BRAZIL

TEXT:
Cable No.: NORTON AND) I ARRIVE MMEICO 1I)NDAY NI(ET STOP AVAILABLE AIL

DAY FORENHSTOP W~ILL CALL EARLY TUJESDAY

NOT TO BRANMTE

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME Louis M. Goreiuz

DEPT. Basic Researchi Center LMareuix~tpum

SIGNATURE
( SIGNATURE 0 1 A AUTHORZE APP~ROVE) FrUeb rhvsDvso

ORIGINAL (File Copy)
(IMPORTANT: See Secretaries Guide for preparing form) Chocked for Dispatch:
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Form No. 27
(7-61)

INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE

ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION
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Nr. Louis Gersux October 23, 1969

Thas Geer and KaiJi Takesuhi

lor ilmerenAm of October 15, 1969 em Pearso Commissien Recomd-atian
No. 9

1 * We have xmxi4ed your paper and we are spathetic to the approach.
Nwever, the scnaic reasomig behind your kqpotesis that there exists a
relatiomship between the level of qeprtunit csts and the sise of a market
share of a producing country is net obvious to us. We must alse admit that
ve es not able to be persuaded b your erguments because of difficulties
in reading your paper. It would cortainy require a easiderable amount of
time and effort to sorstinise te logical validity of year model and the
asssptions underlying it.

2. It would certailya help a reader if you could include a simple
mapl, of two exporting IC's with we having a larger market share (say,

$0 percent) and the oter a smaller market share (20 percent), in which
you show in numtrihal terms te desirability of locating a project in the
smale *Vpovting c;Wtry with the higher apportunity cost in preference
to lecating it in the larger exporting country with a relatively lover
qpportuaity cost.

3. We would like to see, if it is convenient nd if you want as to
give you any additional eciemts, your algebraic model in a cmcise manner
allowing for a step-ty-step evaluation of it.

TOser/ETakeuchitdb

ccra Messrs. tmamk
Stevensn
Magne
Singh (cleared with)
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M. 0. 0. Harral, *a.. I. Isaac, Mr. A.P.sr.1ml October 17, 1969
Wts.Jijarex, Mr. L.H.MIller, Xr.l.X.Pernia, Mr. A.Ray
Jan do Wille

Next Year'. Resaarch Program

I attach a discussion draft of a research program for next year. I
would like to discuss this draft with you on Tuesday, October 21 at
11:30 a.m. in the small conference room.

Attachment

ca: *r. H. 0. van der Tak

JdeWeille iamn.



Mr. Alzmader Stevenwsm October 16, 1969

Arthur x. ?iexm

bessarch Projets

Regarding your mno on the above subject (dated October 7,
, would like to draw your attention to the fact that some work

an eployment trends mentined in item b) of Sir J. 0. Crawford's
letter is .lready in progrss within the Bank. Mr. lAra, an Assistant
Statistician of the Gnal Statisaios Section, is helping Mr. S. K. Singh
of the Basie Research Center in estimating a world unemployment model,
which covoes, among other things, estimation of an eaployment function
for non-agriculturl eployment and projection of uneployeent over the
next two decades. Presumably projection of unemployment will be dam
after taking into consideration the additional employment opportunities
in the non-agricultural sector and shifting of surplus labor available
in the agricultural sector.

A.Kundu/nss



Fc No. 37 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. H. G. van der Tak DATE: October 29, 1969

FROM: Shlomo Reutlinger

SUBJECT: Major Research Areas and Studies in Progress and Proposed, October 1969

1. Below is a list of topics of studies now in progress and proposed
to be initiated during the next year. (THE NEW STUDIES ARE IN BOLD FACE.)
The classification merely suggests the major characteristics or focus of
a study. The classes are not always mutually exclusive.

I. Project Studies

1. Computer Simulation of Appraisal Models

2. The purpose is to make explicit the calculations which are common

in the appraisal of a certain type of project and to program them for compu-
terized calculations. The immediate benefits consist of (i) clarification
of model and assumptions, (ii) opportunity for sensitivity and risk apprai-
sals. There is a very strong demand for computer programmed project
appraisal models in the Bank and from many agencies who appraise projects
in developing countries. Often we find that there is a capability in a
country for assembling basic data and relationships but a shortage of
people who can synthesize their implications. Also many countries have
more computers than capable programmers.

In Progress: - Beef Range Project

- Irrigation Project

Proposed : - MORE TYPES OF LIVESTOCK PROJECTS

- -MRE IRRIGATION PROJECTS

- LAND SETTLEMENT PROJECTS

- CREDIT PROJECTS

2. Project Planning and Appraisal Models

3. The purpose is to suggest appropriate new models for planning and
appraising specific types of projects or modify presently used models.

In Progress: - Cost-Benefit Models for Grain
Storage Programs

Proposed : - EVALUATION OF AGRICULTURAL CREDIT
PROJECTS: INCENTIVES FOR FARMERS
AND INTERMEDIARY BANKS



Mr. H. G. van der Tak -2- October 29, 1969

3. Empirical Investigations Based on Project Experience

These studies aim at providing empirical testing of models and

parameter values used in appraising projects and advising on policy. Some

studies will aim at comprehensive reappraisal of a particular project.
-Other studies will report on topical investigations based on project

experience. Some attention will be devoted to setting up design and

reporting systems of data in conjunction with new and ongoing projects.

In Progresss: - Re-evaluation Study of Mexican
Irrigation Projects

Proposed - INVESTIGATION OF ISSUES IN PLANNING
IRRIGATION PROJECTS IN INDIA: EX-
TENSIVE VS. INTENSIVE WATER APPLICA-
TION PER UNIT OF IAND; MECHANIZATION
AND EMPIYMENT IMPLICATIONS, WATER
CHARGES, ETC.

- SOME EXPERIENCES WITH CREDIT PROJECTS

- RE-EVALUATION OF LAND SETTLEMENT
PROJECT IN KENYA

- RE-EVALUATION OF LIVESTOCK PROJECT

II. Sector Studies

1. Analytical Approaches to Agricultural Sector Planning

5. --Much of the-sector analysis of the Bank is on a piecemeal or

fragmented basis. Developments in particular commodity areas are analyzed

without regard to available factor supplies within and outside the sector.

Market potentials are similarly analyzed without considering demand substi-

tutions. Development programs resulting from such analyses become impossible

as bottlenecks develop and prices slide'unexpectedly.

6. The general objective of this project is to evaluate the efficiency

and sufficiency of various concepts and tools for comprehensive sector ana-

lysis. Mathematic programming and simulation models will be the first and

principal methods to be analyzed and tested. However, it is expected that

other methods may be suggested as a result of the experience gained from

these investigations.

In Progress: - Agricultural Sector of Portugal

- Agricultural Sector of Brazil
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5. Studies Related to Agricultural Development Strategies

7. The objective is to conduct empirical investigations trimirily
based on countrywide data on questions of agricultural development strategy.

Selected Proposed
Topics: - PROJECTION OF SUPPLY AND DEMAND

EXPANSION OF F)ODGRAINS IN ASIA
WITH ALTERNATIVE AGRICULTURAL,
FOOD AND OPULATION POLICIES

- INCONE DISTRIBUTION EFFECTS OF
"GREEN REVOUTION"

6. Major Water Resources Development Models

8. The objective is to review and suggest improvements in models
used for planning of large multi-purpose water resource development
projects in terms of their operational significance for Bank decisions
(through the Special Projects Department) in this area.

SReutlinger:bso

cc. Messrs. G. Ablasser
A. C. Egbert
P. Duan
T. Husain
R. C. Manning
H. Kim
P. King'

Mrs. C. Carr



RESEARCH PROGRAM FOR QUANTITATIVE TECHNIQUES AND ANALYSIS DIVISION

The following program outlines seven major areas of research in

which studies should be undertaken by the division. The two-year program

will be based on these outlines. All are substantial areas of interest both

to the Bank and to the development community in general, and all are relevant

to the country economic work of the Bank. It should be emphasized that the

studies chosen will be carried out in full cooperation with the area depart-

ments and will focus on specific countries and case studies.

A. Simulation
Cat.

1. Simulation Models - A study of the uses of simulation models and

their application to development analysis and projection. Comparisons will

be made with conventional methods and the relative strengths and weaknesses

set forth. Such models will include the macro-economic section of the Harvard

transport model, the Lockheed model, the Simulmatics Venezuela model, the A

various CSNERD models, and others. These models will be developed typically

on the computer and will focus on specified countries. Examination will be

made of the data sensitivities and of the various specifications of the func-

tional equations. This area is particularly important as the Bank needs to

have a sound expertise to be able to judge the increasing number of "systems

analysis" proposals made both to it and to the member countries.

2. Micro-Analytic Model - This will be a model that is built up from

the various components of economic activity to the whole macro model. Typi-

cally it would consider separately all the firms in the economy and would

attempt to cover 20 or 30 representative groups of individual consumers.

The model would at the same time identify the flows of some one-hundred or

so major resources and goods in the economy. These would all be combined B

on a computer with a view to looking at the macro-economic implications of

the behavior of the micro-components. Beyonl this experiments would be

made of the differences of applying policy (taxes, etc.) on a micro-level

and applying the same on a macro-basis, also the effects of random shocks

on both levels will be assessed. Specifically, this approach is already

being applied to Ghana in the present study. It also may be possible to

link this approach with work of the Population Studies Division.

B. Programming and Planning

3. Programming Models and their Application to Development - This

study will look at the various types of programming models and will identify

the manner in which these models can be of assistance in the planning and

execution of development. Typically the study will look at the various

methods of approaching non-linearities and the areas in which it is important

to find some better form than the linear model. Examples of areas which A

should be covered are integer programming of plant decision, and log linear

functions to represent consumption so that pricing can play a role and the

consumer can react to the extremes of the market (as evidenced in the shadow

prices) that are so often found in programming models of a linear type.
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Cat.

4. Plarning Techniques - This study will look at the various quanti-

tative planning techniques that are currently being used in the LDCs and

try to assess their effectiveness and realism. It will attempt to evaluate

whether the techniques being used are suitable for the problems at hand and

whether they are at the correct level of sophistication (most techniques

are too sophisticated). FAthermore the study will look at the data require-

ments for the various techniques and the implicit manpower needs and whether B

these are matched to the country availability. Finally the study will con-

centrate on the problems that must be answered by the planners (and those

that they should avoid) and then come up with a set of planning techniques

that are optimal in an operational sense for the planning situations en-

countered, and outline the data, time and manpower needed for each and what

can be expected of the outputs. Also the study will try to define what the

external aid donors (as distinct from~the nation) needs to have in the way

of a country plan.

5. Information Systems - This study will look at the role of informa-

tion flows in the process of economic development, particularly between the

public sector and the rest of the economy and also within the 
public sector

itself. An examination will be made of the extent to which limitations upon

what is commonly termed "absorptive capacity" are the direct result of faulty

or incomplete information systems. The study will also proceed to look at

the role of data banks, and remote access information systems in facilitating C

the flow of economic and operational information around the operating parts

of the economy. Another part of the study will focus on the information

needed to make decisions in less developed countries and the current and

potential ways of getting this information to the decision makers. This

then will involve asking questions as to what data is now being collected

and by whom and how much is being used and by whom. Finally, some assess-

ment will be made of existing data facilities, how they can b6 better utilized

and whether they need to be supplemented.

6. Input-Output Analysis - This study will try to answer the following

questions. How can this tool best be used in the analysis of development

and in the projection of the possible economic activity of these countries?

What are the problems encountered as a result of changing coefficients or

of poor data? What type of data is important and what type of irlter-oletions

and guesses typically have to be made? What is the optimum balance between

the desire for sectoral detail and the data requirements for a disaggregate C

model? The study will also look at the questions of industry coefficients

and the extent to which they are transferrable on a worldwide basis, and if

so, can the results of import substitution and the growth of industry be

assessed correctly with an input-output analysis. Finally, the study will

look at the proposiiion that certain coefficients are measures of the level

of development and that there is a continuum of the values of these coeffi-

cients along the path of development.
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C. Macro-Economic. Projectiori Models
Cat.

7. Projection Model Methodolog - This study will explore the various

types o2 models that can be used to make projections of economies, particularly

the types of projections needed for country economic analysis. It will try

to evolle a limited set of small models, differirng solely in their focus or

in the central constraint on development that is assumed, that can be used in A

a moderately uniform fashion for country analysis. Furthermore, it will attempt

to clarify the significance of the various national income accounting defini-

tions required. Finally the aim will be to come up with a generalized set of

computer programs for using such models.

8. Review of Country Projections - This study will look at the economic

reports of the Bank and focus on their macro-economic projections. 
It will A*

assess the extent to which these projections turned out to be correct and what

were the reasons for divergences from the projections. At present Bank economic +

reports are interesting, but rarely useful in the long run as there is little

or no attempt made to look in retrospect at the projections and recommendations, B

and rarely if ever is a country called to task for not "performing". Such a

study will enable us to understand the reasons for falling short of expectations,

and enable us to obtain a better framework for writing economic reports.

D. The Analysis of Growth

9. Sources of Growth - This study will look at the factors which produce

growth in an economy, particularly those sectors which produce 
surplus resources

so that the process of growth can be augmenbed. For example, traditional agri-

culture is likely to grow, but only about as fast as population and it may not C
be a true source of growth; on the other hand, sectors such as petroleum are

likely to grow at a very rapid rate and to the extent that the earnings are

retained in the economy, they become available for investment elsewhere. One

important question will be the extent to which the public sector can 
itself

be an engine of growth, or whether in fact it more often turns out to be an

inhibitor.

10. Imports and Growth - This will be a study of the role of imports

in economic activity and the impact of imports on growth. (It may also look

at the process of import substitution and comparative advantage.) Import

classification systems will come under this project and an attempt will be C
made to arrive at standard end-use classification that can be related meaning-

fully to macro-economic variables. The study will look at different types of

imports, specifically capital goods, raw materials, and consumer 
goods and

identify the ways in which these relate to economic activity and growth.

Finally, the study will consider the interrelationship between the supply

of foreign exchange, output and employment and the extent to which the former

can be used to further the aims of the latter two.

E. Interface Analysis

11. Interface Problems - This study will look at the relationship between

macro-models and sectoral models and .ry to bridge the gap. Of particular A
interest will be the extent of the information that must be passed across such

* Item 8 embraces work in its early stages as well as advanced-work.



Cat.

an interface, and thus the events in the sectors that will have little or

no effect on the macro considerations, and conversely, those things that

are in the macro model which will not gffect the micro sectors. Linkages
will be studied and both the supply ani the demand connections will be artalyzed.
Furthermore, along the same line, the study will tackle the problem of aggre- A

gation. Theory suggests that there it; substantial bias introduced into a

system by a lack of detail, and that adding up sectors and treating them in

concert loses valuable information. Practice however seems to indicate just

the opposite, that the macro-micro linkages are minimal and that working from

the macro level down to detail does not uncover any noticeable bias. Beyond
this the study will of course look at the question of the macro-economic

implications of a project and whether it is at all necessary to look at any-

thing more than the direct effects of a project.

F. Macro-Economic Analysis

12. Demand Models - The purpose of this study is to look at the nature

of demand for output in LDCs, whether it be exports, consumption, or investment

goods. Typically the models of these countries look at the production side,

as it is assumed that underdevelopment is a matter of supply bottlenecks, lack

of social overhead, minimum plant size, etc. Demand is typically treated as C
a fixed coefficient function, particularly consumption. To add to the distortion

consumer patterns are derived from cross section elasticities which are likely

to be more divergent from unity than time series. The purpose of these studies

would be to look at the actual nature of demand in LDCs and to determine why
it is demand, not supply, that usually makes projections fail to come close to

realizations. The point is that demand is at present the weakest part of any
model of an LDC and thus a substantial effort should be directed to ascertaining

its functional nature. In addition to the consumer demand, attention should

be paid to the nature of demand for investment goods and how this flows into

domestic and import demand.

13. Recessions in LDCs - Typically it has been assumed that the problems

of development are problems of supply and that growth is held back by lack of

productive capacity. Recently however, the Bank has run into several cases

where underdeveloped countries have experienced recessions of varying lengths,
and these setbacks have been entirely due to a lack of aggregate demand, usually

brought about by an overextension of capacity. The study will try to assess C
the extent to which such problems are true aggregate demand questions, or

whether they are more the result of sectoral bottlenecks or deficiency in the

supply of a particular factor other than productive capacity. Furthermore,

the study will go on to try to answer the questions as to how such problems

should be dealt with if they do exist, or at least to refine our tools of

observation to the extent that we can define exactly what is happening in

such cases of apparent lack of aggregate demand.

14. Prices and Markets - The sources of price changes will be examined

with particular focus on the public sector, monetary and fiscal policy and the C
role of external influences in ge'nerating them. Also the role of the agri-

cultural sector will be studied and the questions asked as to what are the
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principal causes of price movements in this sector, and whether such move-
ments are reversible. Finally the study will look at the role of institutions
in price determination and examine the monopolistic elements of the economy
and whether they contribute to instabilities. Since prices are determined
in markets this will lead to consideration of the role of the market mechanism
in development. What exactly is the role of the market in an underdeveloped C
economy? Is underdevelopment simply a matter of the partial or complete
failure of this mechanism, and if so what are the methods by which it might
be made to work? Are indivisibilities a real or perceived impediment to the
functioning of the market? What should be the role of the public sector in
the functioning of the market? Can it substitute completely for the market,
or should it simply ensure through policy that the market has the best pos-
sible conditions in which to operate? What should government do about the
wide swings typically encountere'd in a functioning market in LDCs'

G. Labor and nployment

15. Study of Employment - This important factor is becoming quite common
as an objective of development, yet we know very little of i;he nature of employ-
ment in LDCs. The excuse of data is often given, but there may be enough
information now available for studies to be made into the nature of emplo.-ment
and how it relates to output and growth. Questions such as the conflict between
growth and employment will be explored, Beyond this the study will get into C
questions of the nature of employment and look at the characteristics of 3mploy-
ment when differentiated according to skill class, and to what extent the pro-
duction functions have fixed coefficients with respect to these classes. This
then leads to questions of skill bottlenecks and the problems of identifying
them.

16. Productivity - The intention would be to look at the determinants of
productivity in the developing countries, in order to investigate the hypothesis
that additional output can be obtained without the injection of new capital if C
labor productivity can be raised. The possibility of a clash between the
objectives of higher productivity and increases in employment will also be
reviewed.

March 13, 1969



THE EXXONOMICS DEPARTMENT RESEARCH COMMITTEE

Minutes of Meeting Held Friday, October 17, 1969 on Research

Program of the Quantitative Techniques and Analysis Division

Those Present: Messrs. Kamarck, (Chairman), Economics; Henderson,
Economics - Q.T.A. Division, Chief; Carter, Economics
- Q.T.A. Division; Knox, Public Utilities Project
Department; Schmedtje, Western Africa Department;
Baldwin, Office of the Director, Projects; Adler,
Director, Programming and Budgeting; Krishnaswamy,
Director, E.D.I.; Niebuhr, South Asia Department;
Goreux, Basic Research Study Group; and Lowther,
(Secretary), Economics.

1. Mr. Henderson made the following introductory remarks:

(i) The research program circulated to the members of the
committee represented the Division's opinion of the broad
range of topics on which much research was needed of a
kind which the Division was in principle able to undertake.
In view of the small size of the Division, it was not an

indication of the actual work they expected to do in the

near future, or indeed at all.

(ii) In the past, the research work undertaken by the Division
has arisen almost entirely from specific needs expressed
by operational departments of the Bank. Such needs would
certainly continue to be an extremely important factor, but
it was hoped that through the agency of the Research
Committee the aims and content of the program could be
broadened.

(iii) The precise nature of the work they will do will be affected
by the staff they have - both in a quantitative and a
qualitative sense - i.e. the amount of work is strictly
limited by staff contraints and the kind of work depends
in some degree on the interests and abilities of the staff
members.

2. After Mr. Henderson's remarks, Mr. Kamarck gave some background
on the Division. It was established to explore the possible uses within
the Bank of quantitative techniques that were being developed in the
academic world, and to act as a channel of information concerning such
work. It has achieved a substantial degree of success in this, and has
achieved useful results in some practical applications of techniques.
The division now needs advice on vhe approach they should take in relation
to future research activities.
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3. The committee expressed concern about the vagueness of

the research program circulated to them. Since the topics listed covered

broad fields in general terms it was difficult to give precise advice on

the contemplated research. They wished to know how the researchers con-

ceived of each project before passing judgement on its relevance and sug-

gesting changes or additions to the program. Also, they desired to know

whether the reserarch will attempt to contribute to econometric literature

or draw on existing literature and relate it to Bank operations. The best

way to answer the committee members' questions and discuss the specific

details of the program was to consider each topic individually. A discus-

sion of the topics ensued.

(1) Simulation Models: The Division will review various

simulation techniques and critically analyze them to determine

their potential contribution to Bank economic work. The object

is to take an unbiased critical look at such techniques, for

which excessive claims are sometimes made. A specific research

project now under way is an evaluation of the macro-economic

portion of the Harvard Transport Model (HTM) being developed for

Colombia. The results of the current activities will be:

(i) Improvement of the H.T.M. paper on the lessons learned from

this; and

(ii) A more general paper on the uses of simulation models.

The Division also hopes to develop expertise that will enable

them to comment upon systems analysis proposals which consulting

firms may make to the Bank.

A question was raised about whether or not the research would

yield a general computer program which could be used for simula-

tions in other countries. The answer was that it was hoped that

a generalized macro-economic model would eventually be developed.

(2) Micro-Analytic Model: The Division is developing a country
macro model based essentially on a micro-economic foundation. It

uses the relatively simple economy of Ghana ( work based on a re-

quest from the West Africa Department) where there are a tractable

number of economic entities affecting the overall functions of the

economy.

(3) Programming Models and their application to Development: Current

work on this project is to evaluate non-linear techniques in

development programming models. The object is to explore within

the framework of a quantitative model the possible implications of

different sets of development goods.

(4) Planning Techniques: The Division has been looking at some of

the quantitative techniques of planning that are being currently

applied in developing countries, with a view to advising Area

Departments and the countries concerned of what seem to be the

uses and limitations of these techniques. Mr. Adler felt that

this aspect of the Division's activities deserved particular

attention.



4. Of the remaining topics (5 through 16) only 7, 8 and 11
were discussed in detail by the Committee because these are the only
ones on which some work is being done.

(7) Projection Model Methodology: The Division has developed
projection models for some of the countries in which
Division staff members have participated in economic
missions (including Ghana, Jamaica, Solomon Islands and
Kenya). Their object is to evaluate projection model
techniques in the Bank's operational environment and suggest
improved methods of making projections.

(8) Review of Country Projections: In this project, the Division
wishes to review past country Economic Reports to determine
the nature and accuracy of projections made therein. In effect,
they wish to analyze the methods and the outcomes of country
projections, and if possible to suggest methods for improvpment.

(11) Interface Problems: This is a study to look at the relaticnship
between macro-models and sectoral models and an attempt to bridge
the gap. An instance of this is the Division's involvemert in
the Farvard Transport Model. The point was made that since the
present Divisional Research Program was prepared, this particular
topic has become a majcr concern of the Basic Research Cen er.

5. Some committee members felt that some of the inactive torics
not discussed in detail by the Committee should be considered for inclusion
in the active work program. They were as follows:

Mr. Adler felt more consideration should be given to 11o. 15, A Stuy of
Employment because of the Bank's new emphasis in this area and the lark of
information available. Mr. Kamarck pointed out that work in several of
the Divisions of the Department relates to the employment problem and that
we are coordinating with other International Organizations in this field,
(Mr. Kamarck will attend an ILO seminar on research in unemployment ill early
November.)

Mr. SchMedtje suggested that consideration be given to No. 10 Imports and
Growth.

Mr. Niebuhr suggested that No. 15 Employment and No. 5 Information Systems
be considered at the expense of items 7 and 8. He indicated that the
intitial steps in evaluating projection models and their use in the Bank

(7 and 8) were successful and the effort in these areas should now be
covered by Area Department so that the Q.T.A. Division could turn to other
items like 15 and 5. Mr. Kamarck pointed out that the techniques referred
to in relation to topics 7 and 8 were not as widely used as they might be

and further work is needed in this area. Mr. Henderson indicated the
Division's desire to study these topics further and in particular to continue



the analysis, already undertaken in relation to the 5968, 5 year projections

of the characteristics of country economic forecasts. Neverthele3s,

Mr. Kamarck recomnized the need for investigatiors of the field 
of inf'mrmation

handling (Mr. Niebuhr specifically suggested a study of the ways of converting

data into informn.tion) and exnressed the hope that it might be possible 
to

place it on the list for active research.

6. The final consensus wns that the research program as now written

is somewhat too broad and general for specific conclusions from the committee.

The Division's explanations of their work in progres were clear and under-

standable and the committee generally agreed with the Division's approach to

the problems being investigated. Mr. Henderson sai& that he would be glad

to prepare another paper setting out in more detail 4he possibilities 'or

future research by the Division, with the object of enabling the Resea-ch

Committee to give specific advice on priorities and choices.



FORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Members of the Research Committee DATE: October 7, 1969

and Mr. Hans Schmitt
FROM: Andrew M. Kamarck

SUBJECT: Meeting

There will be at meeting of the Research Committee on Wednesday,
October 15, at 2.30 p .m. The Committee will discuss the proposed
research program of the Quantitative Techniques and Analysis Division
(Q .T .A.).

Attached is a paper on Q.T.A's praoosed research program written
in March of this year. The program has not changed since that time.
The paper will provide the basis for the Committee's discussion.

Work in some of the areas has begun or is about to begin. The

topics listed in the program can thus be categorized according to the

amount of progress that has been made. The three categories that might
be distinguished are:

A. Topics on which substantial progress has been made.

B. Topics on which work has just begun or will begin soon.

C. Topics which are of interest and importance but which will
receive little or no attention this fiscal year because of
insufficient time and s4 aff.

On the attached paper, the category of each topic is marked in the right
hand margin, of the page. You may thus review the research program as a
whole and simultaneously be informed as to the amount of work done on
each topic.

When the committee meets, I would like the members to discuss the
relevance of the program to Bank needs and offer some judgement with regard
to the priorities assigned to each area of study and each topic.

If you are unable to attend the meeting, you may send an alternate
of your own choosing. If it will not be possible for you or an alternate
to attend, please notify Mr. Lowther (Ext. 2285).

Attachment:

JLLowther:rf



RESEARCH PROGRAM FOR QUANTITATIVE TECHNIQUES AND ANALYSIS DIVISION

The following program outlines seven majo : areas of research in

which studies should be undertaken by the division. The two-year program

will be based on these outlines. All are substantial areas of interest both

to the Bank and to the development community in general, and all are relevant

to the country economic work of the Bank. It should be emphasized that the

studies chosen will be carried out in full cooperation with the area depart-

ments and will focus on specific countries and case studies.

A. Simulation
Cat.

1. Simulation Models - A study of the uses of simulation models and

their application to development analysis and projection. Comparisons will

be made with conventional methods and the relative strengths and weaknesses

set forth. Such models will include the macro-economic section of the Harvard

transport model, the Lockheed model, the Simulmatics Venezuela model, the A

various CSNERD models, and others. These models will be developed typically

on the computer and will focus on specified countries. Examination will be

made of the data sensitivities and of the various specifications of the func-

tional equations. This area is particularly important as the Bank needs to

have a sound expertise to be able to judge the increasing number of "systems

analysis" proposals made both to it and to the member countries.

2. Micro-Analytic Model - This will be a model that is built up from

the various components of economic activity to the whole macro model. Typi-

cally it would consider separately all the firms in the economy and would

attempt to cover 20 or 30 representative groups of individual consumers.

The model would at the same time identify the flows of some one-hundred or

so major resources and goods in the economy. These would all be combined B

on a computer with a view to looking at the macro-economic implications of

the behavior of the micro-components. Beyonel this experiments would be

made of the differences of applying policy (taxes, etc.) on a micro-level

and applying the same on a macro-basis, also the effects of random shocks

on both levels will be assessed. Specifically, this approach is already

being applied to Ghana in the present study. It also may be possible to

link this approach with work of the Population Studies Division.

B. Programming and Planning

3. Programming Models and their Application to Development - This

study will look at the various types of programming models and will identify

the manner in which these models can be of assistance in the planning and

execution of development. Typically the study will look at the various

methods of approaching non-linearities and the areas in which it is important

to find some better form than the linear model. Examples of areas which A

should be covered are integer programming of plant decision, and log linear

functions to represent consumption so that pricing can play a role and the

consumer can react to the extremes of the market (as evidenced in the shadow

prices) that are so often found in programming models of a linear type.
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h. Plarning Techniques - This study will look at the various quanti-

tative planning techniques that are currently being used in the LDCs and

try to assess their effectiveness and realism. It will attempt to evaluate

whether the techniques being used are suitable for the problems at hand and

whether they are at the correct level of sophistication (most techniques

are too sophisticated). Frthermore the study will look at the data require-

ments for the various techniques and the implicit manpower needs and whether B

these are matched to the country availability. Finally the study will con-

centrate on the problems that must be answered by the planners (and those

that they should avoid) and then come up with a set of planning techniques

that are optimal in an operational sense for the planning situations en-

countered, and outline the data, time and manpower needed for each and what

can be expected of the outputs. Also the study will try to define what the

external aid donors (as distinct fromthe nation) needs to have in the way

of a country plan.

5. Information systems - This study will look at the role of informa-

tion flows in the process of economic development, particularly between the

public sector and the rest of the economy and also within the public 
sector

itself. An examination will be made of the extent to which limitations upon

what is commonly termed "absorptive capacity" are the direct result of faulty

or incomplete information systems. The study will also proceed to look at

the role of data banks, and remote access information systems in facilitating C

the flow of economic and operational information around the operating parts

of the economy. Another part of the study will focus on the information

needed to make decisions in less developed countries and the current and

potential ways of getting this information to the decision makers. This

then will involve asking questions as to what data is now being collected

and by whom and how much is being used and by whom. Finally, some assess-

ment will be made of existing data facilities, how they can be better utilized

and whether they need to be supplemented.

6. Input-Output Analysis - This study will try to answer the following

questions. How can this tool best be used in the analysis of development

and in the projection of the possible economic activity of these countries?

What are the problems encountered as a result of changing coefficients or

of poor data? What type of data is important and what type of interol.tions

and guesses typically have to be made? What is the optimum balance between

the desire for sectoral detail and the data requirements for a disaggregate C

model? The study will also look at the questions of industry coefficients

and the extent to which they are transferrable on a worldwide basis, and if

so, can the results of import substitution and the growth of industry be

assessed correctly with an input-output analysis. Finally, the study will

look at the proposiiion that certain coefficients are measures of the level

of development and that there is a continuum of the values of these coeffi-

cients along the path of development.



-3-

C. Macro-Economic Projection Models
Cat.

7. Projection Model Methodology - This study will explore the various

types ol' models that can be used to make projections of economies, particularly

the types of projections needed for country economic analysis. It will try

to evolre a limited set of small models, differinig solely in their focus or

in the central constraint on development that is assumed, that can be used in A

a moderately uniform fashion for country analysis. Furthermore, it will attempt

to clarify the significance of the various national income accounting defini-

tions required. Finally the aim will be to come up with a generalized set of

computer programs for using such models.

3. Review of Country Projections - This study will look at the economic

reports of the Bank and focus on their macro-economic projections. 
It will A*

assess the extent to which these projections turned out to be correct and what

were the reasons for divergences from the projections. At present Bank economic +

reports are interesting, but rarely useful in the long run as there is little

or no attempt made to look in retrospect at the projections and recommendations, B

and rarely if ever is a country called to task for not "performing". Such a

study will enable us to understand the reasons for falling short of expectations,

and enable us to obtain a better framework for writing economic reports.

D. The Analysis of Growth

9. Sources of Growth - This study will look at the factors which produce

growth in an economy, particularly those sectors which produce surplus 
resources

so that the process of growth can be augmented. For example, traditional agri-

culture is likely to grow, but only about as fast as population and it may not C
be a true source of growth; on the other hand, sectors such as petroleum are

likely to grow at a very rapid rate and to the extent that the earnings are

retained in the economy, they become available for investment elsewhere. One

important question will be the extent to which the public sector can 
itself

be an engine of growth, or whether in fact it more often turns out to be an

inhibitor.

10. Importsand Growth - This will be a study of the role of imports

in economic activity and the impact of imports on growth. (It may also look

at the process of import substitution and comparative advantage.) Import

classification systems will come under this project and an attempt will be C
made to arrive at standard end-use classification that can be related meaning-

fully to macro-economic variables. The study will look at different types of

imports, specifically capital goods, raw materials, and consumer 
goods and

identify the ways in which these relate to economic activity and growth.

Finally, the study will consider the interrelationship between the supply

of foreign exchange, output and employment and the extent to which the former

can be used to further the aims of the latter two.

E. Interface Analysis

11. Interface Problems - This study will look at the relationship between

macro-models and sectoral models and .ry to bridge the gap. Of particular A
interest will be the extent of the information that must be passed across such

* Item 8 embraces work in its early stages as well as advancedwork.



Cat.

an interface, and thus the events in the sectors that will have little or

no effect on the macro considerations, and conversely, those things that

are in the macro model which will.not ffect the micro sectors. Linkages
will be studied and both the supply ani the demand connections will be arialyzed.
Furthermore, along the same line, the study will tackle the problem of aggre- A
gation. Theory suggests that there if substantial bias introduced into a

system by a lack of detail, and that adding up sectors and treating them in

concert loses valuable information. Practice however seems to indicate just

the opposite, that the macro-micro linkages are minimal and that working from

the macro level down to detail does not uncover any noticeable bias. Beyond
this the study will of course look at the question of the macro-economic

implications of a project and whether it is at all necessary to look at any-

thing more than the direct effects of a project.

F. Macro-Economic Analysis

12. Demand Models - The purpose of this study is to look at the nature

of demand for output in LDCs, whether it be exports, consumption, or investment

goods. Typically the models of these countries look at the production side,

as it is assumed that underdevelopment is a matter of supply bottlenecks, lack
of social overhead, minimum plant size, etc. Demand is typically treated as C
a fixed coefficient function, particularly consumption. To add to the distortion

consumer patterns are derived from cross section elasticities which are likely

to be more divergent from unity than time series. The purpose of these studies

would be to look at the actual nature of demand in LDCs and to determine why

it is demand, not supply, that usually makes projections fail to come close to

realizations. The point is that demand is at present the weakest part of any

model of an LDC and thus a substantial effort should be directed to ascertaining

its functional nature. In addition to the consumer demand, attention should

be paid to the nature of demand for investment goods and how this flows into

domestic and import demand,

13. Recessions in LDCs - Typically it has been assumed that the problems

of development are problems of supply and that growth is held back by lack of

productive capacity. Recently however, the Bank has run into several cases

where underdeveloped countries have experienced recessions of varying lengths,

and these setbacks have been entirely due to a lack of aggregate demand, usually

brought about by an overextension of capacity. The study will try to assess C
the extent to which such problems are true aggregate demand questions, or
whether they are more the result of sectoral bottlenecks or deficiency in the

supply of a particular factor other than productive capacity. Furthermore,

the study will go on to try to answer the questions as to how such problems

should be dealt with if they do exist, or at least to refine our tools of

observation to the extent that we can define exactly what is happening in

such cases of apparent lack of aggregate demand.

14. Prices and Markets - The sources of price changes will be examined

with particular focus on the public sector, monetary and fiscal policy and the C
role of external influences in ge'nerating them. Also the role of the agri-

cultural sector will be studied and the questions asked as to what are the
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Cat.

principal causes of price movements in this sctor, and whether such move-
ments are reversible. Finally the study will look at the role of institutions
in price determination and examine the monopolistic elements of the economy
and whether they contribute to instabilities. Since prices are determined
in markets this will lead to consideration of the role of the market mechanism
in development. What exactly is the role of the market in an underdeveloped C
economy? Is underdevelopment simply a matter of the partial or complete
failure of this mechanism, and if so what are the methods by which it might
be made to work? Are indivisibilities a real or perceived impediment to the
functioning of the market? What should be the role of the public sector in
the functioning of the market? Can it substitute completely for the market,
or should it simply ensure through policy that the market has the best pos-
sible conditions in which to operate? What should government do about the
wide swings typically encountered in a functioning market in LDCs?

G. Labor and -iployment

15. Study of Employment - This important factor is becoming quite common
as an objective of development, yet we know very little of ihe nature of employ-
ment in LDCs. The excuse of data is often given, but there may be enough
information now available for studies to be made into the nature of emploirment
and how it relates to output and growth. Questions such as the conflict between
growth and employment will be explored, Beyond this the study will get into C
questions of the nature of employment and look at the characteristics of omploy-
ment when differentiated according to skill class, and to what extent the pro-
duction functions have fixed coefficients with respect to these classes. This
then leads to questions of skill bottlenecks and the problems of identifying
them.

16. Productivity - The intention would be to look at the determinants of
productivity in the developing countries, in order to investigate the hypothesis
that additional output can be obtained without the injection of new capital if C
labor productivity can be raised. The possibility of a clash between the
objectives of higher productivity and increases in employment will also be
reviewed.

March 13, 1969



Division Chiefs October 7, 1969

Alexander Stevenson

Research Projects

I attach a note which Sir John Crawford has sent me

giving some suggestions for research projects. I would

be glad to hale any comments You may wish to make about

them.

Attachment

AStevenson: js
cc: Mr. Kamarck
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OFFICE MEMORANDUM
Mr. Alexander Stevenson DATE: October 3, 1969

FROM:
J.G. Crawford

SUBJECT:

Dear Sandy,

I find I have little of value to contribute by way of ideas for
your research program. The field is so vast that almost anythinggoes!

However, you might care to consider the following in respect of
developing countries:

a) Using the Bank's economic surveys, identify the most
common institutional (economic) weaknesses. Examples:
marketing facilities for foodgrain, livestocks, small
industry credit facilities, capital market, etc.

b) Employment trends in agricultural andnmn-agricultural
employment, confirming or modifying view that non-
agricultural industries are not able to absorb urban
"workers" let alone unemployed farm workers.

c) Correlation of growth in agriculture and agriculture
oriented industry, (i.e. supply of inputs). (Similarly,
relate role of growth in agriculture to growth rate
achieved in secondary tertiary industry sectors. Thus,
does depression in agriculture sector induce depression
in other sectors?)

d) What are the implications for Burma and Thailand of self-
sufficiency in rice production if achieved in India,
Pakistan and Indonesia? We need to be studying all
the economic implications of recent changes in agricul-
development.

The general idea would be to derive the maximum for both topics
and material from Bank surveys - in the interests of what students rightly
call "relevance".

Best wishes.

Sincerely,

JGCrawford/ah
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August 21, 1969

Mr. Fred N. Westfield
Professot of Econooms
Vandrbilt University
Nashville, Teun. 37203

Dear Mr. Westfields

I thank you for your letter of Jne 26 and apologize
fbr the delay in replying.

Considerable work on rniti-pwpose resevoirs has been
done in the Sank, in particular, in Pakistan during the Inds
study. When I saw Falcon, I had been tlniing of including the
Indus as a case study in our first research project, but this
has not been done. Mr. Yums should rather contact Mr. Van
der Tak's division if he needs infoamtion.

Regarding finance, I, unfortunately, would not be able to do
anything frm mr side, and I hope that Mr. Tuusm has now fband a
satisfactory solution.

Tours sincerey,

Louis X. Goreux
Director

basic Research Center

LM~reuxspmh
cc: Mr.H. Van der Tak



THE ECONOMICS DEPART1EIT RESEARCH COMMITTEE

Minutes of Meeting Held Tuesday July 29, 1969 on Research
Program in Industrialization

1. The Committee met to discuss the research program of the
Economics of Industrialization Division, on the basis of a presentation
of the program in a memorandum of July 14, 1969 a background document.
Mr. Kalmanoff introduced the discussion:

(i) Limited Resources:

Due to the heavy requirements for operational support
fulfilled by the Industrialization Division, only 40
per cent of available manpower is allocated to research.
The other 60 per cent is allocated to country mission
work. (Requests for mission support called for 90 per
cent of the manpower in the Division but by reducing
the number of missions from 20 to 13, the 90 per cent

figure was reduced to 60 per cent. It is felt that

adequate coverage of priority missions can be achieved
if the Division supports 13 missions and recommends
theuse of consultants for some of the others.) The
very limited manpower requires the establishment of
very strict priorities for research.

(ii) Development Strategies in Semi-Industrial Countries:

Mr. Bela Balassa, consultant to the Economics Department,
has proposed a study on Development Strategies in Semi-
Industrial countries. The study will be a sequel to the
Structure of Protection study now being concluded. It
shifts the major research emphasis of the Division from
detailed reviews of major industry branches to country
policies regarding the industrial sector. The Committee
was invited to comment on the general worthiness of the
study and make specific recommendations regarding the
countries to be studied. Argentina, Chile, Ireland,
Spain, Taiwan, Singapore were being considered.

(iii) Industry Branch Studies:

The Division has been devoting considerable time to
studies of industry branches. The Committee was asked
to consider whether or not these studies are useful and,
if they are, what branches should be studied.
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(iv) Other Studies:

The Committee was asked to comment on the needs for
research in the following areas:

(a) Exports of Manufactures,
(b) Small Scale Industries,
(c) Public Sector Industries,
(d) Regional arrangements.

2. The Committee asked whether staff expansion would be necessary
to meet the mission support and research requirements of the future.

Considering the Bank's intention to visit 30 larger, borrowing member

rountries annually and otheisbienially and trienially for a total of

about 55 missions per year, the Division's participation in 13 missions
seemed meager. Mr. Kalmanoff indicated that, if the Division were

expected to support country mission work adequately, additions to the

staff would be necessary. Requirements would undoubtedly be greater
after fiscal year 1970.

3. Discussion of the proposal for a study of Development Strategies
in Semi-Industrial Countries began with Mr. Balassa explaining the back-

ground. The Structure of Protection Study, which will be completed this

fall, explores the effects of protection systems on industrial development
and resource allocation. As a sequel, the Development Strategies Study
will evaluate the experience of semi-industrial countries to cover more

comprehensively the features of industrial policy which affect development.
The recently completed OECD Development Center study, "Industry and Trade
in Seven Developing Countries", concerns the same general field but does
not obviate the need for the Bank to undertake a study. The OECD study
contained country studies of uneven quality and concentrated on historical

aspects. The Bank study will analyze country situations more systematically
on the basis of a common methodology.

4. The Committee felt the Development Strategies Study would be

worthwhile, but some concern was expressed about the choice of countries

to be reviewed. Countries suggested as alternatives to some of those

presented were: Israel, Brazil, Colombia, Korea, Malaysia, Nigeria, Turkey,
Iran, Yugoslavia.

5. Mr. Balassa explained that the six countries mentioned by
Mr. Kalmanoff were chosen because:

(i) They have all reached a comparable level of industrialization.
(ii) They all have a high degree of industrialization relative

to other LDC's. The study could thus be used to learn
lessons which would enhance further industrial development
in those countries as well as provide guidance to less
industrially developed countries.

(iii) Certain specific issues, such as data base, coverage
elsewhere, etc. ruled some countries out.



6. It was agreed that the &conomics Department should make
the final decision on which countries to study after considering the
Committee's observations.

7. Questions regarding the details of methodology and content
were raised but the Committee felt this should be left to the researchers
to decide.

8. While considering the Industry Branch Studies, the Committee
raised and answered the following questions:

(i) Do the studies have an impact on Bank operations? Are
they helpful in evaluating projects?

Generally there is little impact on Bank operations.
The studies are not very useful in project appraisal
because they provide only peripheral data that do not
afford much help in dealing with the specific problems
found in each project.

(ii) Do the studies contribute to general knowledge concerning
industrial development?

- Some Committee members felt that no useful central tendencies
can be drawn from cross-sector analyses. However, the studies
were reported to be very much in demand by development finance
companies in LDC's.

(iii) Would it be more appropriate for UNIDO to do this type of study?

- UNIDO has an Industrial Technology Division staffed with
engineers specialized by branches of industry. They produce
technically oriented studies, but with inadequate coverage of
the economics of industries.

9. The consensus of the Committee was that Industry Branch Studies
are of dubious value to the Bank and the Industrialization Division should
reduce its effort in this area to maintaining a bibliography of studies
done elsewhere.

10. With respect to the other study areas mentioned by Mr. Kalmanoff
in item four of his introductory remarks, the Committee felt that high
priority should be given to studies of Small Scale Industries and &ports
of Manufactured Goods from LDC's. The study of Small Scale Industries
should be operationally oriented and useful in defining Bank policy in
this area. The study of Exports of Manufactured Goods should be directed
toward the broad aspects of the problem and not attempt to come up with
lists of products with good prospects. Mr. Kalmanoff agreed and indicated
his Division conceived of the study precisely along the lines indicated by
the Committee.
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1. Before adjourning, the Committee recommended that the
Industrialization Division consider a project to review the industry
sections of Country Economic Reports and make recommendations for
standardizing them. &isting good reports could be used as examples
and some sort of a checklist could be developed. The Eonomics
Department will consider doing this.

Attachment: List of members present.

JLLowther:rf
Cleared with Messrs. Kamarck/Kalmanoff.



THE ECONOMICS DEPARThENT REEARCH COMMITTEE

Meeting Held Tuesday July 29,1969
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June 25, 1969

Letter No. 215

Dear Mr. Lutolfs

I enjoyed very much my stay in Abidjan, but I have been very
busy since then. I went to Paris and Mexico and I returned just
in tims for a two-week seninar on our first research project.

I wrote th. attached note rather quickly, but it migit be
of some help in our discussion with the Western Africa Agriculture
and Project Departments. If the reaction is favorable, the next step
would be to discuss a technical note on the survey in the Abouasso
area and to contact Ivory Coast. I hope that I shall be able to
write you on the subject in about two weeks. In the meantime, I
would be most grateful to receive any suggestions you mitht have.

I wish to thank you for all the help you gave us in Abidjan,
and I would appreciate it if you could pass on xy thanks to Geli,
Bourgin and the other members of your staff. I hope Mrs. Lutolf
and yourself will enjoy your holiday in Europe, and that I may
see you soon.

Yours sincerely,

Louis M. Goreux
Attachment

Mr. Frans Lutolf
IBRD-PMWA
B.P. 1850
Abidjan
Ivory Coast

LMoreux:pmh



Mr. I.$. Friedman, Mr. S. Chadenet, June 24, 1969
Mr. R. fhaufournier
Louis M. Goreux

Research Project No.Is Transformation of traditional agriculturei
Case studies in Ivory Coast

1. I found considerable interest in Ivory Coast for Research
Project No. II. This research project, which is to analyse alter-
native modes of agricultural production in relation to several
economic and social criteria, would be based on two case studies.
Oe would be in the forest sone and the other in the Savannah sons.

2. The first case study would cover the Abouasso area in the forest
mon. In this area coffee and cocoa have been cultivated extensively
for several decades. more recently the intensive cultivation of pine-
apple and palm oil has been introduced coubining "blocs industriels"
and "plantations villageoises". 1he rapid development of the "plan-
tations villageoises" for these two crops appears to be one of the
success stories of African agriculture in the forest sons. The planter,
after signing a contract with the factory, has to Apply a fairly
sophisticated technology following precise instructions from the
factory. In several respects the system is comparable to the type of
production under contract recently developed in North America and
Western Europe by firms such as Libby's and A & P. It represents a
jump from traditional African agriculture to a type of agriculture
modern even by western standards* It is proposed to analyse the socio-
econoadc implications of such a transformation in regard to income
distribution, savings and investments, creation of a "bourgeoisie
rurale", etc. Tis could be done by sligtly expanding the scope of
a survey, which the Ivorian (Overnment plans to undertake in the Abouasso
area during the course of 1970.

3. An interesting point of the study would be to analyse under
which conditions it would be better to jump directly to an advanced
technology rather than to reproduce the intermediate stages of the
evolution of European agriculture. In addition to the general problem
of transferability to other parts of the forest sons in Africa, the
study could be of direct interest to the Agriculture and Transporta-
tion Departments. In this respect the survey would provide an oppor-
tunity to follow up the economic and social consequences of the palm
oil project for which the Bank has signed an $18 million loan in
June 1969, and to study the econmics of feeder road improvements,
which may represent an additioAal cost to this project.



Messrs. Friedan, Cadenet, 2- im, 2, 1969
Chaufoarier

4. The second case study would relate to the Savannah zons, wher
opportunities ibr agricultural production are moh oes limited. A
uer of operations have been conducted fbr cotton with C.J.D.T.,
for groundusts, rice and cattle. The largest seale operation has
probably bee. for cotton. lowever, since a family could not harvest
more than 1.5 hectares of cotton a year, the increase in cash income
has been medest compared with wage opportunities in the forest sane
and in Abidjan. To relax the labor constraint in the peak period,
experiments have also been ade with "culture atteles" and meohanisa-
tions, as well as with "culture polyvalente" and an organization of
production at the village rather than at the family level. A numbor

of partial solutions have been worked out, but there is not yet a
really satisfactory economia solution applicable on a sufficiently
large scale, in view of the powerful, stimant the yeung people have
to move South for finding better opportwuities. ?his raises a very
serious social and ethnae problem between North and South within Ivory
Coast, and even more so, between the land looked and the coastal
countries. A very profitable investment night therefore consist of
pruting several centers of applied research in countries of the
Savannah sonme consisting of mixed teme of agronodmats, economists
and anthropologists to find workable solutions to agricultural develop-
ment in this area. Such projects oculd be g tly financed by the Bank
mner the tn proposals for diversification. It may be worth con-
sidering with the Western Africa Department whether a research
project of the Basic Research Center which could lead to such a recon-
mendation is worth undertaking.

$. The case studiaes would be related t the objectives and constraints
of the development program of the Ivory Coast. This program consists
of two sets of deoisenta. First, an $ million regional socio-
economic study which includes long-term prospectives was carried out
between 1962 and 1967. Second, the draft rlan issued in the Spring
of 1969 will be revised by the end of 1969. The Plan is complemented
by a linear programn-g del with 27 sectors and 4 categories of
laborl the objective of this model was to assess the value of the
shadwe prices.

*...he Donk Group, while applying its normal lending standards and
procedures, will be prepared tot ...
(f) Participate in financing agricultural and other research having

high priority in developing countries, as mech as possible in
cooperation with other national and international institutions."

Report of the foemtive Directors on Stabilisation of Prices of
Primary Products: Decision 1, page 3, IM, June 19, 1969.
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FoRm No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
To: Mr. L. J. C. Evans DATE: July 18, 1969

FROM: Louis M. Goreux

SUBJECT: Concentrating the scarce Bank resources in the way most
benefieial to the LDC; an illustration

1. You stressed on Monday that the Bank has to concentrate its

scarce human and financial resources where they can be most beneficial

to the LDC. This brought to my mind a methodological problem which has

preoccupied me for some time. I thought it might be useful to illus-

trate the methodological issue by the familiar example of cocoa. Purely

for the sake of illustration, I have drawn on some data given in the

Bank Reporti/on Cocoa, the theme of this Report is to increase yields

by large applications of subsidized
2./fertilizers and pesticides.

2. I shall initially limit myself to the impact of Bank action

on the balance of payments of the LDC. I shall suppose that the Bank

has to make recommendations and to consider loan applications for several

of the main cocoa producers. I shall attempt to assess the impact of

Bank action by comparing two situations: in the first, the Bank does

nothing in regard to cocoa; in the second, the Bank presents recommenda-

tions and extends loans for cocoa. Drawing from the abovementioned Report

on cocoa, I shall make four assumptions:

(a) In the absence of any Bank action on cocoa, production in 19732/
would be equal to the medium-term supply projections given in
the Report, and the world price would be equal to 24 cents per

poundV/. For ease of computation in this note, the correspon-

ding figure for LDC cocoa export earnings will be taken as

$600 million.

I/ "The Current Economic Position and Prospect of Ghana." Vol. II

"Status and Prospects of Cocoa" AW-6a, Vol. II, May 6, 1969

2/ It is recommended that, for the first three years, fertilizers
be supplied free to cocoa growers. AW-6a, Vol. II, para. 96(1)

3/ .Recommendations made today cannot affect fertilizer applications before
the 1970-71 campaign. Since it takes three years for the full impact
of fertilizers to be felt, it seems appropriate to select the 1972-73

crop year (corresponding to 1973) for the comparison.

Projection given in para. 212.



Mr L. J. C. Evans Page 2 Juily 18, 1969

(b) The supply response to prices between now and 1973 is
negligible and the demand elasticity is equal to -. 5

(c) Fertilizers and pesticides are imported from developed
countries and $1 of additiong1 imports leads to $5 of
additional cocoa production2/ when valued at 24 cents per
pound.

(d) The impact of Bank action (recommendations and loans ini the
various cocoa producing countries) is to increase world c coa
production by 5 percent above the medium-term projection3 for
1973 indicated in paragraph (a) above.

3. With these four assumptions, Bank action would lead to:

(a) A 10 percent price decline.

(b) A 5 percent reduction in LDC export earnings, amounting to
$30 million.

(c) A $6 million increase in fertilizer and pesticide imports into
the LDC.

(d) A net loss of $36 million in the trade balance of the LDC.

(e) A net gain for the developed countries.

1/ Chapter III stresses that supply elasticity is low. Chapter V estimates
demand elasticity at "-.h in the 40 cents price range and -. 3 otherwise."
Para. 228. The -. 5 value was selected to be on the safe side.

2/ The precise value of the ratio is unimportant to the argument.

3/ The medium projection corresponds to "Ve minimum mission estimate for
Ghana and the probable estimate for Nigeria." (Table 11). The difference
between the minimum and the optimistic projection for Ghana alone cor-
responds to 7 percent of world cocoa production. The choice of 5 per-
cent is arbitrary. However, the argument would remain unchanged as
long as the Bank action has an impact on world cocoa production. Thus,
if the impact was 1 instead of 5 percent, all figures in para. 3 would
be divided by 5. Similarly, if the medium-term supply projection
included the impact of Bank action, the level of production in the
absence of Bank action could be assumed to be 5 percent below the
medium-term projection. Again the argument would remain unchanged, but
the price decline referred to in para. h(a) would be from 26.6 to 2h cents
per pound instead of from 24 to 21.6 cents.
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4. I shall now assume that Bank action is limited to Ghana. I
shall ignore the impact of a production increase in Ghana on the other
producing countries and consider only the impact on the trade balance
of Ghana. I have no reason to believe that, if Ghana strongly pushes the
use of fertilizers, the other countries will refrain from applying them
and vise versa. Consequently, I shall assume that whether Ghana
increases its production moderately or rapidly does not affect the pro-
duction programs of the other countries. With these assumptions, I shall
compare two cases:

(a). In the first case, Ghana increases production without any
help from the Bank; with the assumptions made previously in
paragraph 2(a), this would correspond to a world price of 24
cents in 1973.

(b) In the second case, as a result of Bank recommendations and loans,
Ghana imports more fertilizer and pesticide and consequently
reaches by 1973 a level of production 10 percent higher than in
the first case.

Since Ghana accounts for approximately 30 percent of world exports, world
supply in the second case would be 3 percent higher than in the first. The
problem is to find out whether Ghana would be better off in the second case
rather than the first.

5. Using two different values for the price elasticity of world
demand, -. 3 as suggested in the Report and -. 5 as assumed in paragraph 2(b)
above, these two cases can be illustrated by the following table.

Quantity Price Export Earnings

(Q) () (PQ)

Case 1 100 24 2400

Case 2 (elasticity = -. 3) 110 21.6 2376

- difference with Case 1 (absolute) +10 -2.4 -24
- difference with Case 1 (percent) +10 -10 -1.0

Case 2 (elasticity -- ) 10 22.6 282

- difference with Case 1 (absolute) +10 -1.h +82

- difference with Case 1 (percent) +10 -6 +3.4

(APQ 2482- 2400 82 =8.2 x 10 .36 x 22.6 x 10 = .36 P A Q)
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6. As appears from the table, if the price elasticity of
world demand is equal to -.3, as suggested in the Report, prices in
the second case would be 10 percent lower than in the first. Ghana
would obviously lose, since its export earnings would be almost the same
while its import bill would be higher.

7. If the price elasticity of world demand is equal to -- 5
as assumed in paragraph 2(b) above, prices in the second case would
be 6 percent lower than in the first. Ghana's export earnings would
be 3.h percent higher with its export volume up 10 percent. This
additional output of 10 would only increase Ghana's export earnings
by 82. Therefore, each additional unit of production would be worth
8.2 cents a pound for Ghana, although the prevailing world market
price would be 22.6 cents. Ghana would be better off in the second
case than in the first case, onl cost ofal output valued at
8.2 cents exceeded the additional cost of production. The additional
cost in the second case would consist of the additional cost of imported
fertilizers and pesticides and of the opportunity cost of the additional
domestic resources needed, transportation and supervisory'skills in
particular.

8. Measured on the basis of the projected price which will
prevail after completion of this project, the rate of return of a
project may be very favorable. However, this does not imply that a
country which is a major exporter would gain from the project, as
shown by the above example.

9. If the projected price without'Bank action appears unduly
high, it may be wise for the Bank to take action which stimulates
production. ,,It in the case under consideration, the projected price
of 24 cents -, based on the minimum mission estimate for Ghana's
production, does not appear unduly high. Of course, all this assumes
that the action taken by the Bank would have an impact on the level
of cocoa production. If it had no impact, the argument would fall.
However, if the human and financial resources of the Bank are scarce,
then perhaps they could be used elsewhere more profitably for the LDC.

10. For clarity, the discussion above was limited to one
specific question: "Given the projection of the world prices in the
absence of Bank action, is it desirable for the Bank to take actions
leading to an increase in the volume of world production?" On the
other hand, if a cocoa agreement with strict production or export
quotas were enforced, the question could be formulated in another way,

I/ If the "optimistic estimate" for Ghana alone were used, the price
would fall to 20 cents. If the optimistic estimate for Ghana,
Nigeria and Cameroon were used, it would fall below 18 cents,
the lowest price recorded in the post-war period.
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namely; "Given the production quota of country X, which is the most
efficient way for country X to achieve this production?"

11. For this second problem, the optimum solution cannot be
found by considering cocoa alone. The various resource limitations
have to be specified as well as the different activities reflecting
the various ways of producing cocoa and other commodities from common
resources. The net gain in foreign exchangel/ which could be obtained
from the production of other crops on lands liberated from cocoa, may
be greater than the foreign exchange cost attached to the intensification
of cocoa production.

12. I had initially approached this problem by using a mathema-
tical model. Since the results of such models largely depend on
the assumptions made, I thought that their validity could more easily
be assessed on the basis of a simple illustration. I wish to stress
that the object of this note is only to stimulate discussion on the
methodological issues.

LMGoreux:pmh

-1/ For simplicity, each resource may be expressed in terms of its
foreign exchange cost, following Little's proposal.



OFFICE MEMORANDUM

July 18, 1969

To: Members of the Economics Department Research
Committee, and Messrs. Raj, Diamond, C.H. Thompson,
McDiamid, Weiner and Balassa.

From: Jack L. Lowther (Secretary)

Subject: Meeting of the Economics Department Research Committee

1. You are invited to attend a meeting of the Research
Committee on July 29, 1969, at 9.30 a.m. in Room D 556. The
purpose of the meeting is to discuss the Economics of Indus-
trialization Division research program for fiscal year 1970.
A copy of the proposed program is attached.

2. Your advice on the scope and direction of the proposed
program is solicited. Comments on the Development Strategies
in Semi-Industrial Countries study by Bela Belassa (see para-
graph h of attachment) and the Industry Branch Studies (see
paragraphs 8 to 11 of the attachment) would be especially
appreciated.

3. If you cannot attend the meeting please call me on
extension 2285.

Attachment:

cc: Mr. Kalmanoff (without attachment)

JLIowther:rf



OFFICE 'MRANDUN

To: Mr. Alexander Stevenson July 14, 1969

From: George Kalmanoff

Subject: Research Program of Economics of Industrialization Division

1. The professional complement of the Economics of Industrialization

Division for the fiscal year 1969/70 consists of a Chief and 7 staff members.

Of the 8 slots, 7 are at presert filled; an employment offer for the one va-

cant slot is now in negotiation, and it is expected that the vacant slot will

be filled by the latter part of calendar year 1969. Approximarely 40 percent

of the resources is devoted to research, and 60 percent to the staffing of
Area Department country economic missions to cover the industrial sector.

The allocation of 40 percent of present resources to research represents our

judgment of the appropriate balance between research and country mission

work, after taking into account high priority requirements of the latter.

2. Additional resources for research besides full-time staff consist

of most of the time of one permanent half-time consultant (Mr; Balassa),
and a monetary allocation for the use of consultants on an ad-hoc basis.

3. The resources available for research thus- consist of 3-4 man-years
of permanent professional staff plus some use of ad-hoe consultants. It

has therefore been necessary to establish priorities in the wide array of
possible subjects for research.

Principal New Proposal

h. Besides certain on-going studies which will be brought to c anpletion,
as indicated below, the principal new research proposal to be brought to the

attentimn of the Committee is for a study of Development Strategies in Semi-

Industrial Countries. This proposal has been formulated by Mr. Balassa, who

would be the project director. A detailed statement of the proposal is pre-

sented herewith as Annex A.

5. The study will be undertaken during fiscal year 1969/70; provision

has been made for it in the current budget. The work would be carried out

over a period of 2-3 years. This study would be a natural sequel to the

study of the Structure of Protection in Developing Countries, which has been

in process over the last several years, also under Mr. Balassa's direction.
The Structure of Protection study is now close to completion; it is expected

.4 a full draft will be completed during this sumuer or shortly thereafter.

6. Attention of the Committee should be drawn particularly to the

choice of countries for inclusion in the study. It is suggested that the 6

countries to be included be selected from the following: Argentina, Brazil,
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Chile, and Mexico, in Latin America; Ireland, Portugal, and Spain, in
Western Europe; and Singapore, tmd Ta.wan, in Asia.

Research on Industr5a.3ation in Southeast Asia

7. A staff member of the Division (Mrs. Hughes) who joined the Bank
in September 1968 had previously completed a substantial part of a book,
based largely on original field research, on the industrialization experience
of 9 countries in Southeast Asia (Burma, Cambodia, Indonesia, Laos, Malaysia,
Philippines, Singapore, Thailand, and Vietnam). It would be a most desirable
investment for this work to be completed under Bank auspices. It could be
completed by the end of calendar year 1969. The coverage in the book would
be as follows:

Chapter 1 Introductory

Chapter 2 Southeast Asian Perspectives

Chapter 3 Primary Product Processing Industries

Chapter h Non-durable Consumer Goods Industries

Chapter 5 Durable Consumer Goods and Producer Goods
Industries

Chapter 6 The Economic Structure of Manufacturing
in Southeast Asia

Chapter 7 Entrepreneurs and Enterprise

Chapter 8 Labor and the Choice of Techniques

Chapter 9 Capital and Investment

Chapter 10 Government Plans and Policies

Chapter 11 Southeast Asian Industrialization in the
World Economy

Chapter 12 Conclusions

Industry Branch Studies

8. The preparation of studies of the economics of selected industry
branches with particular reference to the IDCs has hitherto represented a
large part of the research activities of the Division. Work was undertaken
several years ago on three capital goods branches heavy electrical equip-
ment, automotive industries, and heavy mechanical equipment - to determine
the extent of LDC competitiveness in the capital goods area as general back-
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ground in connection with the margin-,of-preference issue under Bank

international competitive bidding procedures. Studies of the hoavy elect-

rical equipment and automotive industries have been complated. Work is

continuing on heavy mechanical equipment, in which difficulties have been

encountered in completing the study in as comprehensive a fashion as origin-

ally envisaged; effort is being directed to early completion of at least

part of the study of this branch.

9. Another industry branch study which has been c apleted and issued

is on the problems of food processing industries in IDCs.

10. Two other industry branch studies which have been in process in

the Division for some time are on investment costs in nitrogenous fertilizer

manufacture in IDCs, and on the pulp and paper industry. The fertilizer

study represents an initial effort on one aspect of the fertilizer branch,
which is receiving priority attention in Bank Group operations in industry.
A preliminary draft is expected in the near future. There should be con-

tinuing work on other aspects of this industry branch because of its high

priority in Bank Group operations. It is not certain yet in what form a

pulp and paper study may be issued; a draft which has been produced is in

need of revision.

11. A general question for consideration by the Committee is whether

we should in the future devote a substantial proportion of the resources- of

the Division to work on industry branch studies. The record of past dis-

cussions with staff members of IFC and of Bank Area Departments indicates

that they did consider such studies useful. But they are apt to be time-

consuming and it would be helpful to know more specifically how they are
actually used, and to which branches priority should be given. Besides

fertilizers, such studies could include non-durable consumer goods (e.g.,
textiles, apparel), consumer durables (e.g., electrical appliances), pro-
ducer goods (e.g., selected chemicals, steel).

Other Areas of New Research

12. Other areas in which it is planned to carry out new research,

though in some cases not as yet defined very specifically, consist of the

following:

Economic Evaluation of Industrial Projects - At the

present time, the function of industrial project appraisal for financing by

the Bank is carried out by the IFC. This function will be transferred to

a new Industrial Projects Department to be organized in the Bank, as recently

announced by the management. In addition to specific industrial project
financing, the Bank provides finance for industry through national develop-
ment finance companies, which are appraised by the Development Finance

Companies Department, The latter indeed account for the larger part of Bank

industrial financing. The subject of evaluation of the economic aspects of

industrial projects (in addition to the technical, financial, and management
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aspects) is of great importance both for specific industrial projects for
Bank financing and for projects for which Bank loans are relent by develop-
ment finance companies. Methodologies for the economic evaluation of
industrial projects would be a subject of continuing concern for the Economics
of Industrialization Division. Some work has already been begun in this
field - in connection with a request for assistance concerning appropriate
methodologies received from the Turkish Development Bank, and with a seminar
on shadow pricing with the participation of Prof, Ian Little of Oxford and
Prof. Richard Weckstein of Brandeis University/, among others, recently
organized by the Sector and Projects Studies Division. The latter Division
is generally concerned with the subject of project appraisal. This work in
the Industrialization Division will be resumed in cooperation with the Sector
and Projects Studies Division in the fall of 1969, in an attempt to develop
guidelines for practical application in industrial project appraisal.

Exports of Manufactured Goods from IDCs - This subject,
which it is now generally agreed is of great importance, could be the focus
of a research project. It would include: studies of impediments to exports
of manufactured goods in cases of WDCs with a considerable degree of indust-
rial development, studies of "success stories" in export of manufactures to
be found among certain IDCs, and consideration of marketing problems and
prospects in the developed countries for such exports from LDCs.

13. Other areas of importance on which research could be conducted,
subject to other priorities and availability of resources, are: mechanisms
for assistance to small-scale industry, the problems of public-sector
industry, and regional market arrangements for industrialization.

Other On-Going Studies to be Completed

14. Besides the industry branch studies mentioned above, work is con-
tinuing to bring the following studies to completion:

Classification of Developing Countries by Degree of
Industrial Development - Initial work toward this end resulted in the issuance
of Economics Department Working Paper No. 65, Statistical Indicators of
Levels of Industrial Development, May 19, 1969. Further work is now being
done to yield a classification of countries by degree of industrial develop-
ment. The groupings should be a useful guide to future studies of the process
of industrialization and development strategies in different types of countries.

If Prof. Little is the principal author of a volume entitled "Manual of
Industrial Project Analysis, Vol. II: Social Cost Benefit Analysis", 1969,
which is available in preliminary form in Research Files. Prof. Wecksteints
essay on "Shadow Prices for Project Evaluation in Less Developed Countries"
has been issued as Economics Department Working Paper No. 47, June 20,
1969.



Mr, Alexander Stevenson 5- July 14, 1969

Consumer Spndin Patterns and Income Elasticities of
Demand - This is intended to provide data relevant to projections of possible
industrial growth in the consumer goods field. Work on the study has been
going on for some time, having been interrupted by higher priority activities.
The usefulness of the product and the nature of further work will be determin-
ed on the completion of the first draft.



ANNEX A

Development Strategies in Semi-Industrial Countries

A Research Proposal

Bela Balassa

1. In recent years, the tasks of the Bank have been extended from
project appraisal to the evaluation of economic policies in developing
countries, and the Bank has come to play an increasingly important role in
advising these countries on their long-term policies. But while project
appraisal is based on some general principles which have evolved in the
course of the operational work of the Projects Department, the same cannot
be said of the Bank's policy-advising activities. There are no firm guide-
lines for these activities and the policy advice given to individual countries
often reflects differences between - and even within - Area Departments.

2. The lack of guidelines is in large part explained by the fact that
we know little of the effectiveness of the economic policies followed by
the developing countries. During much of the postwar period while Prebisch's
doctrine of import substitution held sway, manufacturing industry was bene-
fited at the expense of agriculture, and production for domestic use was
favored over exports. Now the pendulum seems to be swinging in the other
direction, with agricultural development and export-oriented growth c aning
increasingly into favor. But both these approaches have responded to
practical situations and their economic rationale has not been adequately
explored. Nor has much attention been given to the implications that the
particular characteristics of developing countries, such as the level of
industrialization, size, geographical location, and resource endowment,
have for the choice of development strategy.

3. Research on the development policies applied in individual countries
would help to fill this lacuna. It would aim at evaluating the experience
of these countries, with a view to suggesting improvements in their policies
as well as indicating the applicability of the findings to other countries
in a similar situation. The conclusions based on such research would be
useful to the Bank in its policy advisory activities and would assist policy-

makers in the developing countries themselves. At the same time, it would be
advantageous to carry out this research under the Bank's auspices. Not only
could the expertise accumulated at the Bank be utilized but the studies
could be made to conform to the Bank's needs.
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The Choice of Countries

h. Separate research projects should be undertaken to evaluate the
experience of countries at similar levels of industrialization. Pending
the outcome of the Balassa-Hughes study on the classification of countries
according to the stage of their industrial development, three or four such
research projects may ultimately be carried out. Each of these could in-
clude h-6 countries which may be regarded as representative of a certain
level of industrialization and for which the relevant data are available.
In the choice of the countries, attention should be given to the Bank's
operational needs, as evidenced by the orientation of the work of Area
Departments.

5.; Since the resuats of these projects could be utilized to advise
countries on the same as well as on the next lower stage, it seems appropriate
to start with a group of developing countries which belong to the semi-
industrial category.l/ Within this group, the choice may be made among the
following countries: Argentina, Brazil, Chile, and exico in Latin America;
Ireland, Portugal, and Spain in Western Europe; and Singapore and Taiwan in
Asia.

6. All these countries derive about 40-50 percent of value added in
commodity production from manufacturing activities and thus can be considered
semi-industrial. Taiwan, Brazil, and Ireland are at the lower end of the
range while Argentina, exico, and Portugal have the highest share of manu-
facturing within the group.?/ But there are considerable differences among
the countries in question in regard to the share of manufactured goods in
exports, largely reflecting differences in the inward- or outward-looking
character of the development policies applied during the postwar period.
They also differ in size, geographical location, and market access, so that
it should be possible to evaluate the effects of these characteristics on the
choice of development strategy.j/

/ On this category, see my "Development Strategies in Semi-Industrial
Countries", IBRD Economics Department Working Paper No. 34.

2/ It should be noted, however, that due to high levels of protection and
overvaluation of the currency, manufacturing output is overvalued, and
agricultural production uddervaludd,in Argentina and Chile and to a
lesser extent in Brazil, Mexico, and Spain.

3/ Some comments on the individual countries, together with a comparison of
the proposed research project with studies under way at the Bank and the
QECD Development Center, are given in Appendix 1. In turn, the personnel
requirements of the project are shown in Appendix 2.



7. To ensure the corpxrabil2ty of the findings, the studies should use
a comucn methodology prepared by the project directar. The methodology would
deal with the various choices open to poicyaklers, the implications of the
particular oheracterictis of the A*Anmry for the choice of the development
strategy, and the policy intrumeits which can be used in implementing it. It
should also- provide instructions on statistical and econometric methods to be
applied in the individual studies as well as guidelines for evaluating the
experience of the countries in question.

8. Among the choices open to policy-makers, one may contrast outward -
looking and inward-looking strategies, where the former aims at exploiting the
benefits of the international division of labor while the latter relies chiefly
on import substitution. A related question is the possible need to provide
special advantages to manufacturing over primary production, or to individual
activities within these sectors as against according equal treatment to each.
Thsre is also the choice between reliance on free markets and government
planning in productive activities, and a position has to be taken concerning
the desirability of foreign investment.

9. Attention needs further to be given to the implications for develop-
ment strategy of the major characteristics of individual countries. Among
these, market size is of principal importance; hence the need for examining
the advantages of large markets in the methodology of th6-project. Other
bharacteristics are geographical location, market access, natural resources,
and the availability of human and physical capital. The political and social
conditions prevailing in the countries in question, and the interactions of
political, social, and economic factors, too, should be analyzed.

10. A variety of policy instruments can be used to carry out alternative
strategies.These include tariffs and export subsidies, exchange rate policy,
the tax system, credit policy, the treatment of foreign investment, educational
policy, investments in infrastructure, the role of public enterprise in manu-

facturing, and regional policy. One should evaluate the actual use of these

instruments in the individual countries and make recommendations on improve-

ments in their application.

U. In the country studies use needs to be made of statistical and
econometric techniques. Such techniques would be applied to evaluate the

effects of various policy instruments on past performance and to appraise the

sources of economic growth in individual countries on a sectoral basis. The

investigation should consider the contribution of physical as well as human

resources to growth.

12. The findings of the individual studies will enable us to provide a

comparative evaluation of the experience of the countries in question, and
to make recommendations on possible improvements in the policies followed.

The implications of the experience of these countries included in the research

project for those on the next level of development also needs to be indicated.

Finally, the findings can be utilized to prepare position papers on various

policy issues for the Bank's internal use.



APPENDIX 1

Relationships with Other Studies

1. The proposed research project can build on the results of the
Structure of Protection in Developing Countries project which has been
limited to an appraisal of the effects of protective measures on resource
allocation. This project has been sponsored jointly by the World Bank and
the Inter-American Development Bank. It has included studies on the structure
of protection in Brazil, Chile, and Mexico in Latin America, Norway in
Western Europe, as well as Malaysia, Pakistan, and the Philippines in Asia.

2. In turn, a research project sponsored by the OECD Development Center
has examined the experience with industrialization in Brazil and Mexico in
Latin America, as well as India, Pakistan, the Philippines, and Taiwan in
Asia. In the absence of a comion methodology, there are however considerable
differences among the studies on the individual countries, and they greatly
vary in quality. At any rate, the studies are by-and-large historical in
character and they have not given emphasis to some of the major issues
pertaining to the choice of development strategies.

The Choice of Countries

3. Argentina provides a classical example of inward-looking policies.
Levels of protection are high and, despite a high share of manufacturing in
cammodity production, it exports hardly any manufactured goods. We origin-
ally planned to include Argentina in the Structure of Protection project
but the lack of cooperation by the Planning Bureau and the long illness
of our collaborator, Daniel Schydlowsky, have made this impossible. We can
expect cooperation from the present head of the Planning Bureau, Dagnino
Pastore, and Schydlowsky could undertake work on A rgentina as a consultant
to the Bank.

h. In terms of population, Brazil is by far the largest among the
countries in question but it has one of the lowest average per capita
incomes. At the same time, this average conceals substantial interregional
differences in incomes between the industrial complexes of the Sao Paolo
area and low income agriculture in the Northeast. Bergsman's study on
Brazil for the OECD Development Center is rather weak, thus there is room
for work on the economic policies of this country. But the statistical
difficulties of carrying out such a study are formidable and the Brazilian
case is not characteristic of developing countries in general, most of which
have a much smaller population. Instead of including Brazil in the proposed
research project, we may consider devoting a separate project to large
developing countries, such as Brazil, India, Indonesia, and Pakistan.
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5. Chile has followed inward-looking policies like Argentina and,
given the differences in size, this may have involved greater economic cost
for the former than for the latter. The country is included in our Structure
of Protection project and the information collected on tariffs and other
measures of protection can provide a starting point for an investigation
of its economic policies. Marcello Sedlovsky, an assistant professor at
Harvard and a Chilean citizen, will be teaching in Santiago for the next two
years and we could contract him to carry out the study.

6. Mexico provides an interesting case since it has avoided the
inflation characteristic of the other semi-industrial countries in Latin
America and its policies have given emphasis to the development of new
exports. We will have a good study on protection in Mexico by Gerardo Bueno
and a workmanlike job has been done for the OECD by Timothy King. While the
Bank has an interest in Mexico, a decision will have to be reached on whether
its inclusion in the proposed project will appreciably add to our understanding
of Mexican policies. If the answer is in the affirmative, Donald Keesing
of Stanford would be an appropriate candidate for carrying out the study.

7. Until the early postwar period, Ireland relied chiefly on exports
of foodstuffs. It has since developed several branches of manufacturing by
the use of tax incentives and moderate protection, and has succeeded in
raising to a considerable extent the share of manufactured products in
commodity production as well as in exports. Its experience can be useful
for countries which now produce and export mostly agricultural products.
A graduate student at the Johns Hopkins University, an Irish national
associated with the principal research institute, is writing a dissertation
under ny direction an the system of protection in this country. His results
could serve as a basis for the investigation of the Irish case.

8. Portugal is of considerable interest because of the transformation
of its industry from reliance on a highly protected market to an increasingly
competitive structure. It is, however, a rather special case, as it enjoys
free access to EFTA markets. There are also considerable difficulties due
to the poor statistical data base which speaks against its inclusion in the
proposed project.

9. Spain has also followed inward-looking economic policies but has
nevertheless been able to expand exports of manufactured goods. The Bank
has had considerable interest in the economic policy of Spain over the last
decade and this provides an additional reason for its inclusion in the project.
It should not be difficult to find a Spanish-speaking economist to undertake
the study, possibly in collaboration with a research institute in Spain.

10. While Singapore appears to be a special case because of its small
size, there are some twenty developing countries with an even smaller
population. It could, therefore, be used as an example of overcoming the
disadvantages of small size through exporting manufactured goods. Mrs. Hughes
has recently completed a book on foreign investment in Singapore manufacturing
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with the participation of the Economic Research Center at the University of
Singapore. This book, as well as research under way at the Center, would
greatly reduce the time and effort needed for a Singapore study.

11. Taiwan has applied outward-looking policies, attracted foreign invest-
ment and is one of the "success stories". It has been able to expand the
production and exports of manufactured goods at a rapid rate over the last
decade, and manufactures now account for 50 percent of total exports. Yrs.
Hughes has an interest in problems of Southeast Asian countries and she could
undertake the study with the collaboration of a research institute in Taiwan.
It should be added that the study prepared for the OECD Development Center is
of rather poor quality,

12. For sake of comparability, data for India and Pakistan have also been
included in the enclosed table. The data indicate that neither of these count-
ries can be considered semi-industrial and, at any rate, there are same good
studies available on both these countries. Jagdish Bhagwati has done the best
the limited Indian data permitted and Stephen Lewis has als o written a useful
study on Pakistan. Incidentally, the exports of manufactured goods from the
two countries consist chiefly of jute and cotton textiles.



Comparative Data for Semi-Industrial Countries, 19651

Share of manufactired Growth of Growth of
Share of manufacturing exports in total ex- GDP per GDP Exports
in commodity prodlction ports GDP Capita Population 1950-1965 1953-65

percent percent $million $ thousands percent percent
1953 1965 1953 1965

Lare rica 2/ 9 6 17,654 778 22,691 3.2 2.4
Brazil 26 37 1 7 19,712 237 83,175 5.4 .3
Chile 44 45 3 5 4,504 513 8,750 4.0 4.h
Mexico 46 54 16 19 20,616 467 4,45 6.1 5.7

Europe
Spain 41 47 12 31 20,461 642 31,871 5.8 5.9
Ireland 23 40 10 28 2,460 853 2,884 2.h 5.6
Portugal 38 54 33 62 3,575 383 9,335 4.7 8.4

Asia
Taiwan 21 36 2 50 2,933 229 12,791 8.1 11.0
Singapore na 49 na 28 1,087 568 1,914 5.3 2.72/
India na 22 2/34 47 45,380 91 498,680 3.5 3.5
Pakistan 9 17.. 1 45 10,296 88 117,000 3.6 1.6

Sources: United Nations, Commodity Trade Statistics, Yearbook of National
Accounts Statistics, Yearbook of IntenatEonal Trade Statistics.

Notes: 1/ preliminary; 2/ 1964; 3/ 1953-1963



APPENDIX 2

Budget for Project on Development Strategies in Semi-Industrial Countries

In the following the budgetary requirements are shown separately
for country studies undertaken by Bank personnel, by consultants residing
in the country under study, and by consultants who would need to be
"imported".

Study undertaken by Bank Personnol

1 man-year of staff
man-year of research assistant
man-year of research associate in the country under study

Travel costs, including per diem for a period of 4 to 6 months

Study undertaken by local consultants

1 man-year of consultant
1 man-year of research assistant

Studies undertaken by fore sultants

1 man-year of consultant
- manryear of research assistant

man-year of research associate in the country under study

Travel costs, including per diem for a period of 4 to 6 months.

I would assume that altogether six country studies would be carried
out; two each by Ba-nk staff, by local and by foreign consultants. The budget
should further include the time spent by the project director on directing
and supervising the project - approxirmately one man-year - and travel costs
for a visit to each of the countries. Thore would also be travel costs
for two meetings of the contributors as wal as computer expenses. Finally,
an allowance would need to be made for engaging consultants to advise on
the implementation of the project (three man-months).
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OFFICE NENORANDUT4

To: Mr. Alexander Stevenson July 14, 1969

From: George Kalmanoff

Subject: Research Program of Economics of Industrialization Division

1. The professional complement of the Economics of Industrialization
Division for the fiscal year 1969/70 c cnsists of a Chief and 7 staff members.
Of the 8 slots, 7 are at presert filled; an employment offer for the one va-
cant slot is now in negotiation, and it is expected that the vacant slat will
be filled by the latter part of calendar year 1969. Approximarely 40 percent
of the resources is devoted to research, and 60 percent to the staffing of
Area Department country economic missions to cover the industrial sector.
The allocation of 40 percent of present resources to research represents our
judgment of the appropriate balance between research and country mission
work, after taking into account high priority requirements of the latter.

2. Additional resources for research besides full-time staff consist
of most of the time of one permanent half-time consultant (M1r. Balassa),
and a monetary allocation for the use of consultants on an ad-hoc basis.

3. The resources available for research thus- consist of 3-4 man-years
of permanent professional staff plus some use of ad-hoc consultants. It
has therefore been necessary to establish priorities in the wide array of
possible subjects for research.

Principal New Proposal

4. Besides certain on-going studies which will be brought to c anpletion,
as indicated below, the principal new research proposal to be brought to the
attention of the Committee is for a study of Development Strategies in Semi-
Industrial Countries. This proposal has been formulated by Mr. Balassa, who
would be the project director. A detailed statement of the proposal is pre-
sented herewith as Annex A.

5. The study will be undertaken during fiscal year 1969/70; provision
has been made for it in the current budget. The work would be carried out

over a period of 2-3 years. This study would be a natural sequel to the
study of the Structure of Protection in Developing Countries- which has been

in process over the last several years, also under Mr. Balassa's direction.
'The Structure of Protection study is now close to completion; it is expected
144 a full draft will be completed during this summer or shortly thereafter.

6. Attention of the Committee should be drawn particularly to the
choice of countries for inclusion in the study. It is suggested that the 6
countries to be included be selected from the following: Argentina, Brazil,
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Chile, and Mexico, in Latin America; Ireland, Portugal, and Spain, in
Western Europe; and Singapore, .nd Ta!.wan, in Asia.

Research on IndustriMlization in Southeast Asia

7. A staff member of the Division (Mrs. Hughes) who joined the Bank
in September 1968 had previously completed a substantial part of a book,
based largely on original field research, on the industrialization experience
of 9 countries in Southeast Asia (Burma, Cambodia, Indonesia, Laos, Malaysia,
Philippines, Singapore, Thailand, and Vietnam). It would be a most desirable
investment for this work to be completed under Bank auspices. It could be
completed by the end of calendar year 1969. The coverage in the book would
be as follows:

Chapter 1 Introductory

Chapter 2 Southeast Asian Perspectives

Chapter 3 Primary Product Processing Industries

Chapter h Non-durable Consumer Goods Industries

Chapter 5 Durable Consumer Goods and Producer Goods
Industries

Chapter 6 The Economic Structure of Manufacturing
in Southeast Asia

Chapter 7 Entrepreneurs and Enterprise

Chapter 8 Labor and the Choice of Techniques

Chapter 9 Capital and Investment

Chapter 10 Government Plans and Policies

Chapter 11 Southeast Asian Industrialization in the
World Economy

Chapter 12 Conclusions

Industry Branch Studies

8. The preparation of studies of the economics of selected industry
branches with particular reference to the LDCs has hitherto represented a
large part of the research activities of the Division. Work was undertaken
several years ago on three capital goods branches - heavy electrical equip-
ment, automotive industries, and heavy mechanical equipment - to determine
the extent of LDC competitiveness in the capital goods area as general back-
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ground in connection with the margin-of-preference issue under Bank
international competitive bidding procedures. Studies of the heavy elect-

rical equipment and automotive industries have been completed. Work is
continuing on heavy mechanical equipment, in which difficulties have been
encountered in completing the study in as comprehensive a fashion as origin-

ally envisaged; effort is being directed to early completion of at least

part of the study of this branch.

9. Another industry branch study which has been c anpleted and issued

is on the problems of food processing industries in IDCs.

10. Two other industry branch studies which have been in process in
the Division for scme time are on investment costs in nitrogenous fertilizer
manufacture in IDCs, and on the pulp and paper industry. The fertilizer
study represents an initial effort on one aspect of the fertilizer branch,
which is receiving priority attention in Bank Group operations in industryo
A preliminary draft is expected in the near future. There should be con-
tinuing work on other aspects of this industry branch because of its high
priority in Bank Group operations. It is not certain yet in what form a

pulp and paper study may be issued; a draft which has been produced is in

need of revision.

11. A general question for consideration by the Committee is whether

we should in the future devote a substantial proportion of the resources- of

the Division to work on industry branch studies. The record of past dis-
cussions with staff members of IFC and of Bank Area Departments indicates
that they did consider such studies useful. But they are apt to be time-
consuming and it would be helpful to know more specifically how they are
actually used, and to which branches priority should be given. Besides
fertilizers, such studies could include non-durable consumer goods (e.g.,
textiles, apparel), consumer durables (e.g., electrical appliances), pro-
ducer goods (e.g., selected chemicals, steel).

Other Areas of New Research

12. Other areas in which it is planned to carry out new research,
though in some cases not as yet defined very specifically, consist of the

following:

Economic Evaluation of Industrial Projects - At the

present time, the function of industrial project appraisal for financing by
the Bank is carried out by the IFC. This function will be transferred to

a new Industrial Projects Department to be organized in the Bank, as recently
announced by the management. In addition to specific industrial project
financing, the Bank provides finance for industry through national develop-
ment finance companies, which are appraised by the Development Finance

Companies Department. The latter indeed account for the larger part of Bank

industrial financing. The subject of evaluation of the economic aspects of

industrial projects (in addition to the technical, financial, and management
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aspects) is of great importance both for specific industrial projects for
Bank financing and for projects for which Bank loans are relent by develop-
ment finance companies. Methodologies for the economic evaluation of
industrial projects would be a subject of continuing concern for the Economics
of Industrialization Division. Some work has already been begun in this
field - in connection with a request for assistance concerning appropriate
methodologies received from the Turkish Development Bank, and with a seminar
on shadow pricing with the participation of Prof Ian Little of Oxford and
Prof. Richard Weckstein of Brandeis UniversityY!, among others, recently
organized by the Sector and Projects Studies Division. The latter Division
is generally concerned with the subject of project appraisal. This work in
the Industrialization Division will be resumed in cooperation with the Sector
and Projects Studies Division in the fall of 1969, in an attempt to develop
guidelines for practical application in industrial project appraisal.

Exports of Manufactured Goods from IDCs . This subject,
which it is now generally agreed is of great importance, could be the focus
of a research project. It would include: studies of impediments to exports
of manufactured goods in cases of LDCs with a considerable degree of indust-
rial development, studies of "success stories" in export of manufactures to
be found among certain IDCs, and consideration of marketing problems and
prospects in the developed countries for such exports from LDCs.

13. Other areas of importance on which research could be conducted,
subject to other priorities and availability of resources, are: mechanisms
for assistance to small-scale industry, the problems of public-sector
industry, and regional market arrangements for industrialization.

Other On-Going Studies to be Completed

14. Besides the industry branch studies mentioned above, work is ccn-
tinuing to bring the following studies to completion:

Classification of Developing Countries by Degree of
Industrial Development - Initial work toward this end resulted in the issuance
of Economics Department Working Paper No. 45, Statistical Indicators of
Levels of Industrial Development, May 19, 1969. Further work is now being
done to yield a classification of countries by degree of industrial develop-
ment. The groupings should be a useful guide to future studies of the process
of industrialization and development strategies in different types of countries.

1/ Prof. Little is the principal author of a volume entitled "Manual of
Industrial Project Analysis, Vol. II: Social Cost Benefit Analysis", 1969,
which is available in preliminary form in Research Files. Prof. Weckstein's
essay on "Shadow Prices for Project Evaluation in Less Developed Countries"
has been issued as Economics Department Working Paper No. 47, June 20,
1969.
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Consumer p ding Patterns and Income Elasticities of
Demand - This is intended to provide data relevant to projections of possible
industrial growth in the consumer goods field. Work on the study has been
going on for some time, having been interrupted by higher priority activities.
The usefulness of the product and the nature of further work will be determin-
ed on the completion of the first draft.



ANNEX A

Development Strategies in Semi-Industrial Countries

A Research Proposal

Bela Balassa

1. In recent years, the tasks of the Bank have been extended from
project appraisal to the evaluation of economic policies in developing
countries, and the Bank has come to play an increasingly important role in
advising these countries on their long-term policies. But while project
appraisal is based on some general principles which have evolved in the
course of the operational work of the Projects Department, the same cannot
be said of the Bank's policy-advising activities. There are no firm guide-
lines for these activities and the policy advice given to individual countries
often reflects differences between - and even within - Area Departments.

2. The lack of guidelines is in large part explained by the fact that
we know little of the effectiveness of the economic policies followed by
the developing countries. During much of the postwar period while Prebisch's
doctrine of import substitution held sway, manufacturing industry was bene-
fited at the expense of agriculture, and production for domestic use was
favored over exports. Now the pendulum seems to be swinging in the other
direction, with agricultural development and expert-oriented growth c amdng
increasingly into favor. But both these approaches have responded to
practical situations and their economic rationale has not been adequately
explored. Nor has much attention been given to the implications that the
particular characteristics of developing countries, such as the level of
industrialization, size, geographical location, and resource endowment,
have for the choice of development strategy.

3. Research on the development policies applied in individual countries
would help to fill this lacuna. It would aim at evaluating the experience
of these countries, with a view to suggesting improvements in their policies
as well as indicating the applicability of the findings to other countries
in a similar situation. The conclusions based on such research would be
useful to the Bank in its policy advisory activities and would assist policy-

makers in the developing countries themselves. At the same time, it would be
advantageous to carry out this research under the Bank's auspices. Not only
could the expertise accumulated at the Bank be utilized but the studies
could be made to conform to the Bank's needs.
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The Choice of Countries

4. Separate research projects should be undertaken to evaluate the
experience of countries at similar levels of industrialization. Pending
the outcome of the Balassa.-Hughes study on the classification of countries
according to the stage of their industrial development, three or four such
research projects may ultimately be carried out. Each of these could in-
clude 4-.6 countries which may be regarded as representative of a certain
level of industrialization and for which the relevant data are available.
In the choice of the countries, attention should be given to the Bank's
operational needs, as evidenced by the orientation of the work of Area
Departments.

5. Since the results of these projects could be utilized to advise
countries on the same as well as on the next lower stage, it seems appropriate
to start with a group of developing countries which belong to the semi-
industrial category.l/ Within this group, the choice may be made among the
following countries: Argentina, Brazil, Chile, and Mexico in Latin America;
Ireland, Portugal, and Spain in Western Europe; and Singapore and Taiwan in
Asia.

6. All these countries derive about 40-50 percent of value added in
commodity production from manufacturing activities and thus can be considered
semi-industrial. Taiwan, Brazil, and Ireland are at the lower end of the
range while Argentina, Mexico, and Portugal have the highest share of manu-
facturing within the group.2/ But there are considerable differences among
the countries in question in regard to the share of manufactured goods in
exports, largely reflecting differences in the inward- or outward-looking
character, of the development policies applied during the postwar period.
They also differ in size, geographical location, and market access, so that
it should be possible to evaluate the effects of these characteristics on the
choice of development strategy.I

1/ On this category, see my "Development Strategies in Semi-Industrial
Countries", IBRD Economics Department Working Paper No. 34.

g2f It should be noted, however, that due to high levels of protection and
overvaluation of the currency, manufacturing output is overvalued, and
agricultural production unidervalued, in Argentina and Chile and to a
lesser extent in Brazil, Mexico, and Spain.

3/ Some comments on the individual countries, together with a comparison of
the proposed research project with studies under way at the Bank and the
QECD Development Center, are given in Appendix 1. In turn, the personnel
requirements of the project are shown in Appendix 2.
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7. To ensure the corpxrabil4ty of the findings, the studies should use

a common methodology prepared by the project directar.o. The methodology would

deal with the various choices open to po~jcy-makiers, the implications of the

particular ca Au%4twics of the Aouvtry for the choice of the development
strategy, And the policy instrmments which can be used in implementing it. It

should also provide instructions on statistical and econtemetric methods to be

applied in the individual studies as well as guidelines for evaluating the

experience of the countries in question.

8. Among the choices open to policy-makers, one may contrast outward-

looking and inward-looking strategies, where the former aims at exploiting the
benefits of the international division of labor while the latter relies chiefly

on import substitution. A related question is the possible need to provide

special advantages to manufacturing over primary production, or to individual

activities within these sectors as against according equal treatment to each.

There is also the choice between reliance on free markets and government

planning in productive activities, and a position has to be taken concerning
the desirability of foreign investment.

9. Attention needs further to be given to the implications for develop-

ment strategy of the major characteristics of individual countries. Among

these, market size is of principal importance; hence the need for examining
the advantages of large markets in the methodology of th.project. Other

bharacteristics ars geographical location, market access, natural resources,
and the availability of human and physical capital. The political and social

conditions prevailing in the countries in question, and the interactions of

political, social, and economic factors, too, should be analyzed.

10. A variety of policy instruments can be used to carry out alternative

strategies.These include tariffs and export subsidies, exchange rate policy,

the tax system, credit policy, the treatment of foreign investment, educational

policy, investments in infrastructure, the role of public enterprise in manu-

facturing, and regional policy. One should evaluate the actual use of these

instruments in the individual countries and make recommendations on improve-

ments in their application.

11. In the country studies use needs to be made of statistical and

econometric techniques. Such techniques would be applied to evaluate the

effects of various policy instruments on past performance and to appraise the

sources of economic growth in individual countries on a sectoral basis. The

investigation should consider the contribution of physical as well as human

resources to growth.

12. The findings of the individual studies will enable us to provide a

comparative evaluation of the experience of the countries in question, and

to make recommendations on possible improvements in the policies followed.

The implications of the experience of these countries included in the research

project for those on the next level of development 
also needs to be indicated.

Finally, the findings can be utilized to prepare position papers on various

policy issues for the Bank's internal use.
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Relationships with Other Studies

1. The proposed research project can build on the results of the
Structure of Protection in Developing Countries project which has been
limited to an appraisal of the effects of protective measures on resource

allocation. This project has been sponsored jointly by the World Bank and
the Inter-American Development Bank. It has included studies on the structure

of protection in Brazil, Chile, and Mexico in Latin America, Norway in
Western Europe, as well as Malaysia, Pakistan, and the Philippines in Asia.

2. In turn, a research project sponsored by the OECD Development Center

has examined the experience with industrialization in Brazil and Mexico in

Latin America, as well as India, Pakistan, the Philippines, and Taiwan in
Asia. In the absence of a cammon methodology, there are however considerable
differences among the studies on the individual countries, and they greatly
vary in quality. At any rate, the studies are by-and-large historical in
character and they have not given emphasis to some of the major issues
pertaining to the choice of development strategies.

The Choice of Countries

3. Argentina provides a classical example of inward-looking policies.
Levels of protection are high and, despite a high share of manufacturing in
commodity production, it exports hardly any manufactured goods. We origin-
ally planned to include Argentina in the Structure of Protection project
but the lack of cooperation by the Planning Bureau and the long illness
of our collaborator, Daniel Schydlowsky, have made this impossible. We can

expect cooperation from the present head of the Planning Bureau, Dagnino
Pastore, and Schydlowsky could undertake work on A rgentina as a consultant
to the Bank.

4. In terms of population, Brazil is by far the largest among the
countries in question but it has one of the lowest average per capita
incomes. At the same time, this average conceals substantial interregional
differences in incomes between the industrial complexes of the Sao Paolo
area and low income agriculture in the Northeast. Bergsman's study on
Brazil for the OECD Development Center is rather weak, thus there is room
for work on the economic policies of this country. But the statistical
difficulties of carrying out such a study are formidable and the Brazilian
case is not characteristic of developing countries in general, most of which

have a much smaller population. Instead of including Brazil in the proposed
research project, we may consider devoting a separate project to large
developing countries, such as Brazil, India, Indonesia, and Pakistan.
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5. Chile has followed inward-looking policies like Argentina and,
given the differences in size, this may have involved greater economic cost
for the former than for the latter. The country is included in our Structure
of Protection project and the information collected on tariffs and other
measures of protection can provide a starting point for an investigation
of its economic policies. Marcello Sedlovsky, an assistant professor at
Harvard and a Chilean citizen, will be teaching in Santiago for the next two
years and we could contract him to carry out the study.

6. Mexico provides an interesting case since it has avoided the
inflation characteristic of the other semi-industrial countries in Latin
America and its policies have given emphasis to the development of new
exports. We will have a good study on protection in Mexico by Gerardo Bueno
and a workmanlike job has been done for the OECD by Timothy King. While the
Bank has an interest in Mexico, a decision will have to be reached on whether
its inclusion in the proposed project will appreciably add to our understanding
of Mexican policies. If the answer is in the affirmative, Donald Keesing
of Stanford would be an appropriate candidate for carrying out the study.

7. Until the early postwar period, Ireland relied chiefly on exports
of foodstuffs. It has since developed several branches of manufacturing by
the use of tax incentives and moderate protection, and has succeeded in
raising to a considerable extent the share of manufactured products in
commodity production as well as in exports. Its experience can be useful
for countries which now produce and export mostly agricultural products.
A graduate student at the Johns Hopkins University, an Irish national
associated with the principal research institute, is writing a dissertation
under my direction on the system of protection in this country. His results
could serve as a basis for the investigation of the Irish case.

8. Portugal is of considerable interest because of the transformation
of its industry from reliance on a highly protected market to an increasingly
competitive structure. It is, however, a rather special case, as it enjoys
free access to EFTA markets. There are also considerable difficulties due
to the poor statistical data base which speaks against its inclusion in the
proposed project.

9. Spain has also followed inward-looking economic policies but has
nevertheless been able to expand exports of manufactured goods. The Bank
has had considerable interest in the economic policy of Spain over the last
decade and this provides an additional reason for its inclusion in the project.
It should not be difficult to find a Spanish-speaking economist to undertake
the study, possibly in collaboration with a research institute in Spain.

10. While Singapore appears to be a special case because of its small
size, there are some twenty developing countries with an even smaller
population. It could, therefore, be used as an example of overcoming the
disadvantages of small size through exporting manufactured goods. Mrs. Hughes
has recently completed a book on foreign investment in Singapore manufacturing
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with the participation of the Economic Research Center at the University of
Singapore. This book, as well as research under way at the Center, would
greatly reduce the time and effort needed for a Singapore study.

11. Taiwan has applied outward-looking policies, attracted foreign invest-
ment and is one of the "success stories". It has been able to expand the
production and exports of manufactured goods at a rapid rate over the last
decade, and manufactures now account for 50 percent of total exports. Mrs.
Hughes has an interest in problems of Southeast Asian countries and she could
undertake the study with the collaboration of a research institute in Taiwan.
It should be added that the study prepared for the OECD Development Center is
of rather poor quality,

12. For sake of comparability, data for India and Pakistan have also been
included in the enclosed table. The data indicate that neither of these count-
ries can be considered semi-industrial and, at any rate, there are some good
studies available on both these countries. Jagdish Bhagwati has done the best
the limited Indian data permitted and Stephen Lewis has als o written a useful
study on Pakistan. Incidentally, the exports of manufactured goods from the
two countries consist chiefly of jute and cotton textiles.



Comparative Data for Semi-Industrial Countries, 1965

Share of manufactbred Growth of Growth of
Share of manufacturing exports in total ex- GDP per GDP Exports
in commodity production ports GDP Capita Population 1950-1965 1953-65

percent percent $million $ thousands percent percent
1953 1965 1953 1965

a eti era 51ica 9 6 17,654 778 22,691 3.2 2.4

Brazil 26 37 1 7 19,712 237 83,175 5.4 .3
Chile 44 45 3 5 4,504 513 8,750 4.0 4.4
Mexico 46 54 16 19 20,616 467 4,45 6.1 5.7

Europe
Spain 41 47 12 31 20,61 642 31,871 5.8 5.9
Ireland 23 hO 10 28 2,460 853 2,884 2.4 5.6
Portugal 38 54 33 62 3,575 383 9,335 4.7 8.4

Asia
Taiwan 21 36 2 50 2,933 229 12,791 8.1 11.0
Singapore na 49 na 28 1,087 568 1,914 5.3 2.7j/
India na 22 34 47 45,380 91 498,680 3.5 3.5
Pakistan 9 17W 1 45 10,296 88 117,000 3.6 1.6

Sources: United Nations, Commodity Trade Statistics, Yearbook of National
Accounts Statistics, Yearbook of International Trade Statistics.

Notes: 1/ preliminary; 2/ 1964; 3/ 1953-1963



APPENDIX 2

Budget for Pro.ject on Developmant Strategies in Semi-Industrial Countries

In the following the budgetary requirements are shown separately
for country studies undertaken by Bank personnel, by consultants residing
in the country under study, and by consultants who would need to be
"imported".

Study undertaken by Bank Personnel

1 man-year of staff
1 man-year of research assistant

man-year of research associate in the country under study

Travel costs, including per diem for a period of 4 to 6 months

Study undertaken by local consultants

1 man-year of consultant
1 man-year of research assistant

Studies undertaken by foreign consultants

1 man-year of consultant
mar-year of research assistant

2 man-year of research associate in the country under study

Travel costs, including per diem for a period of 4 to 6 months.

I would assume that altogether six country studies would be carried
out; two each by Bank staff, by local and by foreign consultants. The budget
should further include the time spent by the project director on directing
and supervising the project - approximately one man-year - and travel costs
for a visit to each of the countries. There would also be travel costs
for two meetings of the contributors as well as computer expenses. Finally,
an allowance would need to be made for engaging consultants to advise on
the implementation of the project (three man-months).



July 9, 1969

Mr. Joseph Ritley
B. F. Goodyear Co.
Goodyear Tire Manufacturers
5WO S Main St.
Akron, Ohio

Dear Mr. Rilley:

The Wrld Bank in engaged in a study program on vehicle
operating cost. We are interested to know if any research
has been successfully carried out with respect to tires
tread wear caused by forced deceleration on the highway.

Mr. Kiegen, of Rubber Manufacturer Association,
mentioned your name as the one person, if any, who would be
able to answer our question.

Sincerely,

Iona Isaac
Sector and Projects Studies Division

Economies Department
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Mr. Robert 1. KcWasara JA7 2v 1969

Koger Chafoarnier /"Z

Financing of AgriculturAwl fsearch in the Bavaiy ah 7onoe of Wtera Africa

In his semoran= to youi of Jt&i 11,969 Mr. Frie.aan proposes
that the Bank Group help to finance "several centers of pplied agriol-
taral research in the Lovtries of the Savannah sane." At the sam tims
he rported his undwatnding that I 'reaocted very favorably to this
proposl."

I wOA4 like to make it clear that I did not endorse the %bmve

proposal. In cesveroations with Mr. Gorex both I and mmbers of aW staff
did react favorably to a proposal that the Sasic Research Unit carry out
two case studie in the Ivory Coast - one In the forest sen*, the other
in the Savaimah aema. 1Te ste# in the .amWwn=h soe would be designd to
determine vwhthwr income opparwaities in this area osuld he sufficiently
increased to nake a&ricultre mmercially attractive to school-leavers.
It would exa~nIe in particular the agronomic potentialities and the socio-
ecnsmic ad tochoological onstraints utich now limit the ealisation of
these potentialities.

If the ease stud in the Ivory Coast yields aseful results, I
believi we cam onsider the dosirabilitV of proting siiar studies
elsewhere in the Savsnnah sone where ecological and socio-eemic coadi-
tiens we different fros thes in the Ivory Coast area whre the proposed
staa4 a4ld be xIortaken. lever, izntil the results of the first study
are knmm, I think it wcald be mvise to comit ourselves to others or
to take a decision that pimanent "research aentors' are ncessary to carry
out such studies. Research of this character will ealWy scarce personnel
and its utility will eventually have to he judged by the results achieved
in comparison with these that might be obtained through the splqymnt of
such persomol on alternative t~aks.

Ci Mr. irv e . FridM

J.C.do Vildstoob
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ORM No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE: July 1, 1969

FROM: Irving S. Friedman

SUBJECT: Proposal for financing agricultural research according to
paragraph (f) of Decision 1 of the Executive Directors' Report
on Stabilization of Prices of Primary Products

1. Following a visit to Ivory Coast and Paris, Mr. Goreux has
proposed that the Bank participate in financing applied agricultural
research for the countries of the Savannah zone in West Africa.

2. Most of the applied agricultural research in Western Africa has
been devoted to export crops (coffee, cocoa, pineapple, palm oil,
groundnuts, cotton, ... ). In the forest zone, this research has led,
to a rapid expansion of agricultural output and income. However, in
the Savannah zone where production potentialities are much more
limited due to lower rainfall, the impact of this research has been
much smaller and agricultural income remains very low. This disparity
induces large labor migrations. These might lead to social and
political unrest if no remedial action were taken.

3. There are at present few possibilities for correcting this in-
come disparity, not only due to the lack of capital but also to the
fact that a fully satisfactory solution to agricultural development in
this area has yet to be devised. It is, however, believed that sub-
stantial improvements might be achieved by conducting systematic research.

h. The proposal would be for the World Bank Group to participate
through IDA credits in the financing of several centers of applied
agricultural research in the countries of the Savannah zone. Such
research could be carried out by mixed teams of agronomists, agricul-
tural economists and anthropologists who could be supplied by the
ORSTOM and other specialized institutions.

5. This proposal appears to fal], within the Executive Directory-l
recommendations on Stabilization 1,. The main emphasis in the research
would be placed on the promotion of food crops and cattle; most of the
increased output would be consumed in Western Africa. Such a project

1/ ... the Bank Group, while applying its normal lending standards
and procedures, will be prepared to: ...
(f) Participate in financing agricultural and other research having

high priority in developing countries, as much as possible in
cooperation with other national and international institutions."

3eport of the Executive Directors on Stabilization of Prices of
Primary Products: Decision 1, page 3, IBRD, June 24, 1969.



Mr. Robert S. McNamara -2- July 1, 1969

would help African countries in their diversification efforts, since

cotton and groundnuts, which at present are the two main cash crops

of the Savannah zone, face unfavorable prospects on world markets.

6. I personally feel that it would be very worthwhile for the Bank

Group to invest resources in agricultural research along these lines.

Moreover, I think that such a proposal is very timely, since it would

be of interest to a large number of those countries which originated

the Rio Resolution.

7. I understand that Mr. Chaufournier reacted very favorably to

this proposal. I may add, in case you would wish to contact him, that

he is going on home leave tomorrow night.
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Mr. R. Sadove June 30, 1969

nois H. Qoreux

Relation, between the Abouasse case study (Research frjeot U)
and the appraisal of feeder roads

1. The Abouasso *ase study for Research Project rX (see ms
attached) would be earried out in oonnection with a survey of the Abouasso
area (about 130 square Kilometers) conducted by the MT. This survey
(sm pargraphs 5, 6, 7, 8 and 10 of the Annex to the usmrandun)
originated in a request of the 8ODIPALM (Bank project signed in June
1969) for an improvement of feeder roads in the oil palm area, However,
theo"Iaistere da Plan" would be interested in extending the scope of
the survey to the geseral socioecnomic development of the area.

2. Regarding ways of assessing economic returns to feeder road
projects, such a survey might be of interest. I would like to Imov
whether you feel that this migt fit within the scope of your progran.

3. 1 have discussed the research proposal outlined in my vMW
of June 24 with Chaufournier and de Wilde. I would greatly appreciate
it, if I could have your reaction before Mr. Chaufournier' a departure
for Abidjan on July 3.

Attachment
orsug der Tk

Israel



Hr. LOUIs GOreu Juis 13, 3$69

Q AalA # am

Charis frank's Stud,'

I sim Charles Frank an J=4 10 and we also talked with Colin Dmuc.
Prank further visited ftoarie who is engagod in work an a long-t4rm model
for Kocys.

I discussed with Frank the choice betmeon a stu4 of a potrochamical
fertilisor corple and that of food-processing industries in East Africa.
We both feel thatfrn the point of view of yor project No.1, the first
altnmative wulA offer greater interest than the second. The latter wuld
essentially antail araising the situation in individoal industries with a
consideration of the related waqmion in agriculture. At the sw time,
there are no ecoomis of scale of appreciable magnitude in agriculture
hile in the case of the petrochemical fertiliser -aIM, eoamee of

scale con be obtained in several interrelated industries, offering theroby
an interesting osse study of twnal eoamis. e Oen ld als inMicate
the iplicaties of the establishmet of this cowlpx for agriculture and
estimate the benefits of its joint dvalpnt in the three countries as
against ompansion in each of them taksi individnally.

We discussed with Colin Bruce the pessi1ae resoptivnss a the three
gurerzeas to the project. It was felt that Prank w=Uid not have the dif-
fioulties Iran Adsln has onoanwtered in leapa. rBe lsas the kay peole
in the otntry and his project shotld be of interest to the govarwmant of
tas and probably aoe. to the other two govramats.

Frank promised to write a paper for next wook's meetings an the ob-
jectives of the study and thoelopg to be used. No is nem leaing for
Bangkok and can b reached tber at the address of UAfl. ,e would go to
Rest Africa in late August at the time *han Colin Druce io liks* to be
there. Let me ad that *&. to resistance an the part of two of the gern-
mats w ulssim to ast Africa has bean cancelled Lw the time being.
Nevertheless I maintain an interest in the problens of the area,

oo. Messrs. Bruee
Prank

~fuaiasaalj



June 10, 1969

Professor T.W. Schultz
Department of Economics
University of Chicago
Chicago, Illinois 60637

Dear Professor Schultz:

Thank you for your letter of May 24. Mr. Goreux

is on a mission and will not be returning to Washington until

June 16. On his return he will be glad to deal with the

matters raised in your letter.

Yours truly,

Secretary to Mr. Goreux
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May 16, 1969

Dear Professor Xornai:

As you will se from the note attached, Research Project
No.1 is based an the application of malti-level planning, a
t.ctnique in which you have been a pioneer. Professors HanW,
Kurs, ietriss, Wstphal, Lissak and Frank are presently
woridng on this project, and all of us would be very glad if
you could join your efforts with ours.

We shall have a seminar on this project fron June 16
to June 27, and we would greatly appreciate it , if you could
be with us in Washington for these tuo weeks. I hope that
you will be able to stay for noe time after the semnar to
discuss in sufficient detail the nature of our future collabora-
tion.

Professor Vietorias will be able to explain in detail
our research project to you. I hope that, despite the abort
time available, we shal be able to deal with the a.nistra-
tive arranpments, from our side, for your trip.

Yours sincerely,

Louis M. Goreux
Director

baie RAsearch Center

Attachment
LMOoreuxtpmh

Professor Janos Kornai
Economic Research Institute
Hungarian Academy of Sciences
V Nador U. 5-7
Badapest, Hungary
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Mr. F. Intolf Maw 12, 1969

Ar& - R. GUd

goreux/Adebman Visit

No. 166i-

1. Please find attached curriculum vita of Dr. Adelman;
her itinerary;

(c) french text of research project.

2. We would appreciate your passing it on to the Ivorian Government.

ARGae:mh
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Centre de Recherche, IRD 25 avril, 1969

Dualisme et Developpement

1. Le Probleme

On observe dans de nombreux pays, en voie de developpement

un dualisme marque entre secteurs modernes et traditionnels. Dans

quelques pays la croissance du produit interieur brut s'est accompagnee

d'une accentuation de ce dualisme se traduisant par une aggravation

de la disparite des revenus, la transformation d'un sous-enmloi de'guise'

en chomage reel, et l'apparition de problemes politiques et sociaux.

Dans d'autres pays, la croissance du produit interieur brut fut

mieux distribuee parmi la population et les differents secteurs de

l'economie mieux integres les uns aux autres.

Le mode de develonpement depend largement de facteurs exogenes

tels que la dotation du pays en ressources naturelles, la situation

des marches mondiaux et l'afflux des canitaux e5trangers. Neanmoins,

ce mode de developpement peut Otre influence dans une mesure substan-

cielle par les nolitiques nationales, notamment la politique de repartition

des investissements publics entre les secteurs modernes et traditionnels,

la politique des prix, la politique monetaire et la politique commerciale.

L'objet de cette etude est'd'evaluer les effets .de differentes politiques

sur le developpement du pays et sur le dualisme de l'conomie (sur la

taille du gateau et sur sa distribution). L'etude se propose d'analyser

la nature des interractions entre croissance et dualisme dans une per-

spective a court et a long terme. Ainsi un accroissement des ressources

d'investissement pourrait etre distribue de trois facons. La premiere

pourrait consister a affecter la totalite des ressources additionnelles
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au secteur moderne; la seconde a diluer ces investissements dans le

secteur traditionnel; la troisieme a les concentrer sur quelques poles

de croissance en vue de transfornner certaines oarties seulement du

secteur traditionnel.

2. L'approche conside'ree

On se propose d'effectuer une analyze en profondeur dans

deux ou trois pays en combinant, les approches macro et micro 'conomiques.

a) Apnroche macro-economique

Cette aoproche consisterait 'a analyser le processus de

developpement dans sa perspective historique et 'a etablir un cadre de

projections permettant de simuler l'effet de differentes politiques.

L'approche historique devrait permettre de repondre

a des questions du type suivant: Quel a ete' le transfert re'el de ressources

du secteur rural au secteur urbain, tenant compte des politiques fiscales,

des taxes 'a l'exportation, de l repartition des investissements publics

entre chaque secteur, etc? Les niveaux relatifs des revenus par tete

utilise's dans les Comptes Nationaux fournissent-ils un indicateur non-

biaise des niveaux de vie relatifs parmi les populations rurales tradi-

tionnelles, rurales commerciales et urbaines? Dans quelle mesure les

disparites de revenus sont-elles associ'es aux migrations? Les agregats

economiques, tel que PIB, fournissent-ils un indicateur satisfaisant

de la croissance? Quel est le rendement des investissements publics

dans les secteurs rural-traditionnel, rural-commercial et moderne?

L'acceleration du taux de croissance implique-t-elle une dis-

tribution plus inegale du revenu et une aggravation du sous-emploi?
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Le mod'ele de projection pourrait etre compose d'un nombre

limite de secteurs, certains de ces secteurs etant eux meme decomposes

en sous-secteurs afin de refleter l'aspect dualistique de l'appareil de

production. Ainsi le secteur agricole pourrait etre divise en trois

sous-secteurs (traditionnel, exportation, et commer.cial oriente vers

la satisfaction des besoins interieurs); industrie (avec deux ou trois

sous-secteurs). A cette decomposition sectorielle devrait corresnondre

une d~composition entre rural et urbain, rural etant si nicessaire

decompose entre rural-traditionnel et rural commercial. Une telle

decomposition serait necessaire pour studier les modes de distribution

des revenus, le mecanisme des migrationset l'evolution de la consomma-

tion.

Le mod'ele envisage serait base sur les etudes de projection

existantes prenant en consideration les investissements en cours et les

possibilites de production. Le modele devrait permettre d'etablir une

perspective de croissance probable a partir de laquelle il serait

possible de simuler un certain nombre de variantes reduisant ou

accroissant le dualisme de l'economie. Pour une telle analyse, les

hypoth'eses clefs devraient 'tre testees par une micro-analyse basee sur

les resultats d'enquetes comme indique ci-dessous.

b) Micro-anTroche

L'analyse des compartements sera basee sur les resultats

d'enquetes existantes; il sera neanmoins necessaire de completer les

informations existantes par une observation directe sur le terrain.



L'analyse des donnees pourra etre basee en premibre

instance sur une analyse de regression multiple utilisant les techniques

de covariance. Ainsi, certains facteurs institutionels pourront etre

introduits sous forme de variables enti'eres. La population etudine

pourra egalement tre stratifide sur la base de considerations institu-

tionnelles qualitatives afin d''valuer l'influence de ces facteurs

institutionels sur les relations de comportement.

Une autre mithode consistera etablir un programme

d'optimisation pour une communaute donnee. Dans un tel modele, 1'influence

des facteurs socio-institutionels pourra 'tre traduite sous forme d'un

certain nombre de contraintes, (par exemple la division traditionel du

travail selon l'age et le sexe). L'optimisation pourrait consister a
minimiser le risque en introduisant comme contrainte un pallier de

revenu ou a maximiser le revenu en introduisant comme contrainte

un plafond quant au niveau du risque. Les activitds correspondraient

a un mode de culture donne pour un produit donne. Le relachement de

certaines des contraintes ou de groupes de contraintes permettrait

d'evaluer l'influence des facteurs institutionnels. L'exnerience

pourrait 16tre conduite avec un nombre limits d'activite's refletant

un etat donne de la technologie ou en introduisant de nouvelles

activites. Le modele (integer programming) pourrait aussi tre utilise

pour etudier l'influence d'un ensemble d'activites non divisible, tel

introduction d'industries de transformation des produits agricoles.

Cette microanalyse serait partiellement basee sur des

etudes antropologiques. Toutefois, contrairement l certaines monographies



antropologiques, cette etude devrait conduire 'a certaines ge'neralisations

afin que les resultats puissent slintegrer a l'analyse macroeconomique

decrite plus haut.



Mr. Irving S. Friedman May 12, 1969

Louis M. Goreux

Travel proposal May and June 1969

Project II: May 22 - June 9. Abidjan, Rome, Paris, Brussels, London

1. I expect to leave Washington about May 22 for Abidjan
where I shall most Mrs. Adelman and discuss Project 1I with the
Ivory Coast government. Mr. Diswara, Minister of Planning, has
been contacted by Chaufournier through Lutolf. In a cable to
Chaufournier, Mr. Lutolf wrote that "mDawara is very enthusiastic
about Goreux's and Adelman's project ... and expects mission's
arrival about May 23." We expect to meet also Radie (Minister
of Finance, and Bank Governor) and to remain one week in Ivory
Coast. On my way back to Washington, I shall stop in Rom, Paris,
Brussels and London to make contacts in relation to Project II in
particular, and to the Center in general.

Project Is June 11 - 14. Nexico

2. I will moot A. Manne and R. Lissak in Nexico for four
days before a two-week seminar to be held in Washington from
June 16 to June 27 with the main contributors to Project I.

LMOoreuzipmh
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April 28, 1969

*. Frans Lutolf
International Bank for
Reconstruction and Development

B.P. 1850
Abidjan. /fvory Coast

No. 143

Dear Franz,

With reference to nV cable No. 130 of April 25, I would like to inform
you that the Basic Research Center of the World Bank is undertaking a
research project on the problem of growth and dualism, an outline of which
is enclosed. The purpose of such a study in to gain a better insight into
the problems of development, and we would like in particular to laclude the
Ivory Coast in the study. Dr. Irma Adelman, a consultant to the Basic Re-
search Center, will be mainly responsible for the project.

An important consideration in the selection of the countries to be in-
cluded in the study is the receptivity of the local authorities to the re-
search project. We, therefore, consider that it would be useful if Louis
Goreux and Mrs. Adelman could have the opportunity of meeting with Ministers
Diawaiza and Bedi6 for very preliminary talks on the subject. Their visit is
planned for May 23 and until the 30st. I think, however, that the most ap-
propriate approach would be for you to contact the Ministers and get their
preliminary reaction before arranging arr direct meeting with Mr. Goreux and
Mrs. Adelman. If the reaction appears favorable we would send you copies of
all Dr. Adelman's correspondence for appointments in Ivory Coast. It would
also be of great help if all Dr. Adelman's appointments could be centralized
through your office, and incidentally, Dr. Adelman has a good working know-
ledge of French, and would not require an interpreter for such appointments.

As you can see, the idea of the research project links up rather well
with the remarks from Mr. Diawara that you conveyed to us in your memorandum
to Files of April 17 on development planning.

Since Ascarate is scheduled to be in Abidjan on May 26, we think that it
would be both practicable and useful to combine a yisit by him to Mr. Bedis
and Mr. Diawara with that by Mr. Gqep andX.p. Adelman. This could permit
a broad discussion with Mr. Diawari anofi h * bl aims and scope of our
forthcoming economic mission but apo on longor-term aspects of our economic
work.
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If you find the Ninisteb responsive, please let us know as soon as
possible so that we can make the appropriate travel arrangements. Mrs.
Adelman will first go to Kenya, then to Ghana (but in this latter case
she would only be there on a private basis to consult with the Harvard
Advisory Group) and then to Abidjan (or to Abidjan first if Messrs. Bedii
and Diawara are available before May 23 only). If the response is favor-
able, we would send you a few copies in French of the research project
outline for communication to Messrs. Bedi4 and Diawara.

Sincerely yours,

Roger Chaufournier
Director

Western 1frica Department

cc. Mr. Goreux

LdeAzc mh
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PLEASE CABLE SOONEST WHETHER MINISTERS BEDIE AND DIAWARA IN ABIDJAN BETWEEN

MAY 23 AND 29 COMMA IN VIEW INTENDED VISIT BY GOREUX COMMA IRMA ADELMAN CONSULTANT

AND AZCARATE TO DISCUSS WITH BOTH MINISTERS FUTURE BANK ECONOMIC WORK INCLUDING

RESEARCH PROJECT STOP AZCARATE WILL BE ABIDJAN MAY 26 ANY CASE STOP OTHERS

DEPENDING ON AVAILABILITY MINISTERS STOP GOREUX ADELMAN COULD IF NECESSARY BE ABIDJAN

MAY 17 STOP LETTER FOLLOWS STOP REGARDS

CHAUFOURNIER

NOT TO BE TRANSMITTED

MESSAGE AUTHORIZED BY: CLEARANCES AND COPY DISTRIBUTION:

NAME Mr. Roger. Qhaufournier, Director cleared with & cc. to Mr. Goreux

DEPT. Western -Africa LdeAzcarate:mh
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BRUCE FAMILIAR WITH DETAILS STOP GOREUX PROPOSES CONSULTANT DR IINA

ADELMAN VISIT NAIROBI MAY THIRTEEN TO MAY SEVENTEEN FOR PRELIMINARY

DISCUSSIONS STOP PLEASE CONSULT APPROPRIATE OFFICIALS TO SEE WHETHER

ANY OBJECTION THEIR SIDE STOP WOULD BE HAPPY IF THEY WISH COOPERATE

BUT STREES THIS STUDY UNCONNECTED CURRENT OPERATIONS SINCE I WISH AVOID

GIVING KENYA IMPRESSION THEIR REPLY WOULD INFLUENCE OUR GENERAL ATTITUDE

STOP PLEASE CABLE REACTION 661W P40 EsE SINCE ADELMAN PLANS LEAVE

US APRIL THIRTY REGARDS WILLIAMS
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Apri1 25, 1969

Prof$~i TrK Ad*A n
Deperu""o or Fcwwnice
Northwestern ftivveflty
rvanuto, Mliwts 6mUB

Daer Pro'eS Adalam

Tour letter of Aprd1 15 has bown reetved dArIng

Mr. do wild's abosme froa the bo. I sba1 bring

your letter and its aonwms to bu attwtioa von his

retumn

~sio*1si yawrs,

( li. dith 0. awrkett
Secretary to Mr. do WiU4

Enclosures from Professor Adelman:

Performance Criteria for Evaluating Economic Debelopment
Potential: An Operational Approach

A Factor Analysis of the Interrelationship Between Social
and Political Variables and Per Capita Gross National Product

An Econometric Model of Socio-Economic and Political Change
in Underdeveloped Countries



Mr. R. Chaufournier April 24, 1969

Louis M. Goreux

Prof. Adelman's visit to Ivory Coast and (bans

1. Irma Adelman and I had a thogough discussion with de Wilde
before his departure. It was agreed that the best way to proceed was
to undertake a preliminary investigation in three African countries,
of which no mare than two will be selected for the study itself. Out
of the three countries investigated, (Kenya, Ivory Coast and (uana)
two are in your Departmant. After discussing with several members of
the two African Departments, it seem that Ivory Coast will probably
be selected and that either Keya or mana will be.

2. Regarding Ivory Coast, I have prepared and attached three
draft letters which are to go out under your sipgature, (to Litolf,
Diawara and Bedie). J.C. Dumolin will see Berthelot with Mrs. Adelman
in Paris on May 5. This will facilitate the meting with Diawara,
since BRrthelot has been working closely with Diawara on the $8 milin
socioeconomic survey conducted in Ivory Coast from 1962 to 1966. I had
also a talk with KNohman who was very helpful and proposed to send from
his side a personal letter to Diawara and Dedie with reference to your
letter. I have discussed with Kochmen the nature of the reference to be
made in your letter to his participation in the study. I an conscious
of the need for some diplomacy in dealing with Diawara and Beds res-
peotively. I expect to be in Paris in the second part of May and I
think that it might be useful if I were to join Prof. Adelman in
Ivory Coast. I would appreciate your advice on this point. In case I
would go to Ivory Coast, the letters would obviously have to be
adjusted accordingly.

3. Regarding mana, I propose to follow a more cautious approach.
The letter to Omaboo doee not ask for an appointment with the Minister
(Nho may be on his way to Paris anyway). It is mainly a letter of in-
formation for facilitating contacts at the working level.

4. To each letter will be joined a set of attahments; only one
set is joined to this maw. The letters to DLawara and Dedie will be
written in French, as well as the set of attachments. (A French trans-
lation of the letter to Diawara is attached).

Wareuaipmh
Attachments (6)
cc: Mrs. I. Adelman



Mr. J. H. Collier April 23, 1969

L. N. Goreux

Mrs. Adelmans 'visit to ECA and Kea

1. As agreed, I have prepared th e&Artft,1*srs:C On*Qto
Oardner, one to the Nairobi office and one to the government of Kenya.
After consultation with D)mth's office, it was agreed that all three
letters will be signed by your Department, with oopy to Deumth.

2. I believe that it is desirable to send a letter to a
Minister in Kenya, but you should decide which one. If you feel that
it is preferable, Mrs. Adelman could see the Minister, together with
Bruce, so as to avoid any misunderstandings. This may be specified in
the letter, if you wish.

3. As soon as you have corrected the drafts, nV secretary will
pick them up, retype them and hand them to you for signature.

LMDoreu: vak
I Attachumats: (3)

cc: Mrs. I. Adelman



April 25, 1969

Dr. Irma Adelman
805 Central Street
Evanston, Ill.

Dear Dr. Adelmant

Re: Research Project No. II
Dualism and Development

Pursuant to this project, Mr. Goreux has asked me to look into
possible sources of information pertaining to Ivory Coast, and in
connection with it I studied your articles of May and December 1968
with great interest, albeit with a good number of question marks.
With respect to the indicators used in these papers, I have, inasmuch
as Ivory Coast is concerned, attempted to assemble possible sources
of information, though with only limited success.

It seems to me however that the extent of dualism and intermediate
mix, in agriculture and in industry, are fairly well depicted in Samir
Amin's book entitled Le Developpement du Capitalisme en Cote d'Ivoire,
published in 1967, a review of which appeared in the AER December 1966
issue (photocopy appended herewith). The book includes a fairly compre-
hensive bibliography on Ivory Coast's social structures and customs,
legislation, fiscal system, household budgets, land tenure patterns
(problemes fonciers) and land ownership surveys. A photocopy of this
bibliography is also appended to this letter for your convenience. I
should indicate that it does not go beyond 1966 and that it overlaps
for the years prior to 1964 with a more complete bibliography published
in 1964 by the OECD Development Center in Paris from which I have only
extracted and appended here a copy of Annex h which gives a comprehen-
sive list of French organizations, agencies and institutes operating or
having operated in the past in Ivory Coast.

In addition, it occurs to me that you may find useful data on the
breaking down of government expenditures in several African countries
in the Bank Economics Department Working Paper No. 21, which I am also
forwarding to you. Unfortunately, due to my lack of personal exposure
to Ivory Coast and to the short time available before your trip, it has
been difficult to assemble more information. I am hopeful nevertheless
that a glance at this few documents may somehow assist in your queries,
and I am confident that you will get ample guidance during your stop-
over in Paris.



Dr. Iriu Adelman -2- April 25, 1969

Let me only add that in Abidjan, you might usefully contact the
Chambre d'agriculture et d'industre. The". chabers were fairly active
in former years and may still be. It would not be a surprise to as if
the Abidjan chamber was able to give you access to interesting unpublished
archives on agriculture, both traditional and modern.

I wish you a pleasant trip and experienoe and I will be looking
forward to seeing you upon your next visit with us at the Bank.

Kind regards,

Yours sincerely,

Bernard Oury
loonomist

Enolosures (4)
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Mr. J. RmWr, Mr. D. Jettries April 23, 1969

Lou . . Gor.ix

Viit of R. i~ssak and T. Yetor5.s
to !L-~ A 0 0, .

Within the fram of the contrcts made, Mr. R. Liesak will
oome to Washington en May 1 and 2 an Mr. Vietorias an May 1 Only.
During this time they vill consult with Messrs. fahs (17C), Sheehan
(Power Div.) K&masff (Boo) and other members of their staffs.

ost Mr. Friodwn



April 23, 1969

Mrs. Inm 0. Adeazmm
805 Ce4tral street
Evanston, li. 60201

Dear Irmas

You will find attaohed oopies of a first set of letters I
have sent under v sipature, as well as the copies of my mme to
Collier and (haufournier for the other two sets.

Sincerely yours,

Louis M. Ooreux

Attachments: (7)

MaI rmxvvak



April 23, 1969

Mr. Henry Ergas
Director
Joint IBRD/FAO Program
FAO
Via delle Term. di Caraealla
Rome, Italy

Dear Henrys

You probably know of Irma Adelman who will stop over in Roam
on her way to Africa to conduct preliminary investigation on
Research Project No. II. I am sure that you could provide her with
very useful information and I believe that you will enjoy talking
with her.

Therefore, I am sending you an attached copy of vW letter to
Wells with some background material.

Thanking you for your help and hoping to see you soon.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

-y LHoreu: vak
Attachments: (h)
*as Mrs. I. Ad40man
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April 21, 1969

Dear Viss Readas

This is to introdces to you Dr. Irm Adel=n, professor of
Sconomics at Northwestanm UniversIty. In addition to her avadsmic
position, Dr. Adelman is also a consultant with the dasic Research
Center of the World 3ank. In aownection with her activities in this
latter position, Dr. Aolwan is presently undertaking a prelidnary
investigation in regard to Research Project No. 11, an outline of
which is onolseed.

As part of her Investigation Dr. Adelman viU3 be in London
on Theraday, fty 1 thuzm* Sunday, hIb 1, 3969, during which tins
she will contact you. Any assistance which you vy be able to
rener her wluld be poesti3 aprecated. Ibny th&Wn in advance.

Sincerely yours,

1,0018 M. ars=L
Sasie Research Center

ftclosures (3)

Mse Nora Reade
IJ6Or 0e CI

IMo= ipab
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Table 2: Non-professional Positions
Fiscal Year 1970

t A a B
Comaitments : Positions Occupied

Secretaries 6 : 4.2

Research Assistants 5 3.5

Table 3: Others

The budget should include provisions for contracts, when pieces
of research can be conducted more efficiently outside than inside the
Bank. It is proposed to set aside a $50,000 provision for the FY 1970.
It should also include adequate provisions for travel and overtime.
It is visualised that one full tim programmer will be needed from No-
vember 1969 and two from the Spring of 1970.



ANNEX: The Research Projects

In the note of December 13 outlining the program of the Center,
three main approaches were described. The budget proposal consists of
undertaking a research project for each of these three approaches. An
outline is attached for the first two research projects which have been
discussed with the Divisions concerned in the Bank.

For the first research project, the main consultants with whom
contracts have been signed are:

A. Manne, Prof. - Stanford University
T. Vietorisz, Prof. - New School of Economics, N.Y.
C. Frank, Assoc. Prof. - Princeton
L. Westfall, Assist. Prof. - Princeton

Fr the second research project, two main consultants have been
selected at this stage:

I. Adelman, Prof. - North Western University
B. Thorbecke, Prof. - Iowa University

The first two research projects are devoted to ihe problem of
optimization within a country. This may be reached by using suboptimization
models relating to a small sector of the economy and analyzing the inter-
actions with the rest of the economy through multi-stage models. The thied
research project could be devoted to the analysis of interactions between
countries through the international flow of goods and capital. It could
investigate under which conditions the difference between suboptimization
for individual countries and optimization for groups of countries may have
implications for the policy of an International Development Agency.

No long-term contract could be signed due to the budget constraint.
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REEARCIH PROJE'CT ,O1 1I

Dualism and DevalopmAent

1 The -oroblem

In a mumber of countries at an early stage of development,

there is a strong dualism between modern and traditional sectors. In

some countries, the groath of CaP was accompanied by an accentuation of

the dualism of the economy resulting in larger income disparities, trans-

formation of disguised i o open unemploymnt, and actual or potential

social and political unrest. In othr countries, the growth of GD?

was more evenly spread over the population and the economy became more

closely integrated.

The pattern of develop.ient is largely dependent on exogenous

factors such as the country's natural endotgiient, the state of world

markets and the inflow of foreign capital. Nevertheless, this pattern

may be substantially influenced by natiolal policies such as the alloca-

tion of resources between the modern and the traditional sectors and

the price, monetary and trade policies. The object of the study is to

assess the impact of alternative strategies on the growth of the

country and on the dualism of the economy (e.g. on the size of the pie

and on its distribution). The study should investigate the nature of

the trade-off, if any, between growth and dualism both in a short term

and in a long term perspective. This could be illustrated by sirmulating



three different ways of allocating additional resources. The first

could consist of allocating the additional resources exclusively to the

modern sector; the second in spreading these rcsources thinly within

the traditional sector; the third in concentrating them on some spear-

head zones with a view to transforming parts of the traditional sector.

2. The pogach

The analysis will be based on case studies in two or three

countries using simultaneously economy-wi de and micro approaches.

2.1 Economy-wide anproacb

This approach would consist of analyzing historical develon-

ments and setting a projection frame from which the iimp)act of alternative

strategies could be assessed.

The histoyicel annroach should shed some light on questions of

the following type: - What was the actual transfer of resources from the

rural to the urban sectors, or vice versa, taking into account fiscal

policies, export taxes, distribution of public expenditures between

each sector, etc.? - Do the relative per caput income levels used in

the economic account provide an unbiased indicator of the relative

welfare among the rural-traditional, rural-commercial and urban population?

- How closely are these relative income levels associated with migrations?

- Do economic aggregates, such as GDP, provide a satisfactory indicator

of growth? - What was the return on public investments in the rural-

traditional, rural-commercial and modern sectors? - What was the trade-off

between growth and dualism (e.g. between the size of the pie and the
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evenness of its distribution),between gro;th and unemploynent ?

The projection framo might be presented in the form of a

model disaggregated in a limited number of sectors and subsectors re-

flecting the dait patterns of production. Thus, agriculture might

be divided into three subsectors (e.g. traditional, export and commercial

for domestic consumption); industry (with two or three subsectors); and

services (with government as one subsector). It would be necessary to

devise ways of convertinL this sectorial breakdotm into a rural-urban

breakdown, possibly with a distinction between rural-traditional and

rural-commercial. Such a breakdown would be required for studying

income distribution, migrations and consumption patterns. This projection

frame should only be an elaboration of existing projection studies

based on investments under way and surveys of production possibilities.

Such a frame should serve in providing a likely pattern of growth and

identifying as variants from this likely projection alternative develop-

ment strategies which would differ by their relative impacts on the

dualism of the economy. The heart of the problem would consist of

assessing the impact of these alternative strategies. For such as assessment,

the most sensitive hypotheses could be identified; such hypotheses would be

tested from a micro-analysis based on survey data as outlined in the following

section.

2.2 Nicro a 2proach

This approach might concentrate on the analysis of behavioral

relationships in subsistence and in commercial agriculture. The data

would be derived from existing socioeconomic surveys supplemented



by ad hoc enquiries.

One method of nnalysis would consist of introducing

institutional factors or dummy variables or integer variables in the

regression analysis. Another method would consist of stratifying the

sample on the basis of institutional factors, for example, the extent

of the tribal authority; and testing the impact of such institutionol

factors on the behavioral relationships by covariance analysis.

A more powc - tool may consist of establishing an optimizing

programming model for given community. In such a model, the socio-

cultural influences could be taken as constraints, for example the

traditional division of labor between age and sex. The optimization

could consist in mnimizing risk subject to an income constraint or,

alternatively, in iaximirzing profit subject to a risk constraint. The

activities would b expressed in terms of specific crops grown under

given technologies. The model would be used to investigate the impact

of releasing particular constraints or sets of constraints, as well as

the introduction of new activities. In cases of lumpy investments,

such as the establishment of an agricultural processing complex

in a given conrunity, integer prograrming might have to be used.

The micro-analysis would differ from an anthropological

study aiming only at describing the behavior of a particular community.



The selection of tbhe case studies should be made in such a way as to

allow some degree of gencralizaticn since the objective is to throw some light

on the validity of the hypotheses underlJying an assessment of the relative

merits of the alternative developaent strategies referred to in

the p-reious section.

The micro-analysis will const- itute the more expensive

and more time-consuming part of the study, Powever, this analysis,

if successful, will contribute to increasing our knowledge of

the basic factors of development.

3. Selec-ion of ' Countr-ies

The basic considerations dictating the choice of countries

are: a) sharply defined dualistic structures which could be handled

within a small number of sectors and existence of a problem as to

alternative development strategies; b) availability of information

at the sectoral and micro levels; c)cooperation and receptivity of

relevant agencies in the selected countries, in particular as

regards the analysis of survey data; and d)interest of the Bank

in the countries concerned.

It is proposed to start by a preliminary investigation

of six or eight countries, among which only two or three might be

selected for the research project. Some very preliminary notes

are attached regarding Peru and Gaatemala. It is proposed that

Professor Adelman proceed to a field investigation during the

month of N-ay 1969 covering, possibly, the Ivory Coast, Cameroon,



Kenya and Zambia. She would concentrate her attention on the

avilability of survey data for the micro studies and on the possibility

of cooperation with the relevant agencies concerning the analysis

of the data already collected and the possibility of collecting

additional data. An outline of the research project would be

prepared in June 1969. This outline should focus on the specific

problems to be investigated in the selected countries.



GUATEMALA

Erik Thorbecke

The Highlands of Guatemala represent the traditional agricultural

subsector. Per capita output in eight Highlands departments making out

the traditional subsector declined from 90 dollars in 1950 to 52 dollars

in 1966 according to official national income statistics. This phenomenon

took place even though some migration occurred. The share of population in

the above subsistence sector to total population fell from about 40 per cent

to 38 per cent over the same time period. The proportion of unemployed (both

overt and disguised) has grown considerably both nationally and within

traditional agriculture. The income distribution - as is implied by the

fall in per capita output in the subsistence sector - has become much more

unequal.

The overall growth rate of gross domestic product (GDP) amounted to

about 4.3 per cent annually over the period 1950-1966 - i.e., slightly more

than one per cent per capita. Prices remained almost completely stable and

balance of payments equilibrium was maintained because of the growth of ag-

ricultural exports (mainly coffee and cotton) and a sizable net inflow of

foreign investment. Thus Guatemala can be described as a typical dual econ-

omy whose performance in the post WW II period can be characterized as economic

stability (internal and external) without growth nor development.

The capacity of commercial agriculture (mainly export-oriented) or the

industrial sector to provide the stimulus to growth and employment-creation

is very limited. Export prospects are fairly bleak with demand limitations

prevailing for coffee and cotton. On the other hand, there is some evidence

that the supply response to simple technological improvements (e.g., fertilizer

application) may be high in the subsistence sector - particularly for corn.

The basic hypothesis to be tested empirically would therefore be whether

the economic development of Guatemala (or one exhibiting similar characteristics)

could not be furthered by increasing the share of resources both public and

private going to traditional agriculture. Given the limited prospects faced

by agricultural exports and the market constraints - both internal and within

the Central American Common Market - for industrial growth, it would appear

that a strategy of concentrating more on traditional agriculture would be con-
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sistent with furthering economic development. It is clear that economic

development is a multidimensional process consisting not oniy in an increase in the

rate of growth of GDP (aggregate and per capita) but also of a more equal

income distribution (personal and regional), employment creation, relative

price stability and balance of payments equilibrium. Some of these ob-

jectives are mutually complementary and some are mutually conflicting. Thus,

in the light of limited exports demand prospects, concentration on the tra-

ditional agricultural subsector may not lead to more than a small loss in

output (as compared to applying resources to the commercial and industrial

sectors), while improving the income distribution, employment creation and

social and nutritional goals. A framework would be devised to test the

above proposition empirically at both the micro and economy-wide levels.

A thorough examination of data conducted over a six months period in-

dicates that the above project is feasible. National income accounts are

available at current and constant prices from 1950 on by aggregates, by sectors

and by departments. Agencies of the Ministry of Agriculture have gathered data

on output by crops and by departments which permit the yield effect to be sep-

arated from the acreage effect. Two agricultural census are available (1950

and 1964). Likewise detailed information on population size, distribution by

age group and by department and on labor force by sector and by department are

available as a result of the 1950 and 1964 population census.

Experimental data are also available on the impact of improved technologies

(e.g., fertilizer application on corn) in the subsistence sector. A number of

surveys dealing with labor migration, behavior of campesinos and other economic

and socio-cultural phenomena has been completed. Additional surveys could be

generated on a selective basis t6 answer specific questions.



PERU

Erik Thorbecke

Many of the conditions depicted with respect to Guatemala above are

also found in Peru. Peru is another prototype of a dual economy. However,

the nature of dualism is more complicated than is Guatemala. There are three

natural regions; the Coast, the Sierra and the Selva. The Coast embraces

commercial agriculture (cotton, sugar) as well as the modern industrial sector

around Lima-Callao. The Sierra includes the large traditional sector (about

5 million Indians out of a total population of about 11 million) producing

mainly for domestic consumption and a few mining enclaves which have very limited

backward linkages. The Selva, finally, is the jungle region which is still al-

most completely undeveloped and unpopulated.

The performance of the economy' since 1950 reveals a relatively high rate

of growth of GDP, a strong balance of payments situation until 1965, a consid-

erable worsening in the income distribution (particularly as between the Sierra

and the Coast), increasing unemployment and a relatively stable price level

until about 1967 (8.5 per cent growth annually over 1950-1966). Peru's per-

formance could be characterized as growth without development. The export sector

was clearly the dynamic, leading sector. Growth was export-led as some of the

empirical work (including my own) has shown. Private investment responded to

export earnings and the terms-of-trade and aggregate output was, thus, causally

related to export performance. As long as exports prospered, overall income

would grow, resulting however, in very limited backward linkages (fishmeal is

the only export commodity to have had more than marginal linkages). The income

distribution between the Coast and the Sierra became more unequal, the

unemployment problem more serious in the light of the high rate of populaton

growth and the capital-intensive technology prevailing in the export sector

and the demestic industrial sector.

From approximately 1967 on export prospects worsened as a result of demand

limitations for cotton and sugar, and supply limitations for fishmeal and mining

products. As in the case of Guatemala it is conceivable that the output trade-

off of allocating more resources in traditional agriculture in the Sierra might

be small compared to allocating these resources to the Coast. On the other hand,



-2-

such a strategy would improve income distribution and employment creation

and further economic development. A framework would be devised at both the

micro and economy-wide levels to test empirically the wisdom of the above

strategy.

The data situation is reasonably good. The Central Bank has spent much

time and resources improving the quality of its national income accounts. The

Ministry of Agriculture under the impetus of the Iowa State University Mission

has helped gather detailed production and consumption data by crops and by regions.

lowa State University has had a team of macro and agricultural economists in Peru

ever since 1962. A large number of studies have been undertaken by this team and

a fairly thorough knowledge of the structure of the economy (and of the subsistence

sector) has been gained. My own personal evaluation based on a seven year involve-

ment in Peru is that the above hypothesis could indeed be empirically tested in

Peru.



GUATEMALA

Erik Thorbecke

The Highlands of Guatemala represent the traditional agricultural

subsector. Per capita output in eight Highlands departments making out

the traditional subsector declined from 90 dollars in 1950 to 52 dollars

in 1966 according to official national income statistics. This phenomenon

took place even though some migration occurred. The share of population in

the above subsistence sector to total population fell from about 40 per cent

to 38 per cent over the same time period. The proportion of unemployed (both

overt and disguised) has grown considerably both nationally and within

traditional agriculture. The income distribution - as is implied by the'

fall in per capita output in the subsistence sector - has become much more

unequal.

The overall growth rate of gross domestic product (GDP) amounted to

about 4.3 per cent annually over the period 1950-1966 - i.e., slightly more

than one per cent per capita. Prices remained almost completely stable and

balance of payments equilibrium was maintained because of the growth of ag-

ricultural exports (mainly coffee and cotton) and a sizable net inflow of

foreign investment. Thus Guatemala can be described as a typical dual econ-

omy whose performance in the post WW II period can be characterized as economic

stability (internal and external) without growth nor development.

The capacity of commercial agriculture (mainly export-oriented) or the

industrial sector to provide the stimulus to growth and employment-creation

is very limited. Export prospects are fairly bleak with demand limitations

prevailing for coffee and cotton. On the other hand, there is some evidence

that the supply response to simple technological improvements (e.g., fertilizer

application) may be high in the subsistence sector - particularly for corn.

The basic hypothesis to be tested empirically would therefore be whether

the economic development of Guatemala (or one exhibiting similar characteristics)

could not be furthered by increasing the share of resources both public and

private going to traditional agriculture. Given the limited prospects faced

by agricultural exports and the market constraints - both internal and within

the Central American Common Market - for industrial growth, it would appear

that a strategy of concentrating more on traditional agriculture would be con-
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sistent with furthering economic development. It is clear that economic

development is a multidimensional process consisting not onLy in an increase in t2'.e

rate of growth of GDP (aggregate and per capita) but also of a more equal

income distribution (personal and regional), employment creation, relative

price stability and balance of payments equilibrium. Some of these ob-

jectives are mutually complementary and some are mutually conflicting. Thus,

in the light of limited exports demand prospects, concentration on the tra-

ditional agricultural subsector may not lead to more than a small loss in

output (as compared to applying resources to the commercial and industrial

sectors), while improving the income distribution, employment creation and

social and nutritional goals. A framework would be devised to test the

above proposition empirically at both the micro and economy-wide levels.,

A thorough examination of data conducted over a six months period in-

dicates that the above project is feasible. National income accounts are

available at current and constant prices from 1950 on by aggregates, by sectors

and by departments. Agencies of the Ministry of Agriculture have gathered data

on output by crops and by departments which permit the yield effect to be sep-

arated from the acreage effect. Two agricultural census are available (1950

and 1964). Likewise detailed information on population size, distribution by

age group and by department and on labor force by sector and by department are

available as a result of the 1950 and 1964 population census.

Experimental data are also available on the impact of improved technologies

(e.g., fertilizer application on corn) in the subsistence sector. A number of

surveys dealing with labor migration, behavior of campesinos and other economic

and socio-cultural phenomena has been completed. Additional surveys could be

generated on a selective basis t6 answer specific questions.



PERU

Erik Thorbecke

Many of the conditions depicted with respect to Guatemala above are

also found in Peru. Peru is another prototype of a dual economy. However,

the nature of dualism is more complicated than is Guatemala. There are three

natural regions; the Coast, the Sierra and the Selva. The Coast embraces

commercial agriculture (cotton, sugar) as well as the modern industrial sector

around Lima-Callao. The Sierra includes the large traditional sector (about

5 million Indians out of a total population of about 11 million) producing

mainly for domestic consumption and a few mining enclaves which have very limited

backward linkages. The Selva, finally, is the jungle region which is still al-

most completely undeveloped and unpopulated.

The performance of the economy since 1950 reveals a relatively high rate

of growth of GDP, a strong balance of payments situation until 1965, a consid-

erable worsening in the income distribution (particularly as between the Sierra

and the Coast), increasing unemployment and a relatively stable price level

until about 1967 (8.5 per cent growth annually over 1950-1966). Peru's per-

formance could be characterized as growth without development. The export sector

was clearly the dynamic, leading sector. Growth was export-led as some of the

empirical work (including my own) has shown. Private investment responded to

export earnings and the terms-of-trade and aggregate output was, thus, causally

related to export performance. As long as exports prospered, overall income

would grow, resulting however, in very limited backward linkages (fishmeal is

the only export commodity to have had more than marginal linkages). The income

distribution between the Coast and the Sierra became more unequal, the

unemployment problem more serious in the light of the high rate of populaton

growth and the capital-intensive technology prevailing in the export sector

and the demestic industrial sector.

From approximately 1967 on export prospects worsened as a result of demand

limitations for cotton and sugar, and supply limitations for fishmeal and mining

products. As in the case of Guatemala it is conceivable that the output trade-

off of allocating more resources in traditional agriculture in the Sierra might

be small compared to allocating these resources to the Coast. On the other hand,
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such a strategy would improve income distribution and employment creation

and further economic development. A framework would be devised at both the

micro and economy-wide levels to test empirically the wisdom of the above

strategy.

The data situation is reasonably good. The Central Bank has spent much

time and resources improving the quality of its national income accounts. The

Ministry of Agriculture under the impetus of the Iowa State University Mission

has helped gather detailed production and consumption data by crops and by regions.

Iowa State University has had a team of macro and agricultural economists in Peru

ever since 1962. A large number of studies have been undertaken by this team and

a fairly thorough knowledge of the structure of the economy (and of the subsistence

sector) has been gained. My own personal evaluation based on a seven year involve-

ment in Peru is that the above hypothesis could indeed be empirically tested in

Peru.



Mr. D. W. Jeffries April 3, 1969

L. K. Goreux

Contract with 0. Ranis during the Fiscal Year 1968-69

1. Up to 8 working days and up to 3 trips, Yale-Washington-Tale.
First visit scheduled an April 11, 1969. No cosidtment for the 1969-70
fiscal year.

2. Discussions regarding research cooperation between the Bank
and the Yale Growth Center were initiated between Messrs. Friedman and
Vanis in Septeaber 1968. It was agreed that from the Bank's point of
view, the best way weuld be initially to hire 0. Ranis as a consul-
tant to investigate research problens in which the Yale Center had
acquired particular expertise.

Labor nmlmet and investment policies is the topic prEposed
for inves tgaon.

3. Population control has now been introduced as one feature
of the Bank's a policy. However, the impact of such a policy on the
size of the labor force will not begin to be felt before at least
15 years. The population explosion of the last 1$ years will be
refleoted by an explosion of the labor force during the next fifteen
years, and its social impact aggravated in cases of rapid urbanisation.
It is therefore visualized that the problem of unemployment will
become of increasing concern in the '70., thus raising problems
regarding the optimum nature of the Bank's investment policies. Due
to the length of the gestation period of basic research, it may be
wise to start research today on problems which may become critical
in five years from now.

0. Ranis, Professor in Yale Universitr, and Director of the
Eonemic Growth Center, replaced H. Chenery for two years in the U.S.
AID. He is a member of the Advisory Committee on J*npower Problems
in the WO in the COM Research Center. His persontl history form
is in the Personnel files.

LMGoreux:pmh

cc: Mr. I.S. Friedman
Mr. J. Adler



March 28, 1969

Mr. 3ao Frire, Oief
Agealtural lEonomics Unit
Departaent of ZEonomic Affairs
Pan American Union
Washington 6, P. 0.

bear Mr. rreires

This is to ackaowledge receipt of your letter of March 24,
and to thank you for mailiAg me another copy of Mr. Rowe's study
on crop insurance in Latin America.

The article on the subjoct, of whieh I sent you a draft an a
personal basisis scheduled to appear in the June issue of the
Bank-Yund review and if there is any follor up, I will not fail to
contact you.

I thank you very mah in advance for your cooperation and for
mkng your files available to us when tine cones.

Beat regards.

Sincerely yours,

Bernard Oury
Basic Research Center

oft rys '
e Messre. ftledwa

Kamarok
Wainer
Rvans
Waphans
Takahashi

(All t*rev& and eleared with Mr. Goe= )



Numb 26, I69

Pretfs"r Alan s. 'MM I
Dpartmmt or OpUstamn *ssw*

Stamford, Caufaesa 9M0

Dear Alaks

Pr. ks., n his tm to t m4 us that
he wuld be glad SX ya gam"A Join th esom for four dm,,
as inSSt@ In wr MW.i.41n8a to wbwr, a Omat of Aidch JA
attached. Wb. too wwAd pamef if ym **UA cam frm
April 22 to Aprln 26. W *, Wck Cau r %#3 ha had
tbw to stai4 the Inp- st mtrix AA W. fae. wIAld

Utim to disoms Atb 7ms.

orw sS msrmfAImo , ym shm .11d Pab. bin. at
ALamit Wtool. For r air Utket, we Ail ess4 ou an o P

tieot for a Sam ft Ism 0 round trIp.

Ga4 luak.

Youis 14. Gor*=

AttaeSta

WO~eremtspit
ccI Pr. I. FrSiodma

Mr. N. Wolmr
Mr. M. bes
Mr. D. Jeffries



March 25, 1969

Dr. A. M. Huq
Operations Research and Economics Division
Research Triangle Institute
Post Office Box 490
Du n North Carolina

Dear Dr. Huqt

While sorting some papers lately, I came across a coW of the
RTI proposal for research on "A Research Project to Determine the
Relationship of Agricultural Development to Total Economic Growth*,
about which we have been in touch in the Spring of 1966.

Time has gone by since, but it just occurred to me that the
subject is of some relevance to our work here at the Bank. Hence, I
am writing today to inquire of what has happened to the project and
to ask if you have any related papers that you could mail to me.

I thank you very much in advance.

Yours sincerely,

Bernard Oury
Basic Research Center

*a: Mr. Oareux



Mr. Joohmn raske murch 20, 1969

Louis Clrec L/

Poasibili y of La Weg!phM Is visit to Taiwan

1. When Westphal was in Washington for our Reseroh Project No. I,
he visited on FYbruary 20 Mr. Shu Chas Young. I understood from Westphal
that Ohm asked him whetMer he would evmntually be free to go from Korea
to Taiwan for about a we*. Mr. Young is now in rhinea and will be back
in about a month. The object of the mission would be to discuss whether
the mthodology used by Westphal in Korea could be applied in Taiman, nw
facing a similar problem, i.e. te establishumnt of a potrochemcal complex.

2. If you decide that Westphal's visit to Talwan would be useful
from your point of view, such a visit is perfectly all right on my side.
We are nom arranging for a contract with Westphal, not including a visit
to Korea. If such a visit is later damed necessary by you, a nur contract
will have to be made for this purpose and the cost would, I assum, be
covered by your Division.

UGmwNVS k
ca Mr. Jeffries



Mr. Donald W. Jeffries V1ra| 20, 1969

LAuis W. Owwao

w.cj. Btwl*

As previ r a vltb lr. G* , llW. os.sink swibud be
d indwesd fbr oxpuises Inacurrd during a tu-day trip fram Rbstan
to Washingtom. The ammuat is indicated in the letter attached.

At+tacn1111

LNGorei= pnbi



1 20 ware 1969

Monsieur Jacques DAl90
Research Director
Center for Operations Pasearch &
loonamtrics

Universite Catholique de Louvain
Reverle., Pelgia6

Cher Jacquest

Je m'excuse de no pas t'avoir repondu plus tot. J'ai
comtatoi en recevant mne l.ttr. de Duprias que tu avais
repeidu la bonn. parole puisque hprias mn suwre lee raw
do ML Br*gMtser et Briffaux. Js vaudrais te demander
ton opinion sur oeo deux candidate.

Pour te donner wie ide. do c quo nous faiscas, Jo t'envoie
une note sur I* pdeierw projet quo nous avowa cmsmnco. Le
second s rapporte a des pays a vn nivoau do devwloppemsnt
tree idAmsntaire, type pays africain au sad du Sahara.
I. Adelman et B. Thorbecke participent a ce projet dec 06
do l'atlantique.

J'espere me rendre en MRope d'ici un wois ou deux.

A bientot j'apere.

Louis M. Oorux

LMGoreux:pmh



Mr. Doa.1d W. J*ffri*s Marw ch8, 1969

Lis X. Goroux t

pacsultants - Mrch 2 l,49. 18e1gAw PoIet IgZ

Prof.s"" N. T8wabeoas ai I. Adlmen will, be comnag
to Washington ftr five witdng days (Teesday thou atu'day) to
write an catine of Research Prect 16.1 referred to in putagtaph 8
of the attached draft u.mo.

2. Thrbohe's file Is already with ftroeal, its. Adebsn's
file is attached. U view of her well-knm qualifioations, I do
not fool that it is necessary to ask fbs rferwuos.

3. Mr. S. Smngh, iA. has accepted our offer for peamnmst
p, will also be comng to this meeting.

.be wok will start an Tesday m*miug, Mumb 25 and
my and on Saturday eveanig, Yroh 29. Noover, if m rapid
progrees is made, it ould be cempleted an Friday evening,

Nmba 28.

Attamnmts

JR*W F.9.Friesn



Mr. Iewqy L. Vganr )kwuk 18, 1969

Leda X. 0.rsw a (

POSILM t fMIIIe visit to MOSLOO dadsn
%be BAK a I!SeIOR

1. Bakpomwd W tinteam am this revearh ps',Jot is givem
In the attasad d.manstes

a. Outline at the pnejst
b. Not a* a ass daatl oammoltto ta Xeoses
a. Pregra at the Camtor

2. ?he Ylex stW was bwitly diseoaed with Mr. rse on
Fu',au7 17, with 0r. alsem so Fbruoay 19 (or 18), aA with yoursvlf
on urIary 20. As you roall, it was felt Uat it A. Manse wre to

go to Mavido for a fm do" durIg t time ot the Bank's *soin, it
m4aht ea two pwurpees. FIrst, it would hip In claring possible
misadwstanding in e uida at Nadaam offitalal as to fte rslatim
betwom yoar mjor sm* and asr as. stUdy. Seamd, it wmuld asure
a gVester pi1 t eV betSe the We vtodis.

3. A. Mane told me at, fra his side, the Stret beet t4*ing
would be to arrive I lodSe am tmee sriag of April 15, and to leave
ms th 19th 20th, and the sesad best wauld be ass week latar, frea
April 22 to 26th or 27th. I wuld be gratefal to ressv. your rsotma
to this propoas.

AttasUebats
Ue"Womvek

sas Mears. I. Prieda
M. Use
.iuleam

D. Jeffres
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Program of the Center

I. The broad characteristics

1. The difference between the research conducted in the Center and

the research conducted in other Bank units is reflected by-(a) the

emphasis placed on the development of new methodology; (b) the length

of the gestation period (three years may elapse between the conception

of the project and the publication of the findings); (c) the mix between

the contribution of the permanent staff of the Center and that of con-

sultants attached to universities and outside research centers.

2. The emphasis placed initially on consultants is due to the

following considerations: (a) at this stage, this is the only way to

insure the participation of the top-level economists needed to establish

the position of the Center; (b) it is a way of building a bridge between

research conducted in the Bank and in universities; (c) it is a way for

the Bank to reduce the risk attached to the pursuit of a new type of

activity.

3. Since the Center is neither a servicing nor an operational unit,

the program has to be isualized in the form of specific research

projects which are briefly outlined below.

II. The research projects

4. In the description of the Center dated December 13, a distinction

was made between three approaches. For each approach a research project

is being initiated.

5. First approach: Relation between the project and the country's
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1/
approach. A description of the research project is given in Annex It

is proplosed to complete the project by December 1970 and to publish the

findings in the form of a book in 1971. The first part will discuss

the methodological problems and summarize the findings. The second part

will present four case studies relating to Mexico, West Pakistan, South

Korea and East Africa. The chapters will be presented in the form of

signed contributions. Particular findings will be presented in the

form of short articles in professional journals.

6. The work will be conducted partly in Washington by permanent

members of the Center, partly by the consultants in their respective

universities, and partly in the countries concerned. To insure adequate

coordination between the various case studies, a two-week working session

with all consultants will be held in Washington twice a year. The next

session will be held from June 16 to June 27, 1969.

7. Second anproach: Comparative study of the impact of national

2/
policies on growth in selected countries-. Two research projects will

be conducted.

8. The first will deal with about six countries at an early stage

of development. The main objective would be to develop a growth model

adapted to the socioeconomic conditions of countries characterized by

strong dualities between the traditional and the modern parts of the

economy. It will be attemoted to introduce explicitly institutional

and political factors in the growth model.

1/ Basic Research Center, para. 3, December 13, 1968
2/ Basic Research Center, para. h, December 13, 1966



-3-

9. The second research project dealing with developing countries

having reached an advanced stage of industrialization will be conducted

in collaboration with the industrialization division.

1/
10. Third approach Analysis of international policies in the

field of trade and investments. While in the previous cases emphasis

was placed on the analysis of interactions within the economy of a

country, in this case the emphasis is on the analysis of interactions

between countries through the international flow of goods and caital.

Some of the research initiated for the Commodity Study under the Rio

Resolution will provide a starting point. The research work will deal

with the problem of optimization seen from the point of view of groups

of countries and with the techniques for optimizing.

1/ Basic Research Center, para. 5, December 13, 1968
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PELIMIipARY _ROGRAM FOR TH1JE PROJECOT

(BIR - IMP - B de M-- CFE)

We propose to do a nroject on the methology based in the draft

of Manne-Vietorisz (February 21, 1969), concentrating on the efforts of

the interaction of the Electric Energy Sector and utilizing the input-

output models of the Bank of Mexico for analysing the production of

electric equipment in Mexico.

This project will include a group of at least three investigators

(name by the Bank of Mexico, the Petroleum Institute of Mexico and the

Federal Commission of Electricity) under the direction of Alan Manne and the

participation of a committee composed of Manne, Solis, del Castillo and

Eibenschutz.

The first step of this group will be to meet with an engineer from

the Petroleum Institute of Mexico, an econometrician from the Bank of

Mexico and an engineer from the Federal Commission of Electricity. This

group will not work full time, they will hold periodic meetings to define

according to Manne, the detailed program for this project and the preli-

minary methodology. If the need. arises there will be added to this group

a minimum of three investigators on a full time basis.

With the help of the planning group from the Petroleum Institute,

of Mexico, the Federal Commission of Electricity and the investigating

group from the Bank of Mexico, this group will utilize the existing models

or the developing ones of these institutions.

During the week starting the 10th of March there will be the

first meeting for this project.

March 4, 1969
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SECTOR AND PROJECTS STUDIES DIVISION
RESEARCH PROGRAM 1969-70

A. Ongoing Studies to be Completed during January - July 1969

Program Area Title of Study Brief Description Principal Staff

a. Evaluation of Ongoing Brief summary and evalua- Otten

Irrigation Projects tion of experience with 15 Reutlinger
irrigation projects con-
cerning costs and timing
of construction and impact
on return

2 a. Use of Computer Simu- Non-technical general brief- Reutlinger

lation for Project ing paper of features

Appraisal application of computer mo-
dels in project appraisal

L a. Risk Analysis of Trans- Description and evalua- Pouliquenl/

port Projects tion of application of
probability analysis

to port and highway
projects

b. Project Evaluation in Analysis of financial Lall 2/

Inflationary Conditions and allocation problems (Reutlinger)
caused by inflation

c. Criteria for determin- Definition and analysis Masse**

ing project benefits of various criteria
relating to national in-
come approach, consumer
and producer surpluses,
multiplier effects, and
indirect and secondary
benefits

d. Problems in Use of Discussion of conceptual Weckstein *

Shadow Prices for Pro- and measurement problems

ject Analysis relating to second-best
situations

e. Optimum Timing of Analysis of criteria for de Weille

Investments deciding when investments
should be undertaken

7 a. Agricultural Produc- A review of objectives and Seagraves *

tion and Supply approaches in research on (Reutlinger)

Response production and supply res-
ponse

Currently with Transportation Projects Department.

2/ Resigned from Bank.
*7/ Young Professional.

/ Consultant.
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Program Area Title of Study Brief Description Principal Staff

9 a. Analysis and simula- Construction, analysis Husain
tion of Livestock and documentation of com- (with Agriculture
Projects puter models for various Projects Dept.)

livestock projects (will
provide basis for subsequent
risk analysis, cf. B-2a
below)

14 a. Kenya Case Study in Case study on Kenya to test Thias
Educational Planning the feasibility of cost- Carnoy*

benefit analysis in education-
al planning

20 a. The Optimum Depth of Methodological study of Ray
Ports suitable criteria, includ-

ing collection and analysis
of available data

* Consultant.
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B. Ongoing Studies to Continue into 1969/70

Program Area Title of Study Brief Description Principal Staff

2 a. Risk Analysis of Live- Case study of application Husain
stock Projects of risk analysis to a live-

stock project (cf. A-9a
above)

17 a. Transport Planning . Inventory, analysis, de Weille,
Models Study adaptation and evalua- Miller, and others

tion of existing transport (interdepartmental)
models, especially the
so-called Harvard Trans-
port Model

19 a. Road Transport Regu- Discussion of objectives Oort *
lation in Developing and instruments of road (van der Tak)
Countries transport regulation

* Consultant.
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C. New Studies, to be Started During January-July 1969

Program Area Title of Study Brief Description Principal Staff

a. Reevaluation of exican Terms of reference to be Manning
Irrigation Projects prepared ?

b. Reevaluation of Feeder Terms of reference to be Israel
Road Projects in ?. prepared (cf. C-20a) ?

c. Reevaluation of Educa- Terms of reference to be Thias
tion Projects in prepared
Tunisia or Tanzania(?)

d. Organization of Systema- To provide cost and bene- ?
tic Project Data fit indicators for (i)
Reporting monitoring progress of

projects and (ii) limited
comparative analysis of
project aspects (cf. memo
van der Tak to Baum dated
December 24, 1968)

5 a. Agricultural Sector To provide analytical Egbert
Planning Models basis for identifying Ablasser ?

optimal sets of policijes Other ?
and investment decisions
in agricultural sectors;
initial stage to be
carried out in conjunction
with agricultural sector
study in Portugal; terms
of reference to be prepared

9 a. Grain Storage Projects To provide analytical frame- Reutlinger
work for economic evalua-
tion of storage projects;
terms of reference to be
prepared

b. Feeder Road Projects See C-20a below

18 a. Economics of Highway To provide guidelines de Weille
Design Standards for design standards and IMIT ?

timing or staging of road Road Research Lab.?
improvements, especially ?
for low-traffic roads, tak-
ing account of the inter-
relationship between design
characteristics, road main-
tenance costs, and actual
operating costs in varying
climatic and terrain condi-
tions (preliminary terms
of reference available, but
scope, manpower and phasing
of study to be determined)
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Program Area Title -of Siudy Brief Description Principal Staff

20 a. Feeder Road Projects To provide analytical Israel
framework and data base ?
for practicable method of
detennining economic bene-
fits of feeder roads
(terms of reference to be
prepared - cf. C-lb above)

b. Railline Closure To provide economic criteria Consultant
for deciding whether and (de Weille)
when existing rail lines
should be closed; terms of
reference to be prepared
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D. New Studies, to be Started Ddring 1969/70

Program Area Title of Study Brief Description Principal Staff

a.)
b.) Project Reevaluation ? ?

/c7) Studies

d. Ex-post Evaluation of Comparison of sample of ?
Power Demand Proj- power demand projections
ections in appraisal reports with

actual development of
demand for power

3 /a7 Public Utility Pricing ? ?

6 a. Irrigation Planning Review of available water Reutlinger
Models resources planning models, Husain

using systems simulation Manning (?)
and linear programming, and ?
their suitability for various
purposes and in different
circumstances; should con-
solidate methodological
experience gained in Bank
from past efforts and pro-
vide expertise for reviewing
and/or guiding future water
resources (river basin)
development studies; terms
of reference to be prepared

10-13 Education Studies Preliminary review of exist- ?
ing studies and research to
determine priority areas for
future work

Education Planning Comparative study of available ?
Models planning models and submodels

for education: initialfocus
on simple and partial models,
e.g., simulation of pupil flows,
optimum location and size of
schools, projections of finan-
cial requirements; cost-benefit
analysis, etc.; terms of reference
to be prepared



Program Area Title -of Study Brief Description Principal Staff

15 a. Financing of Education Study of pros and cons of ?
fee/grant/scholarship sys -
tems and its impact on
demand for education,
social mobility, government
budget, etc. Terms of
reference to be prepared

21 a. Power Planning Models Comparative study of Anderson
available planning models, ?
both simulation and L.P.
models, and their uses,
advantages, and disadvantages
for different purposes and
power systems. Terms of
reference to be prepared
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ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFIC ORANDUM
TO: Mr. Roger Ch nier DATE: February 26, 1969

FROM: John C. de Wilde .

SUBJECT: February 28 Meeting of the Economic Department Research Committee

I have looked over the proposed work program of the "Sector and
Projects Studies Division." In general this appears to me to be an excessively
ambitious program. I think it would be better to concentrate on carrying out
a few research projects on an adequate scale than to dissipate the available
research talent over so many projects, including a number which seem to me
to have little prospect of yielding meaningful conclusions in terms of the
Bank's work.

I am very much in favor of Project 1 entitled "Follow-up of
Projects." When I was head of Economic Staff I became convinced that some-
thing of this sort was necessary and that it should be undertaken on an
adequate scale. I think "intensive reappraisal studies of selected projects"
should not only yield some improvements in our techniques of project analysis
but should give us a much better idea than we have now of the impact which
Bank-financed projects have had on development in various countries. This
type of research will alone probably require even more staff than is now
envisaged.

Another research project that in my opinion should have high
priority is No. 4, "General Problems of Project Analysis and Investment
Criteria." So many problems fall under this heading that I think it is
somewhat unfortunate that the proposed research program envisages only the
employment of some ad hoc staff to analyze them. I think, for example, that
the whole problem of the employment of shadow prices in relation to rates of
return requires detailed analysis. I think there ought to be a general review
of the extent to which the Bank has employed shadow pricing in its project
analysis for the proper determination of opportuniTy costs of the various
factors of production. We ought to work out somie specIf'6 guidlines, for
example, for determining the opportunity costs of labor under various sets
of circumstances. I think this can only be done by examining specific
situations. If opportunity costs of production are properly reflected in
project analysis, I suppose we could adopt a standard minimummte of return
to which all projects in all LDC's should conform. There is another qustion,
however, what this minimum rate of return should be. Apart from the problems
listed under 4., I suggest some attention be paid to the feasibility of working
out guidelines for economists in determining appropriate sector allocations
of resources. It is also important to determine how taxes and subsidies
should be treated in project analysis and how this treatment ought to differ
from the standpoint of financial analysis ad economic analysis. Still
another question is the extent to which the cost of certain general govern-
ment services, such as agricultural extension services, should be included or
excluded from the costs of a project.



Mr. Roger Chaufournier - 2 - February 26, 1969

I have no views on the utility of many of the research projects,
included in the list. I am, however, skeptical of the usefulness of quite
a few of the model studies proposed. On this ground I am doubtful about
projects 5, 7, 8, and 9 in particular. I think it is very difficult to
develop general or model approaches to the problems alluded to in these
research projects. Certainly in our countries there are such wide variations
in conditions which make it necessary to devise an approach tailored to the
particular problems encountered.

I endorse Project 11 on Rural Education, but only provided one
starts by analyzing on the basis of certain case studies the experience with
such new approaches to rural education as have been tried. Here again, of
course, the approach to the problem of rural education must take into account
the special problems that emerge from the analysis of the rural sector in
each country.

I have one final comment on No. 16, "Economic Aspects of Health
Planning." Here also I doubt that "standard measures of the efficiency of
investments in health" can be readily devised. What I think is more important
is to identify particular cases where poor health conditions appear a
facie to affect production adversely. In my study "Experiences with Agri-
cutural Development in Tropical Africa" I mentioned the impressions that
I got from visits to various parts of Africa that there are areas where the
prevalence of particular diseases seriously affects the necessary supply of
labor at critical times of the agricultural season. We need, however, more
thorough analysis on the impact of poor health in such cases and of the
cost and benefits of remedial measures.

JCW:eob
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IBRD - BASIC RESEARCH CENTER

RESEARCH PROJECT NO. 1

Relation between the Project and the Country's Approaches

Preliminary Notes

The evolution of a common theme

Mexico

Korea

West Pakistan

East Africa

Multi-level planning approach
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The Evolution of a Common Theme

Alan S. Manne, Thomas Vietorisz and Larry E. Westphal

The proposed studies are designed around a common theme: the
interdependence of investment decisions - and the art of arriving at sen-
sible decisions without allowing for all conceivable secondary effects.

When the Government of Pakistan requests a loan of $895 million for
an Indus Basin Development Fund, it is eminently worthwhile to check for
the economic consequences with respect to cropping patterns, power gene-
ration, natural gas utilization, and a host of other factors. When a
Pakistani district official requests a sanction to drill a single tube-
well, it is an exercise in futility to ask whether he has considered all
possible interindustry implications over time and space. The more we
understand of interdependencies, the better we will recognize which of
these can give rise to first-order effects, and which are likely to be
negligible.

Some interactions are adequately handled through simple adjustments
in conventional project appraisal criteria. (Example: a shadow price
adjustment to the official foreign exchange rate.) In each of our case
studies, we will identify situations in which the simple adjustments are
adequate, and will establish criteria for deciding when more sophisti-
cated modes of analysis are required.

The following appear to be the major distinguishable forms of
interdependence which recur within the studies:

1. Indivisibilities, economies-of-scale, and learning

Within a given sector, these lead to marked interdependence with
respect to the size, location and time-phasing of individual
plants. Between sectors, indivisibilities give rise to "knap-
sack" effects. Protection to infant manufacturing industries is
typically defended on the grounds of learn-by-doing.

Examples: The model of South Korea illustrates not only time-
phasing, but also "knapsack" interdependence. That is, a
single petrochemical project can absorb such a large quantity
of resources that this cuts down the investment funds available
for other sectors of the Korean economy - icace in turn reduces
the domestic demand for petrochemicals. The electrical equip-
ment study in Mexico will allow for learning effects - as well
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as other forms of economies-of-scale.

2. Scale of demand

The scale of demand for a particular item may be ! ,,nked to
a macroeconomic indicator, or it may depend snecifically on
the product-mix.

Examples: For the analysis of polyethylene in Korea, it
appears essential to allow in detail for the demands of
specific downstream processing units. For the analysis of
electricity demand in Mexico, by contrast, it appears
sufficient to calculate the growth rate as 9 percent
through multiplying the GNP growth rate of 6 percent by
an income elasticity factor of 1.5 - provided that relative
prices continue to change at the same rate in the future
as in the past.

3. Relative prices of inputs and outputs

To the extent that there are limited natural resources
or limited domestic markets, the scarcity value of these
items will depend upon the particular mix of projects adopted.
(Note: This effect will be more significant in the case of
non-tradeables than for those items which can be imported or
exported at constant international prices.)

Examoles: Both in the case of Mexico and West Pakistan,
natural gas supplies are limited. Hence the marginal cost
of fossil fuel for power generation denends upon the mag-
nitude of petrochemical demands for feedstock.

.. Externalities and public goods

Piecemeal decision-making is likely to be unsatisfactory in
situations marked by externalities and public goods. Imagi-
native institutional devices may be needed here in order to
avoid second- or third-best solutions.

Within a geographic region, each project contributes to
the ability of that region to undertake future projects via:
new skills, additional savings, higher productiVities, and
technological adaptations.

Given all the possibilities for interdependence, how does one ever
arrive at a sensible decision on an individual project? Under what con-
ditions can spillover effects be neglected? How can decentralization of
information and decisions be achieved? Four research topics appear
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promising:

1. The principle of average cost pricing can be viewed as one
in which indivisibilities are treated as thougq they were,
in fact, continuous variables. Market or admiiistrative
average cost pricing is justified when the chaige introduced
by a lumpy decision is "relatively small", but not when it is
"relatively large". The dividing line between these two is
defined by a tradeoff between inefficiencies in resource
allocation as against the many advantages of decentralized
decisions.

When the error due to average-cost pricing becomes intolerably
large, the lumpy decision has to be evaluated on an either-or
(0-1) basis. In several of the models it is possible to
measure the errors introduced by treating variables as though
they were continuous. Our aim is to develop criteria identifying
those kinds and sizes of indivisibilities - e.g. fixed invest-
ment costs - that can be safely treated as continuous, and those
that cannot. For example. in averaging fixed costs for pricing
purposes, what degree of capacity utilization should be assumed?
Or, in pricing periodically slack capacities, how much of a
cyclical price fluctuation should be allowed? For practical
application, the apparent economic efficiency of rapidly changing
prices must be balanced against the difficulties of adapting to
short-run price fluctuations.

2. In the integer programming models for East Africa, South Korea,
and the electrical equipment sector of Mexico, one could
simulate the consequences of supposing that certain investment
decisions are closely linked (e.g. the investment allocations
to each project at a given point in time), and check for the
departure from optimality that arises from piecemeal decision-
making.

3. Sensitivity analysis for the individual case studies will
suggest which interfaces with other sectors are significant,
and which are not.

Example: The Mexican power study already suggests that the
fossil fuel price is crucial to the choice between nuclear
and fossil fuel generating units, but that plausible variations
in the discount rate do not affect this choice.

4. Input-output matrices are available for countries at many
different stages of development. These provide a general
equilibrium framework - albeit a crude one. From these



empirical matrices, it should be possible to calculate the
strength of interindustry linkages.

Example: One would expect strong backward linkages from
electricity to fossil fuel in most stages of development,
but from agriculture to fossil fuel only in highly mechanized
economies. The measurement of linkage strength - the "distance"
between industries - is a topic that has hitherto received
little attention from econometricians, and yet is crucial to
the issue of centralized versus decentralized decision-making.

Each of these four topics constitutes an area in which the Bank's
studies can make a major contribution to basic research in economics.
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Multi-level Planning Studies - Mexico

Alan S. Manne and Thomas Vietorisz

In the case of Mexico, it is proposed to make maximum use of three
series of studies - undertaken respectively at Banco de Mexico, Comision
Federal de Electricidad, and Instituto de Petroleo Mexicano.

The Banco de Mexico input-output studies provide the essential
macroeconomic background needed for sectoral and project planning. The
data base includes a 45-sector transactions matrix for the year 1960.

Within the electric power sector - in order to evaluate a nuclear
plant to be constructed during the middle 1970's - the CFE has recently
completed a series of investment planning studies. These analyses cover
the interdependencies between individual generating projects to be under-
taken in the Central-East-West systems over the planning horizon 1975-95.
Simulation and linear programming techniques have both been employed.

Crucial to the economic choice between nuclear and fossil plants
is the cost assigned to fossil fuel. This cost in turn depends upon the
investment plan adopted by the fossil fuel producing sector - principally
Pemex. Currently under way at the Instituto de Petroleo Mexicano is an
energy survey and a model for planning investments within Pemex over the
decade 1970-80. Hopefully, this energy survey will quantify the cross-
elasticity of demand between electricity and fossil fuels (e.g., the
tradeoffs between their use in the steel producing sector).

In Mexico during the 1970's there will be an unusual link between
the power industry and the electrical machinery industry - the process of
converting the Central System from 50 to 60 cycles. One of the chief
advantages of unifying the frequencies within Mexico's power grid is that
standardization will lower the cost of domestic electrical equipment. In
turn, the lower the cost of this equipment, the more attractive it becomes
to undertake long-distance energy transmission via wire rather than pipe-
line transport of oil and gas.

For Mexico then, the principal research task will be to observe
the interdependencies between the macroeconomic and the sectoral planning
efforts. By analyzing the flow of information and the implications of
decentralized decision-making within these agencies and enterprises, we
hope to shed light on the workings of a multi-level planning operation.
The theoretical work will proceed somewhat along the lines that have
already been proposed by Malinvaud in France and Kornai in Hungary.
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The research tasks will include the macroeconomic work, sectoral
studies for fuel and power based on existing data sources, and a sectoral
study including some data gathering and cost-benefit analyses in the case
of electrical equipment manufacturing. (The cooperation of Me:ican firms
and government agencies will be sought in order to obtain the release of
detailed data on this industry.) This case study in equipment nanufac-
turing could provide insights into the payoffs from selective import
substitution and from complementarity arrangements for imports az.d exports
with other LAFTA nations. Moreover, useful background informatio.,1 could
be obtained with respect to the Bank's 15% preference policy on global
tenders. As a starting point on electrical equipment manufacturing, we
would utilize IBRD Report No. Ec-161, May 1968.
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NJLTI-LEVEL PLANNING STUDIES - KOREA

1. A multi-sectoral, economy-wide inter-temporal programming
model for Korea already exists and has been used to exardne the timing
and scale of inves tent in an integrated steel mill and a petro-
chemicals complex ._ The principal focus of the examination was on
interdependence through indivisibilities and economies of scale. The
model was formulated to deal specifically with what were the major
investment choices during Korea's Second Five Year Plan (the steel and
petrochemicals projects)l remaining production, trade, and invest-
ment activity was treated in the detail that seemed necessary to cap-
ture the interrelations between sectors which would affect the basic
investment decisions.

2. The research proposed here will be an extension of the
existing multi-sectoral model to deal with the major investment choices
which now appear for the Third Five Year Plan. The research will
largely be based on Westphal's experience as a consultant to the
Korean Economic Planning Board during 1969-70, and to this extent will
be a report on the formulation and application of the model in the
Third Five Year Plan's formulation.

3. The petrochemicals complex mentioned above is now under
construction and is thus part of the data rather than a choice element.
The present major choices are:

(1) Timing of capacity increments in the large integrated
and steel mill. (The Koreans have decided to construct
a 3-million-ton capacity steel mill in phased increments.
The first 600 thousand tons of capacity are now being
installed.)

(2) Selection, size and timing of projects pertaining to
large scale investments in the metalwerking industries
(e.g., machine tools, shipbuilding, vehicles, consumer
durables);

(3) Profitability of further investment in the chemical industry.

l/ Westphal, Larry E., "Multi-sectoral Project Analysis Using rixed
Integer Programming' Report No. 101 (Revised), Project for Quanti-
tative Research in Economic Development, Harvard University, and
forthcoming in Adelman, Irma, Northwestern University Conference
on Korean Planning Volume, (Johns Hopkins Press, June 1969).
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4. There is a clear demand interdependence between the timing of
additions to steel-mill capacity and investment in metal working.. In one
phase of the study a separate and detailed sectoral model will be constructed
to examine this and to evaluate alternative projects in metalworking

5. Because of indivisibilities in each sector, it is highly unlikely
that Korea will be able to make a major simultaneous commitment of invest-
ment funds to both the chemical and metalworking sectors. Thus the
interrelation between these two sectors consists in competition for
investment funds within the multi-sectoral model.

6. In its applications the model will also fulfill the function of
master program in a two-level planning model which we intend to formulate
and in which separate second-level programs will describe the iron-and-
steel, chemical and metalworking industries. (Some preliminary work can
be done with the existing model.) The type of two-level model which we
propose to use is novel in that it restricts the flow of information
between the upper and lower levels by means of aggregation procedures. We
shall refer to this as a "two-level model with limited information exchange".,
or a limited-information model in brief, to distinquish it from a "two-
level decomposition model with full information exchange".

7. In the limited-information model the projects around which the
model is centered (e.g., in the machine tool sector) will be specified at
a high level of aggregation -- unlike the detailed specification in Kornai's
full-information multi-level planning model. There will be iteration
between two steps: (1) solving the econom-wide model, given a detailed
specification (aggregated in the model) of major project alternatives and
characteristics; and, (2) reformulating project choices and specifications
based on learning from previous economy-wide solutions. In the iterations
only limited information will be passed between the levels.

8. The proposed work with the limited-information model will be
carried out in two stages which differ from each other in the degree to
which the second-level programs for the sectors mentioned above are
formalized. While Westphal is in Korea, attractive projects in the three
sectors will be generated by an informal procedure in consultation with
local engineers and others. The resource requirements of the projects
so selected will then be aggregated and utilized to revise some of the
technical coefficients of the formal economy-wide master program. In the
second stage after Westphal's return from Korea, the sectoral models will
be formalized in so far as possible.

9. One set of research questions will focus on the properties and
use of limited-information multi-level planning models: how and what kind
of information should be passed between the levels; how project respeci-
fication in the second step above should take place; how the simultaneous
presence of several large projects should be handled; etc. Answers will be
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sought through theretical analysis and sensitivity testing with the
numerical model. Comparisons will be made between the use of more and less
formalized lower level models. Another related set of questions will be
centered on the comparison of limited and full-information multi-level
planning. In the full-information case the Dantzig-Wolfe decomposition
algorithm will be used.

10. An important set of practical research questions will deal with
the nature and extent of demand interdependence between steel and metal-
working, as well as interdependence between metalworking and chemicals
through indivisibilities, uncovered in the sectoral and economy-wide models.
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WEST PAKISTAN

The Indus Basic Study provides detailed sectoral models for agri-
culture and for electric power. Economy wide models are now also available
for West Pakistan. Combining the wealth of information contained in the
Indus study, together with an economy-wide simulation or programming model,
it is proposed to study how the technique of multi-level planning can be
used foranalyzing irrigation projects.

The problem of interdependence may materialize at different levels:

(1) Interdependence between various cropping patterns and alternative
techniques for producing water. This has been analyzed with a
linear programming model prepared for the Indus study.

(2) Interdependence between irrigation, fertilizers, extension
services, transportation including feeder roads, marketing,
processing, etc. The basic information is also provided in
the Indus study.

(3) Interdependence between the agricultural and the power sectors.
Since a multi-purpose dam provides both irrigation water and
electricity, the social profitability of the dam depends on the
shadow price for electricity, and this in turn depends on the
shadow price for gas. The linear programming model of the Indus
basin provides a tool to measure this interdependence.

(4) Interdependence through investments, savings and foreign exchange
constraints, etc., which have to be analyzed through econony-wide
programming.

It therefore seems that, with the material presently available, an
interesting study of multi-level planning could be made for some well
selected projects or packages of projects. The timing of implementation
would also be considered in the study.
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EAST AFRICA

The problem of interdependence will be analyzed on the one hand
between projects and sectors, on the other between the three countries
of the region.

Interdependence between sectors

The proposal described in the attached note by Ch. Frank consists
in analyzing a phosphate-fertilizer-petrochemical complex. The inter-
dependencies 'thatwould be studied are between the extraction of phosphate,
the petrochemical industry and the fertilizer industry. The scale of
the fertilizer plants would be limited by the absorptive capacity of the
agricultural sector in each of the countries.

The scope of the analysis might be extended to cover selected
agro-allied industries (such as processing or manufacturing of agricul-
tural equipment). In such a case, the interdependence between the deve-
lopment of fertilizers and agro-allied industries on the one hand and
the development of agricultural production on the other would become a
primary objective of the research project. Such an extension would
require the participation of a consultant familiarized with the studies
conducted by the IBRD., the FAO and ECA in this field.

Interdependence between countries

Optimization could be undertaken for each of the three countries
independently, for the three countries taken together as a single entity
without constraints and with constraints as regards profits and losses in
each of the three members of the Union. R. Norton will draft a proposal
on the methodology proposed.
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The Evolution of a Common Theme

Alan S. Manne, Thomas Vietorisz and Larry E. Westphal

The proposed studies are designed around a common theme: the
interdependence of investment decisions - and the art of arriving at sen-
sible decisions without allowing for all conceivable secondary effects.

When the Government of Pakistan requests a loan of $895 million for
an Indus Basin Development Fund, it is eminently worthwhile to check for
the economic consequences with respect to cropping patterns, power gene-
ration, natural gas utilization, and a host of other factors. When a
Pakistani district official requests a sanction to drill a single tube-
well, it is an exercise in futility to ask whether he has considered all
possible interindustry implications over time and space. The more we
understand of interdependencies, the better we will recognize which of
these can give rise to first-order effects, and which are likely to be
negligible.

Some interactions are adequately handled through simple adjustments
in conventional project appraisal criteria. (Example: a shadow price
adjustment to the official foreign exchange rate.) In each of our case
studies, we will identify situations in which the simple adjustments are
adequate, and will establish criteria for deciding when more sophisti-
cated modes of analysis are required.

The following appear to be the major distinguishable forms of
interdependence which recur within the studies:

1. Indivisibilities, economies-of-scale, and learning

Within a given sector, these lead to marked interdependence with
respect to the size, location and time-phasing of individual
plants. Between sectors, indivisibilities give rise to "knap-
sack" effects. Protection to infant manufacturing industries is
typically defended on the grounds of learn-by-doing.

Examples: The model of South Korea illustrates not only time-
phasing, but also "knapsack" interdependence. That is, a
single petrochemical project can absorb such a large quantity
of resources that this cuts down the investment funds available
for other sectors of the Korean economy - hence in turn reduces
the domestic demand for petrochemicals. The electrical equip-
ment study in Mexico will allow for learning effects - as well
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as other forms of economies-of-scale.

2. Scale of demand

The scale of demand for a particular item may be linked to
a macroeconomic indicator, or it may depend snecifically on
the product-mix.

Examples: For the analysis of polyethylene in Korea, it
appears essential to allow in detail for the demands of
specific downstream processing units. For the analysis of
electricity demand in Mexico, by contrast, it appears
sufficient to calculate the growth rate as 9 percent
through multiplying the GUP growth rate of 6 percent by
an income elasticity factor of 1.5 - provided that relative
prices continue to change at the same rate in the future
as in the past.

3. Relative prices of inputs and outputs

To the extent that there are limited natural resources
or limited domestic markets, the scarcity value of these
items will depend upon the particular mix of projects adopted.
(Note: This effect will be more significant in the case of
non-tradeables than for those items which can be imported or
exported at constant international prices.)

Examoles: Both in the case of Mexico and West Pakistan,
natural gas supplies are limited. Hence the marginal cost
of fossil fuel for power generation denends upon the mag-
nitude of petrochemical demands for feedstock.

4. Externalities and public goods

Piecemeal decision-making is likely to be unsatisfactory in
situations marked by externalities and public goods. Imagi-
native institutional devices may be needed here in order to
avoid second- or third-best solutions.

Within a geographic region, each project contributes to
the ability of that region to undertake future projects via:
new skills, additional savings, higher productivities, and
technological adaptations.

Given all the possibilities for interdependence, how does one ever
arrive at a sensible decision on an individual project? Under what con-
ditions can spillover effects be neglected? How can decentralization of
information and decisions be achieved? Four research topics appear
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promising:

1. The principle of average cost pricing can be viewed as one
in which indivisibilities are treated as though they were,
in fact, continuous variables. Market or administrative
average cost pricing is justified when the change introduced
by a lumpy decision is "relatively small", but not when it is
"relatively large". The dividing line between these two is
defined by a tradeoff between inefficiencies in resource
allocation as against the many advantages of decentralized
decisions.

When the error due to average-cost pricing becomes intolerably
large, the lumpy decision has to be evaluated on an either-or
(0-1) basis. In several of the models it is possible to
measure the errors introduced by treating variables as though
they were continuous. Our aim is to develop criteria identifying
those kinds and sizes of indivisibilities - e.g. fixed invest-
ment costs - that can be safely treated as continuous, and those
that cannot. For example. in averaging fixed costs for pricing
purposes, what degree of capacity utilization should be assumed?
Or, in pricing periodically slack capacities, how much of a
cyclical price fluctuation should be allowed? For practical
application, the apparent economic efficiency of rapidly changing
prices must be balanced against the difficulties of adapting to
short-run price fluctuations.

2. In the integer programming models for East Africa, South Korea,
and the electrical equipment sector of Mexico, one could
simulate the consequences of supposing that certain investment
decisions are closely linked (e.g. the investment allocations
to each project at a given point in time), and check for the
departure from optimality that arises from piecemeal decision-
making.

3. Sensitivity analysis for the individual case studies will
suggest which interfaces with other sectors are significant,
and which are not.

Example: The Mexican power study already suggests that the
fossil fuel price is crucial to the choice between nuclear
and fossil fuel generating units, but that plausible variations
in the discount rate do not affect this choice.

4. Input-output matrices are available for countries at many
different stages of development. These provide a general
equilibrium framework - albeit a crude one. From these



empirical matrices, it should be possible to calculate the
strength of interindustry linkages.

Example: One would expect strong backward linkages from
electricity to fossil fuel in most stages of development,
but from agriculture to fossil fuel only in highly mechanized
economies. The measurement of linkage strength - the "distance"
between industries - is a topic that has hitherto received
little attention from econometricians, and yet is crucial to
the issue of centralized versus decentralized decision-making.

Each of these four topics constitutes an area in which the Bank's
studies can make a major contribution to basic research in economics.
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Multi-level Planning Studies - Mexico

Alan S. Manne and Thomas Vietorisz

In the case of Mexico, it is proposed to make maximum use of three
series of studies - undertaken respectively at Banco de Mexico, Comision
Federal de Electricidad, and Instituto de Petroleo Mexicano.

The Banco de Mexico input-output studies provide the essential
macroeconomic background needed for sectoral and project planning. The
data base includes a 45-sector transactions matrix for the year 1960.

Within the electric power sector - in order to evaluate a nuclear
plant to be constructed during the middle 1970's - the CFE has recently
completed a series of investment planning studies. These analyses cover
the interdependencies between individual generating projects to be under-
taken in the Central-East-West systems over the planning horizon 1975-95.
Simulation and linear programming techniques have both been employed.

Crucial to the economic choice between nuclear and fossil plants
is the cost assigned to fossil fuel. This cost in turn depends upon the
investment plan adopted by the fossil fuel producing sector - principally
Pemex. Currently under way at the Instituto de Petroleo Mexicano is an
energy survey and a model for planning investments within Pemex over the
decade 1970-80. Hopefully, this energy survey will quantify the cross-
elasticity of demand between electricity and fossil fuels (e.g., the
tradeoffs between their use in the steel producing sector).

In Mexico during the 1970's there will be an unusual link between
the power industry and the electrical machinery industry - the process of
converting the Central System from 50 to 60 cycles. One of the chief
advantages of unifying the frequencies within Mexico's power grid is that
standardization will lower the cost of domestic electrical equipment. In
turn, the lower the cost of this equipment, the more attractive it becomes
to undertake long-distance energy transmission via wire rather than pipe-
line transport of oil and gas.

For Mexico then, the principal research task will be to observe
the interdependencies between the macroeconomic and the sectoral planning
efforts. By analyzing the flow of information and the implications of
decentralized decision-making within these agencies and enterprises, we
hope to shed light on the workings of a multi-level planning operation.
The theoretical work will proceed somewhat along the lines that have
already been proposed by Malinvaud in France and Kornai in Hungary.
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The research tasks will include the macroeconomic work, sectoral
studies for fuel and power based on existing data sources, and a sectoral
study including some data gathering and cost-benefit analyses in the case
of electrical equipment manufacturing. (The cooperation of Mexican firms
and government agencies will be sought in order to obtain the release of
detailed data on this industry.) This case study in equipment manufac-
turing could provide insights into the payoffs from selective import
substitution and from complementarity arrangements for imports and exports
with other LAFTA nations. Moreover, useful background information could
be obtained with respect to the Bank's 15% preference policy on global
tenders. As a starting point on electrical equipment manufacturing, we
would utilize IBRD Report No. Ec-161, May 1968.
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NJLTI-LEVEL PLANNING STUDIES - KOREA

1. A multi-sectoral, economy-wide inter-temporal programming
model for Korea already exists and has been used to examine the timing
and scale of invest ent in an integrated steel mill and a petro-
chemicals complex ._ The principal focus of the examination was on
interdependence through indivisibilities and economies of scale. The
model was formulated to deal specifically with what were the major
investment choices during Korea's Second Five Year Plan (the steel and
petrochemicals projects)l remaining production, trade, and invest-
ment activity was treated in the detail that seemed necessary to cap-
ture the interrelations between sectors which would affect the basic
investment decisions.

2. The research proposed here will be an extension of the
existing multi-sectoral model to deal with the major investment choices
which now appear for the Third Five Year Plan. The research will
largely be based on Westphal's experience as a consultant to the
Korean Economic Planning Board during 1969-70, and to this extent will
be a report on the formulation and application of the model in the
Third Five Year Plan's formulation.

3. The petrochemicals complex mentioned above is now under
construction and is thus part of the data rather than a choice element.
The present major choices are:

(1) Timing of capacity increments in the large integrated
and steel mill. (The Koreans have decided to construct
a 3-million-ton capacity steel mill in phased increments.
The first 600 thousand tons of capacity are now being
installed.)

(2) Selection, size and timing of projects pertaining to
large scale investments in the metalworking industries
(e.g., machine tools, shipbuilding, vehicles, consumer
durables);

(3) Profitability of further investment in the chemical industry.

l/ Westphal, Larry E., "Multi-sectoral Project Analysis Using M.xed
Integer Programming" Report No. 101 (Revised), Project for Quanti-
tative Research in Economic Development, Harvard University, and
forthcoming in Adelman, Irma, Northwestern University Conference
on Korean Planning Volume, (Johns Hopkins Press, June 1969).
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4. There is a clear demand interdependence between the timing of
additions to steel-mill capacity and investment in metal vorking.. In one
phase of the study a separate and detailed sectoral model will be constructed
to examine this and to evaluate alternative projects in metalworking

5. Because of indivisibilities in each sector, it is highly unlikely
that Korea will be able to make a major simultaneous commitment of invest-
ment funds to both the chemical and metalworking. sectors. Thus the
interrelation between these two sectors consists in competition for
investment funds within the multi-sectoral model.

6. In its applications the model will also fulfill the function of
master program in a two-level planning model which we intend to formulate
and in which separate second-level programs will describe the iron-and-
steel, chemical and metalworking industries. (Some preliminary work can
be done with the existing model.) The type of two-level model which we
propose to use is novel in that it restricts the flow of information
between the upper and lower levels by means of aggregation procedures. We
shall refer to this as a "two-level model with limited information exchange!,
or a limited-information model in brief, to distinquish it from a "two-
level decomposition model with full information exchange".

7. In the limited-information model the projects around which the
model is centered (e.g., in the machine tool sector) will be specified at
a high level of aggregation -- unlike the detailed specification in Kornai's
full-information multi-level planning model. There will be iteration
between two steps: (1) solving the econony-wide model, given a detailed
specification (aggregated in the model) of major project alternatives and
characteristics; and, (2) reformulating project choices and specifications
based on learning from previous economy-wide solutions. In the iterations
only limited information will be passed between the levels.

8. The proposed work with the limited-information model will be
carried out in two stages which differ from each other in the degree to
which the second-level programs for the sectors mentioned above are
formalized. While Westphal is in Korea, attractive projects in the three
sectors will be generated by an informal procedure in consultation with
local engineers and others. The resource requirements of the projects
so selected will then be aggregated and utilized to revise some of the
technical coefficients of the formal econony-wide master program. In the
second stage after Westphal's return from Korea, the sectoral models will
be formalized in so far as possible.

9. One set of research questions will focus on the properties and
use of limited-information multi-level planning models: how and what kind
of information should be passed between the levels; how project respeci-
fication in the second step above should take place; how the simultaneous
presence of several large projects should be handled; etc. Answers will be
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sbught through theoretical analysis and sensitivity testing with the
numerical model. Comparisons will be made between the use of more and less
formalized lower level models. Another related set of questions will be
centered on the comparison of limited and full-information multi-level
planning. In the full-information case the Dantzig-Wolfe decomposition
algorithm will be used.

10. An important set of practical research questions will deal with
the nature and extent of demand interdependence between steel and metal-
working, as well as interdependence between metalworking and chemicals
through indivisibilities, uncovered in the sectoral and econon-wide models.
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WEST PAKISTAN

The Indus Basic Study provides detailed sectoral models for agri-
culture and for electric power. Economy wide models are now also available
for West Pakistan. Combining the wealth of information contained in the
Indus study, together with an economy-wide simulation or programming model,
it is proposed to study how the technique of multi-level planning can be
used forana3,zng irrigation projects.

The problem of interdependence may materialize at different levels:

(1) Interdependence between various cropping patterns and alternative
techniques for producing water. This has been analyzed with a
linear programming model prepared for the Indus study.

(2) Interdependence between irrigation, fertilizers, extension
services, transportation including feeder roads, marketing,
processing, etc. The basic information is also provided in
the Indus study.

(3) Interdependence between the agricultural and the power sectors.
Since a multi-purpose dam provides both irrigation water and
electricity, the social profitability of the dam depends on the
shadow price for electricity, and this in turn depends on the
shadow price for gas. The linear programming model of the Indus
basin provides a tool to measure this interdependence.

(4) Interdependence through investments, savings and foreign exchange
constraints, etc., which have to be analyzed through economy-wide
programming.

It therefore seems that, with the material presently available, an
interesting study of multi-level planning could be made for some well
selected projects or packages of projects. The timing of implementation
would also be considered in the study.
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EAST AFRICA

The problem of interdependence will be analyzed on the one hand
between projects and sectors, on the other between the three countries
of the region.

Interdependence between sectors

The proposal described in the attached note by Ch. Frank consists
in analyzing a phosphate-fertilizer-petrochemical ccmplex. The inter-
dependencies thatwould be studied are between the extraction of phosphate,
the petrochemical industry and the fertilizer industry. The scale of
the fertilizer plants would be limited by the absorptive capacity of the
agricultural sector in each of the countries.

The scope of the analysis might be extended to cover selected
agro-allied industries (such as processing or manufacturing of agricul-
tural equipment). In such a case, the interdependence between the deve-
lopment of fertilizers and agro-allied industries on the one hand and
the development of agricultural production on the other would become a
primary objective of the research project. Such an extension would
require the participation of a consultant familiarized with the studies
conducted by the IBRD, the FAO and ECA in this field.

Interdependence between countries

Optimization could be undertaken for each of the three countries
independently, for the three countries taken together as a single entity
without constraints and with constraints as regards profits and losses in
each of the three members of the Union. R. Norton will draft a proposal
on the methodology proposed.



Multi-level Planning Approach

1. To assess the return of a project to the economy as a whole,
three different approaches may be followed. The simplest method con-
sists in defining, in the first step, adequate shadow prices from the
study of the economy as a whole and in calculating, in the second
step, the economic return of the project on the basis of the shadow
prices established in the first step. In opposition to this simple
method, which does not take into account any feedback from the second
to the first step, the "full information" method would consist in
establishing an economy-wide model sufficiently disaggregated to go
down to the project level. With this "full information" method, the
economic return of a given project would be calculated by solving the
model for the entire economy of the country. All the feedbacks which
can be translated algebraically would be taken into account, but the
model may be so heavy as to become of little operational value. The
"limited information" method lies between these two extremes; it is
based on multi-level planning techniques and designed to take into
account only those of the feedbacks which are considered as the most
important.

2. A three-level model may be illustrated as follows. Project (p)
belongs to subsector (s), which, together with closely related subsec-
tors, belongs to set (S), which itself belongs to (E) characterizing
the economy as a whole. The first level model (E) describes the entire
economy in fairly aggregated terms. The second level model (S) mag-
nifies a small part of the economy-wide model (E). The third level
model (s) in turn magnifies a small part of the second level model (S);
project (p) is individualized only in the third level model (s). To
assess the impact of project (p) on the economy as a whole, one starts
from the more aggregated to the less aggregated, as in the "simple
method". However, after having gone from the first to the third level
model, one can go back from the third to the second and to the first
level models and proceed by iterations. When going from the more dis-
aggregated to the less disaggregated, some information is lost at each
stage of aggregation. This "limited information" method may be used
to analyze the interaction between centralized and decentralized
decisions.

3. A comparison between the three approaches will be illustrated
by four case studies. In the cases selected, externalities will be
significant and will reflect (a) modifications of relative prices, in
particular for the non internationally traded commodities and services;
(b) economies of scales and indivisibilities of investments leading to
knapsack effects, and (c) creation of goods or services which are not
sold, in particular, public goods and improvement of the human capital
(learning by doing).
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February 20, 1969

THE ECONOMICS DEPARTMENT RESEARCH CONMITTEE

Notice of eeting

n2q+vi rly t.hn r(Mttek9 wdll be heldQf id,
Februarv29atnm . o discuss the future
research program of the Sector and Projects Division, which
is concerned with operational research in the field of project
and sector analysis.

2. As background for the discussion there is attached a
copy of a document entitled "Sector and Projects Studies
Division Work Program - Major Research Areas" (Dec. 5, 1968).
This was produced as an annex to a memorandum by Mr. van der Tak
analysing the major activities and staff requirements of the
division for the next few years. The document groups ongoing
and prospective research in various areas of interest. In some
of these a considerable amount of work has been done, or is in a
fairly advanced stage of preparation, in others programs have
still to be worked out. In the course of the past month the
division has discussed this document further with the respective
Project Departments with a view to settling on priorities and
lines of attack. Mr. van der Tak will inform the Committee of
the progress of these discussions in the course of the meeting.
The staff requirements mentioned in the document were intended
to cover all work activities, not only research and therefore
are not of direct concern to the Committee.

3. Ap3 member unable to atten should let-me know (extein-
sion 2285).

Samir K. Ehatia
Secretary

Attachment:

Distribution: Members of the Economics Department
Research Committee

cc: Mr. Friedman
11r. van der Tak
Mr. Leeming



ANNEX December 5, 1968

Sector and Pro ects Studies Division
Work Program - Major Research Areas

General

1. Follow-up of Projects

Many people have expressed concern over the past lack of effort
to follow up and learn from the development impact of Bank projects.
Some work has been done in this area, for example, the Iranian Road Study
(Ec-11.7), and the Hirschman study, but not nearly enough. A proposal has
been made to greatly expand activities to reevaluate the results from our
projects and to learn from this experience (see memo van der Tak to Baum,
October 24, 1968, with attachment). This is being discussed with the
Projects Departments and some preparatory work is in progress. It is
intended, first, to organize for all new projects systematic reporting of
data so that actual and predicted benefits and costs can be compared, and,
second, to make intensive reappraisal studies of selected projects, especially
their benefits. It is envisaged that some six reappraisal studies will be
in progress at any one time, partially carried out by Division staff and
partially by consultants or research institutes under supervision and
direction of Division staff.

Staff requireents: 5-8 professionals, in cooperation with
Projects Departments, and possibly consultants.

2. Computer Simulation for Project Apraisal

Computer simulation is intended to mechanize appraisal procedures,
at least for the simpler projects which conform to standard types. A study
of 12-15 standard models should be prepared for prototype projects in the
various sectors. This will speed up the calculations of investment returns
and permit consideration of alternative project features and evaluation
of project risks. It will also make it possible to nake preliminary calcu-
lations, on the basis of whatever rough data are available in the Bank,
before the mission goes to the field. This in turn will enable the mission
to concentrate on assembling and checking the most crucial data. The final
result should be speedier, yet more comprehensive appraisals, and more
precise and clear reporting. Some preliminary work has been done in this
area. A proposal has been prepared (see memo van der Tak to Baum, December
5, 1968, with attachment), for discussion with the Projects DeparLments.

Staff requirements: 2-3 professionals, with counterpart support
from Projects Departments.

3. Public Utilitr Pri cin olems

These long-standing problems have recently again aroused a
great deal of interest and discussion. hat ir needed is further clarifi-
cation of the relevanco of public utility pricing for utilization of resources,
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investment criteria, financial and fiscal issues and equity considera-
tions. Some work has been done in the Department, for example, the study
on road user charges (EC-158), and its follow-up case study in Central
America, and the paper on peak load pricing for power. Huch more remains
to be done in many fields, such as appropriate rate levels and structures
for ports, railways, airports, power, telecommunications, irrigation,
urban water, or education. Staff work will also be required for the en-
visaged working party on the uses and abuses of rate covenants in Bank
lending. Work on these problems appears, therefore, especially timely.

Staff requirements: 3 professionals.

4. General Problems of Project Analysis and Investment Criteria

There are a large number of problems of a general nature relating
to all sectors and projects, for example, use of shadow prices, optimum
timing of investments, risk analysis, treatment of external economies and
secondary benefits, etc. Some work has been done, for example, on cost
of capital (EC-138) and on risk analysis (EC-164), and some work is in
progress, for example, on conceptual problems with the use of shadow prices
(by a consultant).

Staff requirements: no special staff required, but to be
carried out by ad hoc staff, primarily working in other areas, and occasional
consultants.

ri cul -'Wr el/ ,a

5. Analytical Approaches to Agricultural Sector Pianning

The objective is to study models which can be used to identify
optimal sets of policies and capital investnent decisions in the agricul-
tural sector. The analytical approach will be to examine the efficacy of
different models for different purposes, such as questions of overall
strategy or the selection and evaluation of specific projects. Errphasis
will be put on determining the extent of interactions between sectora and
within the agricultural sector. Once the conceptual appropriateness of
certain models will have been ascertained, attention will be directed toward
outlining approaches for specifying and actually. estimating the most rele-
vant parameters. Work in this area will be coordinated with both the
Projccts and Area Departments and the Quantitative Applied Research Division.

Staff requirements: 2-3 professionals.

6. Irrigation Pling odels

Available water resource planning models, using system simulation
and linear progranzing, should be reviewed for their suitability for various
purposes in different circumstances. The multi-purpose features of many
irrigation developments with complex interrelationships and many uncertainties

1/ See also items 1-4. above.
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make application of modern operations research metbods especially appro-
priate in this area. The methodological experience gained from past
efforts (such as the Indus Basin Study) should be consolidated, and
irrigation planning models should be made operational and accessible to
Bank staff. Such models should be used with their preliminary data to
appraise alternative irrigation developments as a guide for further
investigations. This expertise should also serve to help review and guide
irrigation planning work by consultants and improve future design of water
resource development studies. A draft proposal for work on irrigation
planning models has been prepared (September 13, 1968) and is being con-
sidered with the Agriculture Projects Department. Preliminary work on a
river basin development plan (Lebanon) is in progress.

Staff requirements: 2-3 professionals, with necessary support
from Agriculture Projects Department.

7. p Response and Production Models for Prediction Purposes

Some work has been done in this area (Working Paper Nos.18-20),
but many questions remain unresolved. Further efforts will concentrate
initially on the identification of the many different purposes for which
supply and production functions are used, and specify the functions and
how they ,ight be estimated for each purpose. (A consultant is currently
reviewing this topic). Subsequently,we may proceed by (a) keeping under
surveillance work done by other researchers and research institutes; (b)
working with research institutes, particularly in LDCs, on designing,
collecting and analyzing production or supply behavior data; and (c) utiliz-
ing data collected for this purpose as part of follow-up data collection
and evaluation of Bank projects (see above).

Staff requirements: 1 professional, plus consultants.

8. Policy Aspects of Agricultural Development

Work in this area should include both studies initiated in the
Division and studies requested by Bank policy-makers. For example, the
question of appropriate farm size, ownership or tenancy relationships, should
be studied in terms of development impact and income distribution effects.
Are policies and projects in favor of small farms necessarily bad for
development? Should, in the name of development, the few rich be made
richer and the many poor be left where they are? Or, to raise another
problem, what is the impact of new technology on income growth patterns in
agriculture, and how can the Bank contribute to development and adoption
of particular technological changes? Increasing attention should also
be given to problems of agricultural prices, taxes and subsidies, credit,
marketing, extension, etc., and their impact on agricultural development.
Some work has been done in this area by the Fiscal Policies Division, but
much remains to be done.

Staff requirements: 2 professionals, in cooperation with the
Fiscal Policies Division.
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9. Special Aspects of Agricultural Projects

There are a large number of different types of agricultural
projects which raise special problems of evaluation. For example, some
work has been done in the Bank on livestock models to provide better
basis for evaluating alternative herd management and development. Credit
programs involve problems of estimation of benefits on the basis of proto-
type farms. Forestry projects have long-time horizons and sometimes
ill-defined and uncertain alternatives. Grain storage projects raise
problems of optimum size and location in relation to fluctuation of supply,
transport costs and demand elasticities, etc. These and other questions
need further study.

Staff requirements: 1 professional.

Education=,-

10. Efficiency of General Education Processes

Research will be directed at the internal efficiency of
educational systems or sub-systems (i.e., success or failure to achieve
a given objective of training people in an economical way) rather than
their external efficiency (i.e., success or failure to give training to
an extent and of a type which is relevant in the economy concerned, which
will be dealt with in the following two program areas. Questions to be
examined here are economies of scale in educational facilities, possibili-
ties of input substitution and its effect on teaching results (including
the special case of new educational media), and the various forms of trade-
offs (such as time vs costs, quantity vs quality, etc.)

Staff requirements: 1-2 professionals, plus consultants.

11. Rural Education and Training for Socio-Economic Development

It is generally acknowledged that in most developing countries
rural primary education, the largest segment of the educational system,
is isolated from the environment in which it is given. This urban bias
of education in general and primary schooling in particular is held
responsible by many for the low esteem in which agriculture is held by
most people and for the ensuing exodus from the countryside to the cities.
It should hence be studied how the structure and content of rural primary
education could be shaped with a view to contributing to the gradual transi-
tion of traditional rural societies into the modern economy while preventing

1/ Research priorities in education are currently under general review.
A discussion paper has been prepared by a consultant and is now being
considered. Listed areas of research are tentative and subject to revision.

2/ See also items 1-4 above.
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them from disintegration. The second central aspect of this problem

area would be the developmental impact of adult education efforts (such
as literacy drives, agricultural extension services, health campaigns,
etc.) and their integration into a comprehensive rural system for

training and dissemination of information.

Staff requirements: 1-2 professionals, plus consultants.

12. Technical/Vocational Training for Industry and Urban Enployment

This area, like the preceding one, is so broad that a selective

approach seems indicated. The intention is to study, in the setting of
various developing countries, the costs and benefits of alternative

education/training processes leading to the formation of certain well-
defined categories of labor (say, accountants or draughtsmen). The ana-

,ysis would have to take into account, apart from the immediate input/
output considerations, the flexibility of training schemes (i.e., their

responsiveness to technological and economic change), their elasticity

(i.e., their ability to meet sudden increases or decreases in the demand
for the instruction they give), and their universality (in the sense of

their students being "employable" beyond the narrow confines of a certain
occupation).

Staff requirements: 1-2 professionals, plus consultants.

13. Labor arket Studies

More needs to be known about the absorption of educated manpower
in the labor force. This requires analysis of such questions as demand

and supply functions for specific types of labor and their development
over time, "over-education" and educated unemployment, the impact of
educational expansion on formal or customary job qualifications, the
influence of the public sector on salary levels and recruitment standards,
the identification of sector or process-specific ranges of substitution
(between labor and capital and among various types of labor), and internal
migration analysis.

Staff requirements: 1-2 professionals, plus consultants.

l. Education Planning Models

A comparative study should be made of avaiLable planning models
and submodels for education. What are the uses and abuses, advantages
and disadvantages of different models for various purposes and in varying
conditions. Models to be covered are to include partial models, such as
cost-benefit analysis of particular educational expenditure, or optimum
location and size of schools, as well as general models covering the whole
educational system and its links with the economy. Intended work is
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similar to that now undertaken for transport planning models. The pur-
pose is to get those models operational in the Bank, get a better apprecia-
tion of their effectiveness, and make it accessible to Bank staff. Some
work has been done to date on cost-benefit analysis of education (EC-157,
and the Kenya case study now nearing completion).

Staff requirements: 1-2 professionals, plus consultants.

15. General Policy Problems of Educational Development

This area includes financial aspects of educational expansion.
More analysis is needed of such problems as the appropriate allocation of
financial responsibilities in the field of education (between the various
levels of public authority on the one hand and the public and private
sectors on the other); the suitability of a coordinated fee-scholarship
policy to regulate educational expansion while assuring the proper develop-
ment of exceptional talent; and the feasibility of a large-scale student
loan program in secondary and higher education.

Staff requirements: 1 professional, in cooperation with the
Fiscal Policies Division.

16. Economic Aspects of Health Planning

Health planning problems are coming closer to Bank interests,
and some orientation is necessary in this area. Standard measures of the
efficiency of investments in health should be developed and the ground
prepared for cost-benefit analysis in this field. Attention should be
given to the effect of reduced mortality rates on the volume and composi-
tion of the economically active population, and of improving health
standards on the productivity of the labor force. Forecasting methods
of demand for medical personnel should be reviewed, as well as the suitabi-
lity of alternative patterns of using various types of medical manpower
in developing countries.

Staff requirements: 1 professional.

Transportation!

17. Transportation Planning Models

A study is being undertaken of available general transport models,
their uses, abuses, advantages and disadvantages, for various purposes and
in varying conditions. The starting point is the so-called Harvard Trans-
port Model which is being transferred to the Bank. The purpose is, first,
to get this Model operational in the Bank and make it accessible for Bank
operations and, second, to evaluate the merits of this Model and its submodels
as well as several other interesting models. For a general account of the
work progrmi and its present status, see memorandum of van der Tak to
Stevenson, dated Novemaber 20, 19658, with attachment.

Staff requirements: 1-2 professionals, plus major support from
other divisions and departiments.

1/ See also items 1-4 above.
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18. Economics of Highway Design Standards

Better guidelines are needed for designing and constructing
roads, especially for low-traffic conditions, such as, for example, in
Tropical Africa. The great diversity of conditions makes the adoption
of a single set of standards impractical and in many cases misleading.
Some work bearing on these issues has been done (Quantification of Road
User Savings, Occ.P. No.2). Further research is required on the inter-
relationships between vehicle operating costs, road maintenance costs
and road design characteristics and construction materials. The object
of the study is to make progress towards providing a practical but theoreti-
cally sound rationale for determining the appropraite design standards and
appropriate timing or staging for rural road improvements in relation to
traffic. The initiative for the study was taken by the Transportation
Projects Department. Draft terms of reference are available and have been
discussed between the Departments. The start of the study has been delayed
because of lack of staff.

Staff requirements: 2 professionals, with substantial support
from the Transportation Projects Department, and possibly consultants.

19. Transporation Coordination and Policies

It is intended to continue studies of general transport policies,
in particular, problems arising with efforts to ensure the proper coordina-
tion of the various modes of transport, for example, rail/road competition.
Some work has been done in this field, for example, the road user charges
study mentioned above, and a study on regulation of road transport is in
progress (by a consultant). These issues are central to the efficiency
of the transportation sector and will require continuous attention.

Staff requirements: 1 professional.

20. Special Aspects of Transport Projects

There are a large number of special transport project problems
which require further study. For example, the analysis of the benefits
of feeder roads, optimum port operation and investment, railway line closure,
airport problems, etc. Some work has been done, for example, on the quanti-
fication of road user savings (Occ. P. No.2), on the benefits from road
investments (EC-160) and on the 6ptimum number of berths (W.P. No. 29).
Other port studies are in progress.

Staff requirements: 2 professionals.



ANNEX

Public Utilities

21. Power Planning Models 47

In this area also, as in transportation, water resources ad '
education, available planning models should be studied with a view to
their applicability, strengths and weaknesses for different purposes and
in various circumstances. Appropriate models should be made accessible
to Bank staff for operational use in the Bank, and research done to de-
velop them further. This work would start from the experience in the
Bank with a model developed at Harvard University and used in the Indus
Basin Study and Argentina. Such models should be useful for planning the
broad outline of power system development, investigating the most efficient
ways of operating the system, and evaluating specific power projects. It
will also help the staff in reviewing and guiding consultants' planning
work in this sector.

Staff requirements: 1-2 professionals, with support from other
divisions and the Public Utilities Projects Department, and possibly
consultants.

22. Telecommunications Planning

Efforts are currently being made in the Public Utilities Projects
Department to consider more thoroughly the economic aspects of telecommunica-
tions. This work should be intensified and the use of planning models
explored which would help take account of the complex interrelationships
in telecommunications systems. More work needs to be done also on demand
elasticities for telecommunications services.

Staff requirements: 1-2 professionals, with support from other
divisions and the Public Utilities Projects Departmant, and possibly
consultants.

23. Urban Water Projects

Work is needed on the evaluation of benefits from urban water
(and sewerage) projects. How is the growth of water supply systems related
to urban development patterns? What are the costs and benefits of alterna-
tive staging and patterns of expansion of water supplies and improvements
of service? Better methods should be explored to determine the d'emand
for water services, and the relevant elasticities. More should be done
also on the measurement of consumer surplus and the evaluation of possible
associated health benefits.

Staff requirements: 1 professional, in cooperation with the
Public Utilities Projects Department.

1/ See also items 1-4, and 16 above.

December ., 1968
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Do you agree that we can let things go on this Inform1 basis

at least for the time being?
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Mr. 0. Hursit Calika Jan. 27, 1969

C. P. van Dijk

SETOR AND PRO STUDIES DIVISION
WORK PROGRAM MJOR RESEARCH AREAS

1. The Economic Department's Annex dated December 5, 1968 under
the above heading, contains a number of research items, which are of
direct interest to our work. These are: numbers 1, 3, 10, 11, 12, 13,
14 and 15.

2. Without knowing the Bank's research budget and the available
manpower, it is difficult to judge whether the outline work program is
feasible; my impression is that the program is very ambitious and that
time/manpower required to carry out the program in its entirety is
under-estimated. This might adversely affect the operational value of
this research for day-to-day Bank work. I may again stress the need
of making maximum use of research by other organisations, which have
sometimes reached a degree of excellence in the field, which will be
difficult to equal.

3. In some cases it is difficult to see why certain closely
related items have been separated into different research projects:
e.g. items 3 and 15 obviously belong together; as to item 10, we have
already made it clear that an investigation into the internal efficien-
cy of an education system should not be isolated from its external
efficiency (that is: its relevance for economic development); items 10,
11, 12 and 13 are consequently closely related.

4. I hope that, within item 10, the economics of new educational
media will receive the greatest attention. As to item 12, an investi-
gation into the costs and benefits of alternative forms of technical/
vocational training is of great practical interest to us.

5. An additional research field, which is of great practical
value in the efficiency of project implementation (organisation, phasing
and coordination of project execution).

CPvanijktlm

ec Mr. S. J. G. Burt



January 21, 1969

Professor Joseph Hasson
Department of Economics
State University College
1300 Elawood Avenue
Buffalo, New York

Dear Professor Hassont

Following our telephone conversation I an sending

you attached a brief note outlining the work of the

Center, together with two copies of a personal history

form.

I an looking forward to receiving your letter and

will be in touch with you shortly thereafter.

Tours sincerely,

Louis M. Goreux
Director

Baaic Research Center

AttacUhmente

LMGoreux/gah
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FORM No. 60-EC INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

(2-68) INTERNATI ONAL DEVELOPMENT ASSOCI ATION CONFIDENTIAL

ECONOMIC COMMITTEE

DECLASSIFIED EC/o/69 - 5

JUL 27 2022
OFFICE MEMORANDUM

WBG ARCHIVES
TO: Economic Committee DATE: January 15, 1969

FROM: Andrew M. Kamarck

SUBJECT: Economics Department Research Committee

1. Research in the Economics Department is designed to improve the

techniques of economic analysis relevant to Bank work or in other ways to

assist in improving the Bank's operational and advisory work.

2. While responsibility for planning and carrying out such research

lies with the Economics Department, it is important if the research is to

provide the necessary support for operations, that the operational depart-

ments of the Bank should be familiar with the program and make a contri-

bution to its periodical assessment and to the general direction of the

research effort.

3. To bring this about a Research Committee has been formed drawn

from various Departments of the Bank. The Committee will have two main

objectives:

(i) To review periodically the program of research, considering

progress made and the balance of the program being under-
taken, with a view to making recommendations on its scope
and direction; and

(ii) To consider important individual research projects before
they are begun in order to recommend whether their importance

and potential results justify the use of the staff and other

resources, after taking into account the balance of the
research program.

D I S T R I B U T I 0 N

Committee: Copies For Information:

The Economic Adviser to the President, Chairman President
Director, Economics Department President's Council
Director, Special Economic Studies Directors, Area Departments
Director, EDI Secretary
Special Adviser to the President (Mr. Rist) Treasurer
Senior Adviser, Economics Department Director, Information Department
Economic Advisers, Area and Director, European Office

Projects Departments Secretary, Loan Committee
Executive Vice President (IFC)



1conomic Committee - 2 - January 15, 1969

4. The work of the Committee is intended to supplement, and not to
replace, the existing liaison between the Economics Department and other
Departments, as well as with the IMF, about individual parts of the
research program.

5. The Committee will be composed of the following:

A. M. Kamarck (Chairman)
J. H. Adler
W. C. Baum
R. Chaufournier
M. L. Hoffman
B. B. King
A. D. Knox
K. S. Krishnaswamy
A. Stevenson

In addition, the Chairman may invite outside experts or other individual
staff members to attend particular meetings should he consider this
appropriate in view of the subject to be discussed.

6. The Staff Assistant of the Economics Department (Mr. Bhatia)
serves as a permanent Secretary of the Committee.
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January 6, 1969

AIRMAIL

Mr. C. Lamblet
Organisation of European

Co-operation Development
2 rue Andre-Pascal
Paris 16, France

Dear Mr. Laublet:

A Research Center is now being established in the Bank along
the lines described in the attached notes. The objective is to
create closer ties between academic research and research needed
to provide a better basis for the Bank development policies, and
to attract first-class research workers.

Professor Houthakker, whom I saw last Monday in Chicago,
mentioned to me that you might consider the possibility of joining
this Center. If this were the case, I would be grateful if you
could complete and return to me a copy of the Personal History form
attached as soon as possible because the budgetary discussion for
the next fiscal year will start very soon.

Looking forward to your reactions and wishing you a happy New
Year.

Yours sincerely,

Louis M. Cloreux
Director

Basic Research Center

Attachments

LM reux/gah



January 6, 1969

AIRMAIL

Professor Marshall Hall
Department of Economics
Washington University
St. Louist Missouri 63130

Dear Professor Hallt

In a telephone conversation, Mr. Jeffries mentioned to you
a few weeks ago the creation of a Research Center in the Bank.
I intended to discuss the matter with you in Chicago, but sins
it was not possible I thought it might be useful to write to you.

The attached notes provide a broad description of the Center.
The objective is to create closer ties between academic research
and research needed to provide a better basis for the Bank develop-
ment policies, and to attract from the academic coamunity first-
class research workers.

In case you would like more information on the Center, you
may call me in Washington. Mr. Jeffries may also arrange for
bringing you to Washington for discussions.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

LM-ieux/gah



January 3, 1969

Professor Hector Correa
Department of Economics
Tulane University
Louisiana, New Orleana

Dear Professor Correa:

A Research Center is now being established in the Bank
along the lines described in the attached note. The objec-
tive is to create closer ties between academic researh and
research needed to provide a better basis for the Bank develop-
ment policies, and to attract from the academic cunnity
first-class research workers.

Mrs. Adelman, who will be consultant to the Center for
the research project referred to in paragraph 4 of the attached
note, thought that you might be interested in working in the
Bank's Center. I am therefore writing to inform you of this
Center and I will be getting in touch with you by phone in
about a week to explore your reactions.

Youre sincerely,

Louis X. Goreux
Director

Basic Research Center

Attachment

LMGo ux/gah



Januar7 3, 96%

Professor Nathaniel Leff
Business School
Columbia University
New tork, N.Y.

Dear Professor Leff:

A Research Center is now being established in the Bank
along the lines described in the attached note. The objec-
tive is to create closer ties between academic research and
research needed to provide a better basis for the Bank develop-
ment policies, and to attract from the academic community
first-class research workers.

Mrs. Adelman, who will be consultant to the Center for
the research project referred to in paragraph 4 of the attached
note, thought that you might be interested in working in the
Bank's Center. I am therefore writing to inform you of this
Center and I will be getting in touch with you br phone in
about a week to explore your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachment

LMGoreux/gah



January 3, 196

Professor Fred Golladay
Department of Economics
University of Wisconsin
Madison, Wisconsin

Dear Professor olladay:

A Research Center is now being established in the Bank
along the lines described in the attached note. The objec-
tive is to create closer ties between academic reaearch and
research needed to provide a better basis for the Bank dovelop.
ment policies, and to attract from the acadmic community
first-class research workers.

Mrs. Adelman, who will be consultant to the Center for
the research project referred to in paragraph h of the attached
note, thought that you might be interested in working in the
Bank's Center. I am therefore writing to inform you of this
Center and I will be getting in touch with you by phone in
about a week to explore your reactions.

Yours sincerely,

Louis N. Goreux
Director

Basic Research Center

Attachment

LMGoreux/gah



January 3, 1969

Professor L. Sjaptaad
Department of Economics
University of Chicago
5801 South Ellis Avenue
Chicago 37, Illinois

Dear Professor Sjastaadt

A Research Center is now being established in the Bank
along the lines described in the attached note. The objec-
tive is to create closer ties between academic research and
research needed to provide a better basis for the Bank develop.
ment policies, and to attract from the academic comunity
first-class research workers.

George Tolley whom I saw last Monday in Chicago, thought
that you might be interested in working in this Center. I an
therefore writing to inform you of this Center and I will be
getting in touch with you by phone in about a week to explore
your reactions.

Tours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attacbment

LMGo gah

cc: Professor A. Harberger
Professor G. Tolley



January 3, 1969

Mr. Kul B. Miatia
c/o Department of Economics
University of Chicago
580l South Ellis Avenue
Chicago 37, Illinois

Dear Mr. Bhatia:

A Research Center is now being established in the Bank
along the lines described in the attached notes. The ob-
jective is to create closer ties between academic research
and research needed to provide a better basis for the Bank
development policies, and to attract from the acadamic com-
munity first-class research workers.

Professor Tblley indicated to me that you were among the
very top Ph.D. students of Chicago this year and that you were
interested in the area of economic development. If you were
interested in joining the Bank's Center, I would be grateful
if you could complete the Personal History forn attached and
return it to me as soon as possible.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

LMGoYe Vgah

cc: Professor G. Tolley
University of Chicago



January 3, 1969

Mr. Yusuke Onitsuka
c/o Department of Economics
University of Chicago
58oi South Ellis Avenue
Chicago 37, Illinois

Dear Mr. Onitsuka:

A Research Center is now being established in the Bank
along the lines described in the attached notes. The ob.
jective is to create closer ties between academic research
and research needed to provide a better basis for the Bank
development policies, and to attract from the academic com-
munity first.-lass research workers.

Professor Tolley indicated to me that you were among the
very top Ph.D. students of Chicago this year and that you were
interested in the area of economic development. If you were
interested in Joining the Bankts Center, I would be grateful
if you could complete the Personal History form attached and
return it to me as soon as possible.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

LMGorewx/gah

cc: Professor G. Tolley
University of Chicago



January 3, 1969

Mr. Assaf Rasin
University of Chicago
Department of Economics
5801 South Ellis Avenue
Chicago 37, Illinois

Dear Mr. Rasint

A Research Center is now being established in the Bank
along the lines described in the attached notes. The ob-
jective is to create closer ties between acadeamic research
and research needed to provide a better basis for the Bank
development policies, and to attract from the academi com-
munity first-class research workers.

Professor Tolley indicated to me that you were among the
very top Ph.D. students of Chicago this year and that you were
interested in the area of economic development. If you were
interested in joining the Bank's Center, I wuld be grateful
if you could complete the Personal History form attached and
return it to me as soon as possible.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

LMGoreux/gah

cc: Professor G. Tolley
University of Chicago



January 3, 1969

Mr. Clayne Pope
c/o Department of Economics
University of Chicago
5801 south Ellis Avenue
Chicago 37, Illinois

Dear Mr. Pope:

A Research Center is now being established in the Bank
along the lines described in the attached notes. The ob-
jective is to create closer ties between academic research
and research needed to provide a better basis for the Bank
development policies, and to attract from the academic com-
munity first-class research workers.

Professor Tolley indicated to me that you were among the
very top Ph.D. students of Chicago this year and that you were
interested in the area of economic development. If you were
interested in joining the Bank's Center, I would be gratefual
if you could complete the Personal History form attached and
return it to me as soon as possible.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

IMUOreux/gah

cc: Professor G. Tolley
University of Chicago



January 3, 1969

Professor A. Harberger
Department of Economics
University of Chicago
5801 South Ellis Avenue
Chicago 37, Illinois

Dear Professor Harberger:

I am in so01e respects a product of the University of Chicago
since I took a PK.D. there in 1954. Last year I came back to the
U.S. to join the World Bank and a few weeks ago I have been asked
to establish a Research Center in the Bnk. The attached notes
provide a broad idea of our plans for this Center. I would like
to ask your advice regarding recruitment and research prograns.

George Tolley, whom I saw last Monday, indicated to me that
the four top Ph.D. students this year were probably A. Razin, Clqyne
Pope, T. Onitsuka and Kul Bhatia; I have written to them to inquire
about their reactions. George also mentioned to me that L. Sjastaad
might be interested and I send you a copy of 1r letter to him.

When I passed in MIT a couple of weeks ago, I saw Hagen,
Rosenstein and Eckaus who informed me about their plans regarding
a study of inflation in Latin America (see copy of my memorand=u
to Friedman attached). In view of your expertise on this subject,
I would like to have your reactions to this specific proposal.

It would be easier to receive orally your suggestions as to
possible candidates for the Center and your advice regarding our
role in the MIT study. I will therefore be in touch with you by
phone next week to discuss these matters.

Looking forward to your reactions.

Yours sincerely,

Louis M. Goreux
Director

Basic Research Center

Attachments

LMGoreux/gah


