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FROM: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
~r. Bela Balassa 

Donald B. Keesing I) fi )(_ 

DATE: March 13, 1979 

SUBJECT: Draft Report of External Research Panel on Industrialization and Trade 

1. I find myself very much in agreement with most of the External 
Panel's draft, in its semi-final form, and I think it is already excellent. 

2. The first chapter is particularly extraordinary in quality in 
everything it treats. The one omission that I sense is that too little 
attention is paid to the limitations inherent in existing Bank rules of 
staffing and organization. The nonavailability of senior level (M level 
and over) staffing slots for new appointments in DPS, and the rigidities 
in the existing supply of slots, table of organization, and hiring rules, 
are likely to make it impossible for the Bank to do what is reconnnended 
in the second chapter. I would like to see a few words to the effect 
that some Bank researchers feel strongly that the Bank research effort is 
now limited by our recruiting and staffing and mationality rules together 
with staff slots so that one is dealing with a severely overconstrained 
system, not well designed for taking up new research tasks or shifting 
resources toward new priorities. 

3 . In Chapter II, assuming that slips in wording or proofing will 
be corrected, notably "low lost effort" on page 22, I find myself in at 
least rough agreement with the evaluation of past and present research as 
far as I know it. Thus, in the first 21 pages, my only significant 
disagreement comes from an intuition on my part that further research in 
some of the directions recommended on pages 22-26 will require further 
mining of the data turned up by earlier projects, notably the initial 
"Sources" project (RPO 671-32) and those that treat capital-labor substi
tution and scale economies. Particularly in regard to "Sources," I 
suspect that the potential applications have only begun, because the data 
contain a potential for defining and measuring efficiency and productivity 
gains, technical change, etc., in new ways. In this regard I would suggest 
that the draft ought to express at least some uncertainty as to whether new 
breakthroughs might come about in using the data being generated by these 
not-yet-complete projects, once the results become available and fall into 
a wider set of hands, particularly when these data are looked at as a 
possible input into further studies. 

4 . I would also associate myself with the general thrust of the 
reconnnendations concerning new research, although not with all the details 
and omissions in the discussions of these topics. Of the three, I most 
like what is said under "innovation, entrepreneurship, and technological 
change." The discussion of "internal policies and institutions" seems to 
me rather ill-defined as yet to fit the Panel's own rules as to what sort 
of research is likely to be successful in the Bank. This is all the more 
true since the general bias of the Bank, from Mr. McNamara down, is to 
prefer quantifiable questions and issues, where one can hope for a 
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numerical or numerically-based answer . 
made with some indication of what will 
in danger of bei ng taken lightly . 

March 13, 1979 

Unless the argument is convincingly 
be learned, the reconnnendation is 

5 . In the section on topics related to trade, it seems to me that the 
research described in the first paragraph on page 23 is not trade research 
alone but potentially involves s tudy of scale economies, choices of tech
nology, learning effects, interindustry relationships, other externalities, 
experience in building institutions, and effects of alternative policy 
regimes in generating efficiency, entrepreneurship, sound investment deci
sions, and desirable changes in human resources and technology. The study 
of these less industrialized economies could be grouped about as well under 
research on internal policies and institutions, if ~ot the other heading. 
Perhaps it belongs as a fourth focus of research, or perhaps it should be 
discussed in connection with all three groups of topics. Within this 
discussion, I am also not clear on the three-way distinction among countries 
"rich in natural resources, those which are just beginning their industriali
zation, and those which are extremely poor and have not yet started in 
developing manufacturing activities." These categories as described overlap 
the last two and are hardly different from one another. Perhaps countries 
rich in mineral wealth, those with substantial agricultural resources and 
light population density, and mineral poor countries that are already 
densely populated, would be a proper three-way distinction, with some 
further distinction in each category between those with large and small 
populations, perhaps even with explicit attention to islands and landlocked 
countries. Despite all these potential distinctions, all these economies 
would have in common a very modest level of industrial development as yet. 
To the extent that trade opportunities and policies are to be the focus 
in studying these economies, it may be very important to evaluate their 
opportunities, particularly in manufactures, in the context of broader 
research on what is happening to trade and industrial development in the 
more advanced developing countries, and in recent transitional countries 
such as Japan and Italy, while taking into account the effects and implica
tions of protection in industrialized countries. Surely the changing 
global trade picture must be analyzed as a whole to classify the opportu
nities of the less industrialized developing countries--and even then, it 
may be very difficult to evaluate whether Paraguay or Sierra Leonne or 
Nepal can eventually turn into a successful manufactures-exporting country, 
in terms of the supply and cost situation . 

6. Within trade, I find two major topics not sufficiently mentioned 
and one in which I disagree with the emphasis. In my judgment, studies of 
what is happening to trade as a whole, in countries at different levels of 
development, could be usefully undertaken on the basis of a combination of 
long-term historical series going back about twenty years, and projections 
forward for another twenty, with attention to changing market shares and 
systematic shifts in costs and comparative advantage, searching for the 
underlying forces and generalizations that might give a sound predictive 
handle for the future. As a second strand of trade research, I see a need 
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to study the impact in detail, and down to a country level, of particular 
protective devices used in the industrialized countries. This would have 
at least five purposes: to add to our knowledge of the processes involved; 
to furnish ammunition for getting rid of protection; to provide guidance 
for improving its design so as to reduce negative effects; to convince 
countries choosing trade policies not to overestimate the damage to be 
expected from the obstacles being created; and to provide an objective 
basis for their development strategies. Research in this area would be 
in some ways complementary to the Baldwin-Waelbroeck studies. Concerning 
trade among developing countries, I sense a need to analyze in some depth 
what is happening independently of regional arrangements. In my observa
tion there is already a large literature on regional arrangements but 
almost nothing on what is happening anyway, mainly outside these arrange
ments . Without this, the study of preferential agreements appears poorly 
grounded and fails to yield satisfactory fruit. Hence, I find one-sided 
the discussion of inter-LDC trade on the bottom of page 22. 

7. Some if not all of these points have probably already been 
considered by the Panel. I mention them in the hope that some may be 
helpful even though others may not be. Precisely because the draft is 
already so perceptive and well written, it is a pleasure to be associated 
with it even as a critic. My congratulations to the authors! 

cc: Mr. B. B. King, DEDDR 
Mr. L. Westphal, DEDND 



WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO· Mr. B. Balassa, DRCDR 

FROM: Dennis Anderson, DEDER @1>-. 
DATE March 13, 1979 

SUBJECT. Report of Research Panel on Industrialization and Trade - Further Comments 

Chapter II. Section 11.1 (d), p.7. This paragraph still hasn't 
taken into account the comments that Mariluz Cortes and I submitted to 
Mr. Bueno on February 22, 1979. The next draft might note more explicitly that 
a primary purpose of the first phase of the research is to develop methodologies. 
I still feel, further, that the Panel's comments on ''quality levels" are 
premature, given that we are still in the midst of the first phase, and were 
barely one-quarter of the way into it when we met Mr. Bueno. It is also perhaps 
incorrect to classify our research under the general heading of "Review of 
~ Research." 

cc: Messrs. King, Leiserson, Westphal, Mazumdar, Ms. Cortes (DED) 

DAnderson:krt 
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OFFICE MEMORANDUM 
External Review Panel on Research on Industrial 
Development and Trade 

DATE: March 14, 1979 

(through: Mr. S. Bery, VPD) 
Larry E. Westphal, DEDND I'\,~ 

:;U8JECT: Comments on Pinal Draft: Report on World Bank Research 
on Industry and Trade (pre-dated March 31, 1979) 

1. Since I have not said it formal l y in writing before , let me f irst 
t ake this occasion to say that I think the report is an excellent one . In 
particular, Chapter 1 contains a great deal of wisdom regarding nearly all 
relevant dimensions of research management within an organization like the 
Bank; whatever mix of priorities is finally decided upon, I am confident 
that researchers will benefit greatly from the availability within the Bank 
of this lucid and penetrating discussion . You have done us a great service 
in taking the time and care to spell out the various considerations with 
such clarity. 

2. Chapter 2 should prove equally valuable in future discussions of 
r esear ch on industry and trade. Especially to be welcomed is the clear 
articula tion of the Panel ' s recommenda tions regarding future research directions . 
I agree with the thrust of much of what is said, particularly insofar as it 
r epresents an evolution from the existing base of Bank research. Though it 
is doubtful that all of the recommendations will be accepted or implemented 
with the dispatch that the Panel might desire, the recommendations themselves 
should usefully help to focus future discussions within the Bank. 

3. I have two general comments and several specific ones on the present 
draf t. None of them should come as surprises, since I believe all of them have 
been made to you previously. Moreover, most of them are rather minor, in the 
sense that I could comfortably live with the draft as it now stands . In this 
respect, I wish t o convey my appreciation for the obvious diligence with which 
you have worked to accommodate comments on previous drafts. 

4. The more general comments follow: Firstly, taken in its entirety, 
Chapter 1 appears to me to lay blame roughly equally on researchers and on 
operational staff for the poor communicati ons between them . However, others 
may conclude differently from their readin g . In particular, the discussion 
starting on page 17 seems t o lay the blame almost entirely on the r esearchers. 
I would urge that the discussion at this point be softened a little, to 
r eiterate that, if nothing else, operations officers have been severely con
strained in their ability to communicate with researchers by the force of 
their other responsibilities, the point being that the failure is not for our 
l ack of trying. 

5. In turn, I s ti ll look i n va in for recognition tlIB t much of the research 
r ecommended to be "abandoned " has in fac t not yet 1'een completed through final 
documenta tion, or publication . Also missing is a strong, parallel recommenda
tion t hat it should so be comple t ed . I believe that I have s ever a l t imes made 
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- 2 - March 14, 1979 

this point in previous comments, asking for a strong s t a t ement of support by 
the Panel for completion of on- going research, along with an indication that 
the resources (and time) required are not minimal. In many cases, you have 
been able to read and absorb the content of our hastily written drafts, which 
for a more general audience desperately need to be polished. Moreover, a 
sizable volume of this research has not been completely written up. Statements 
along these lines could usefully be put in the summary that starts on page 26 
of Chapter 2. 

6. Various specific connnents follow; all of them pertain to Chapter 2. 

7. Page 4; I continue to object t o the statement "The research guided 
by the more ambitious general equilibrium conception (RPOs 670-07 and 671-09) 
has not yet added much to existing knowledge about the development process." 
I would again recall to you tha t there has barely been any research as yet 
under the latter RPO. 

8. I also think l egitimate issue can be t aken with the next statement, 
"Moreover, skepticism about its usefulness predominates within the operational 
staff." The only application of a CGE model in actual operational work in the 
Bank was the Dervis-Robinson model of Turkey, the perceived usefulness of which 
is attested to by its use in the preparation of various formal operational 
documents used in discussions with the Bank's .senior management, the Turkish 
government, and in presentations to the Bank's Executive Directors . The 
opera tional staff involved (which includes the regional Chief Economist), while 
sensitive to special features which may preclude replicability in other country 
situations , have highly praised the work, particularly the explicit concern of 
the researchers with relevance to questions of operational concern. Nonetheless, 
one should note a central intellectual issue which r emains unresolved, namely 
whether a model at a somewhat higher degree of aggregation might not have 
proved just as useful; surprisingly , the operational staff argue the negative. 
Finally, in regard to the quoted statement, it is proba bly mor e correct t o say_ 
that generalized skepticism predominates about the usefulness of any model, an 
attitude reflective of a general problem facing researchers who aim to test or 
otherwise show the oper ational usefulness of models . 

9. Page 20; with regard to the need for applications under process 
industry investment programming, you may wish to indicate that in this area, 
as in some others, extens ion services to application are required not only 
within the Bank but equally to member developing countries . While Bank 
opera tiona l s t aff should be capable of making use of such studies, it seems 
most likel y tha t the s tudi es t hemselves would generally be undertaken in the 
less developed countries. Indeed, the need to offer extension services to 
potent i a l pr ac ti t i oner s out side t he Bank is a central concern of Mr . Parikh 's 
detailed review of this resear ch . 

10 . Page 21; i t is v r y useful tha t you have now spelled out t he grounds 
for your skepticism r eg·., r dinr.; CGE economy- widC' mode l s . I ,,ould ma ke t1,'o 
ob serva t ions . Fir s t, t he unin f ormed reader may mis und er s tand tha t these 
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grounds apply as well t o the research on programming models for the non
process industries ; I doubt this implication is intended -- while the 
grounds are doubtless similar, they would be stated in different language. 
In turn, if the "cons" are to be spelled out, we would also appreciate the 
"pros" being enumerated at equal length, with more specific reference to 
the project in question. This is of cour se a matter for your discretion, 
but I nonetheless have asked Mr . Robinson to draft a paragraph of "pros" 
that might usefully accompany your statement of the "cons." He i s trans 
mitting it directly through Mr. Bery. 

11. Finally, I should probably comment on the skepticism regarding 
programming models for non-process industries; I don't believe I've commented 
on this before. I share the skepticism, but believe that the question remains 
very much open. Some day, under the appropriate circumstances and in relation 
to a carefully selected quasi- operational application, I would myself like to 
test the merits of this approach. (I do not consider that it has been tested 
heretofore, since t he work to-date has mostly been development work.) I have 
nonetheless not objected to the expression of skepticism, for the simple 
reason that in this particular case I do not believe the Panel's stat ement 
will have the same kind of potentially damning consequences that may arise in 
the case of CGE models. 

12. In closing, let me make clear how much I have appreciated discussions 
with all of you over the past nearly nine months . I have learned a great deal, 
and benefited both personally and professionally from the experience of your 
review. I have t he greatest admiration and respect for your insights and 
judgement , which are well reflected in the present draft . 

LEWestphal : mm 

cc: Messrs. H. B. Chenery, VPD 
B. B. King , DED 
A. Stoutjesdijk, DED 

\j!· Balassa, VPD 
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Report of Research Panel on Industrialization and Trade 

In general, the report is excellent. However, I still have 
problems with the discussion of the RPO's based on general equilibrium 
models. In chapter II, page 4, the following appears: "The research 
guided by the more ambitious general equilibrium conception (RPO ' s 670-07) 
and 671-79) has not yet added much to existing knowledge about the develop
ment process." The Sources II project, RPO 671-79, has only just started and 
it is hardly surprising that it has "not yet added much to existing know
l edge ... 11 One minor quibble on chapter II, page 4. The model to be 
appliec! in RPO 671-79 is still called a "multi-sector programming model." 
The term is misleading since the computable general equilibrium model is 
not a programming model. There is no overall welfare function being 
maximized and programming methods are not used, even as a solution algorithm. 

The discussion in chapter II, page 21, on general equilibrium 
models seems to me to emphasize the disadvantages with only a passing 
reference to the advantages. To give an idea of what bothers me, I would 
like t o offer the following paragraph which would replace paragraph 2 on 
page 21 (beginning "It may be useful .•• ") 

"General equilibrium models have obvious and important attractions 
as instruments of economy-wide economic analysis. They have the advantage 
of making explicit the interconnections among economic activities and the 
complex and not always immediately obvious relations between prices and 
quantities. The growing body of work with computable general equilibrium 
mode ls, both in the Bank and elsewhere, indicates that they provide possibly 
the best framework available for exploring the economy-wide impact of policies 
which work through the price system. In particular, the Sources II project 
(RPO 671-79), which has only just started, will have as one focus the 
testing of this new me thodology to see how well such models can replicate 
the historica l experience of two or three countries. The models will focus 
on the impact of trade strategies including policy instrument s such as 
tariffs , quotas, subsidies and the exchange rate. While such an exercise 

· in historical analysis has never been done with a planning model before, 
prelimina ry work with a model of Turkey indicates that the approach may 
well be a very rewarding way to explore the relationship between development 
strat egies and r esulting growth and s tructural change. It is, however, still 
much too early to make any firm judgement about how useful such models might 
be in this context. 

While the panel r ecognizes the advantages, a review of the past 
work with l arge- scale general equilibrium models indica tes two disadvantages 
which, in t he view of the panel, wei gh heavily against t hem .•• " 

cc. Mess rs. H. Chenery, VPD; B. King, DEDDR; 
A. Stoutjesdijk, DEDDR, \)! , Balassa, DRCDR 
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Thanks for the draft of the above. In general, I find 
it thoughtful, down-to-earth and sensible in its recommendations, 
both on the substantive content of proposed research and on the 
administrative arrangements. The ideas on improving dissemination 
and ensuring that research output does not run too far ahead of 
the Bank's capacity to absorb it are particularly welcome. The 
various reconnnendations are not, of course, fully worked out but 
I think they go far enough to enable us to consider and respond 
once the report is finalized. 

I have one cosmetic suggestion, namely, that both Chapters I 
and II contain a mixture of description, discussion, observation 
and recommendations on both research substance and organization. 
All of these are stimulating but it is a little difficult for the 
reader to decide which are the main recommendations. It will help 
the dissemination of this report if it could be accompanied by a 
short summary of the key recommendations in point form of a length 
not exceeding, say, two to three pages. 

One specific point on page 19 of Chapter I, para. (e), it 
is suggested that "innovative research within the Bank will require 
a strong commitment to protecting the time of research staff for the 
production of research". This gives the impression that researchers 
should be isolated at all times ; clearly while undertaking research 
staff need that protection but the thrust of the rest of the Chapter 
is that researchers, and research users, should integrate their work 
on research design and research application as much as possible, and 
indeed researchers should themselves, on occasion, work with the 
operating departments in applying their findings. This particular 
paragraph could be misinterpreted as endorsing an ivory tower approach 
which I am sure is not the authors' intention. 
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DATE : February 9, 1979 

SUBJECT: Review of the External Panel Draft Assessment 
of the SSEs Research Project 

Mr. Bueno points out that the preliminary analysis of the first 
Colombian survey shows that there are three areas where further thought is 
strongly required. These are: 

(a) factor productivity and specially in regards to the different 
~ombinations of capital and labor. 

(b) the overall question of technology selection, utilization and 
adaptation, as well as the learning process. 

(c) the overall ffect of economic policies on the development of SSEs. 

With respect to points (a) and (b), I think that it is correct 
that more thought is required. However, the preliminary analys-is of the first 
SSEs survey in Colombia may not reflect the relative importance given to these 
issues in the Colombian surveys. This shortcoming is due to the fact that the 
paper was written before the first survey was completed. We did not have time 
to analyze the technology module in which data about factor productivity was 
col+ected at the shop level. We hope that the analysis of this data will 
illuminate further point(a). The issues of differences in factor productivity 
among firms of different sizes will be studied further in the survey of firms 
in he food processing sectors. The decision to choose food processing for the 
second survey wa s partly based on the expectation that in this sector it will 
be methodologically easier than in the mechanical engineering sector to calculate 
factors productivity. 

With respect to technology selection and adaptation, the first survey 
in the mechanical engineering sector gave emphasis to the design capabil i ty of 
different firms (des i gn of products and machines) and the type and sources of 
equipment. The latter resulted so important tha t we decided to carry out a 
paralell survey of importers of secondhand equipment. This survey is now 
finished. Technological efforts at the plant level in the area of production 
process will receive special emphasis in the survey of food processors. The 
difference in emphasis in both surveys is related to the different nature of 
the technological efforts carried out by f irms in the mechanical engineering 
and food process ing sectors. In the Colombian study we are also giving importance 
to point (c). Once we have the results of the surveys, we intend to relate 
what we know at the micro level to some aspects at the macro level, including 
overall effect of economic policies on the development of SSEs. This pa rt of 
the study will be done in collaboration with Prof. Al Berry who has a very deep 
knowledge of the Colombian economy. 
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Mr. Bueno points out that the SSEs project lacks an "overall 
encompassing methodology.'.' He thinks that this situation could heavily 
affect further work. State:i in this form the lack of an "overall methodology" 
seems to be a basic shortcoming. However, there were important advantages 
in the decision to give each researcher freedom to pursue their own interests. 
It has to be remembered that this is an interdepartmental research project and 
people in different divisions have different areas of interest. It was agreed 
that all the surveys should analyze, to some extent, the working of the 
different markets in which SSEs participate (i.e., factor markets, credit 
markets, product markets, and technology markets). However, the emphasis given 
to the study of specific markets, and the methodology used to collect and 
analyze the information, had to reflect thP. interest of the researchers in charge 
of each country survey. Thus, the Colombian study (carried out within the 
Economics of Industry Division) gives ·more emphasis to technology issues, 
whereas, the studies of India and Philippines (carried out by the Employment and 
Rural Development Division) give emphasis to finance and labor markets. 

Once the advantage of the concept of "research unbrella" is accepted, 
the relevant questions are: a) how adequate are the methodologies used in the 
different studies, and b) how comparable will be the results of the different 
studies. It may be too early to answer these questions. However, with respect 
to the question about comparability, I think that the three surveys will have 
enough in common to permit us to draw a fairly complete picture of the conditions 
faced by SSEs in each of the markets in which they participate. This should be 
a good basis for structuring the secondphase of the project. In this second 
phase we can take Mr. Buena's recommendation of including a wider variety of 
countries in the study. 

Finally, Mr . Buena's summary of the objectives of the study are not 
correct. The trial surveys are not a mere attempt to define ways in which 
the information can be improved. 

MCortes:mm 
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OFFICE MEMORANDUM 
World Bank Panel on Industrialization and Trade DATE: February 8, 1979 

Larry E. Westphal, Chief-DEDND wJ 
Comments on Drafts as of Februar:r 8z 1979 

1. This memorandum serves mainly to transmit various items to you. 
First, though, I would note that you should have received my memorandum to 
Mr. Suman Bery dated January 30, 1979, with comments on the draft as of 
that date. By and large, the comments made in that memorandum still hold; 

.however, those labeled as pertaining to Chapter I now pertain Chapter II • 

2. Attached, in order, are the following: • 

. ' a) Xerox copies of Chapter I and II, giving comments in the 
form of marginal notations; 

b) Comments on various elements of Chapter III, in the form of 
memoranda from my staff who were asked to comment as they 
felt appropriate (note that not all elements of Chapter III 
are covered); 

c) An edited version of Mr. Parikh's section of Chapter III 
(see the paragraph below). 

3. As may be clear from my memorandum to Mr. Bery, we are quite 
unhappy with Mr. Parikh's section of Chapter III, for the reasons stated in 
that memorandum. What we have tried to do is edit his section only to correct 
factual errors. However, a comparison of the unedited with the edited version 
will undoubtedly show the latter to be somewhat more supportive of the research. 
This is because the edited version takes account of past work not mentioned by 
Mr. Parikh l:.:it which is in line with his recommendations for future work. I 
should note that even so edited we remain quite dissatisfied with this draft. 

4. Finally, having now had time to reflect on th~ draft report, I would 
offer the following additional general comments. As regards Chapter I, with 
minor exceptions, I feel this is an impressive and well reasoned statement of 
the factors that should be taken into account when assessing priorities for 
research within the Bank. It constitutes an excellent foundation for laying 
down principles of research management. However, the Chapter lacks a conclud
ing section summarizing its mai n points. Without it, the reader is left 
wondering at the end of the Chapter precisely what it is that he has learned; 
in fact he should have learned quite a lot, but it needs to be recalled to him. 

5. Chapter II is not as strong as Chapter I; it does not consistently 
carry through the themes enunciated in Chapter I. A general point: readers 
are in various places "invited" to read between the lines; I am not sure it 
is a good idea to permit readers to draw their own conclusions from vaguely 
phrased nuances. I continue to be quite upset with the way in which skepticism 

f 
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is expressed regarding general equilibrium approaches; in particular, the 
draft makes it appear that that this research is well underway, while this 
is simply not true, the project having barely began. I am also very con
cerned about all of section 3 of this Chapter, where I feel a number of 
important supplementary points are not clearly made or are totally omitted. 
For example, where application of past research is called for, much could 
be said regarding how such application should proceed, which could lend 
further support to the recommendation. I do not think this section is as 
supporting to the researchers now in the Bank as you might wish it to be. 
I would be happy to discuss this aspect point by point. - · 

6·. Finally, Chapter III is exceedingly weak. I suspect that it is 
largely the writing that is at fault, and expect that it will take con
siderable effort to ~chieve an exposition which would properly reflect the 
Panel's work and understanding, with which I have been very impressed in 
oral discussion. 

LEWestphal:mm 

cc: Messrs. B. Balassa, DRC 
S. Bery, VPD · 

Attachments 
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CHAPTER I 

GENERAL [S SUES 

The general quality of research in the field of industry and 

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

both to university research and to research activities of non

university organizations, including organizations connected 

with the UN system. Thus, the basic problem of research within 

the Bank in this field is usually not the quality of resea r ch 

but rather the type of research produced by the Bank and the use 

of research within the Bank. 

When addressing the issue of Bank research in this field, it is 

important to remember that "research", as defined by the Bank, 

is only a small fraction of general analytical work going on 

in the Bank, and that research on industry and trade is only a 

small part of the total research effort. Broadly speaking, 

analytical work of various kinds - including the assessment of 

economic trends and policies in various countries, sectors and 

markets - comprise approximately 1/6 of the administration budget 

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

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

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

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

report. 
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LL i.::; uscl11l t,J sLart the Ji::;cussiun i.11 the report wi.Lh somf:! 

general princip les that may be app l i ed when planning research 

activities within the Bank; in particular we shall t ake up the 

i.ssues of the reasons for Bank research and the audience of the 

resear ch. We shall t hereafter make som suggestions as co how 

the efficiency of various research activities of the Bank -

import, produc ti on and application of researc h - may be improved. 

In tht:! final section 0 f the chapter , the impli ca ti ons for Bank 

research of alternative strategies for economic development are 

considered. Against the background of the discussion in this 

chapter we shall, in Chapter II, give a general review and 

evaluation of Bank research on industrialization and trade, as 

well as some recommendations about future research priorities 

of the Bank in this field . More detailed discussions on these 

issues are presented in Chapter III, where the previous and 

present research of the Bank on industry and trade are classified 

into six main areas. 

I: 1 Bank research - why and for whom? 

An important point of departure when assessing Bank research 

is why the Bank is, a nd should be, engaged in research, and 

who the audience of Bank research i s supposed to be. A hint on 

these issues is provided by a formulation in our terms of 

reference according to which the research objectives of the 

If 
Bank include the task to support a ll aspects of Bank operations 

11 and "to broaden our understanding of the deve lopment pro

cess". Thus, the audience of Bank research shou ld, according 

to these s tatements, be both Bank representa t ives who are respon

sible fo r general policy i ssues and s taff members who are engaged 

in more narrowly de fined Bank operations. However, it is obvi ous 

- ) 
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tlwt Bank re sea rch may be of great relevance also for people 

uu ts iJc the Bank. In fac.:t, the Bank h..is regarJ~J it ..is a duty 

bo th to s timula te research i n the les s developed countries, and 

t o proJuce research knowledge fo r people ou ts ide the Bank , includ

ing the "eoaununity of sc~olacs" a r ound the world Ln t he fie ld 

of development economics. In addition, r esearch 1s stimulated 

1n thes e countries when the Bank fulf ills its advisary r ol e . 

But be fore l ooking into the implications for t he resear ch 

policy of the Bank of the needs t o support Bank operations, 

and to stimulate re sear ch in the less developed countries , it 

1s interesting to explore the implica tions for Bank research 

of its comparative advantage as a resear ch unit, neglecting 

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

to be performed. By applying the notion of comparative advan

tage we could conceive of a "ranking lis t" of rese arch areas 

in terms of falling relative advantage of the Bank as a producer 

of research - a list to be " cu t off" at the point where the 

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

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

policy advising activities, a particularly good l ocation ? 

It would seem that this appraoch to the issue of r esearch priori ties 

would follow from a research philosophy according to which the 

Bank, in the most efficient way possible, tries to contribute 

to the accumulation of research knowledge in the wor ld as a whole . 

Thus, the Bank would be regarded as a producer of "public goods" 

in the form of scholarly knowledge 1n the field of developmen t 

economic s. The choice of research priorities of the 

Bank would then be determined solely by the Bank's ability t o 

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

research knowledge. 
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On till! b.is is o( tl1is approach, the f ollowing aspec ts of Bank 

rese arch seem to be particularly relevant : 

(a) The research of the Bank shoul<l concentrate on fields 

where particularly competent researchers are available within 

the Bank, or (in a longer perspective) can be hired by the Bank. 

(b) Bank research should exploit the skills and information that 

are acquire<l within the Bank in its operational activities as a 

lender and adviser. 

(c) The Bank should concentrate on large projects and projects 

where a continuity of research effort is important. 

(d) The Bank should exploit its information and understanding 

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

comparative studies of national economies. 

(e) The Bank should try to produce statistical data and other 

information, where such information is more readily (cheaply) 

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

somewhat controversial issue if this should be called "research". ) 

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

the same kind of research as it has successfully nursued so far 

(assuming that leading researchers within the Bank are not likely 

to leave), but also that it moves into areas that are suitable 

for highly competent researchers who can be hired by the Bank. 

In fact, the choice of the Bank's research topics will probably 

always reflect the interests and background of "dominating" 

researchers in the Bank. This has c ertainly been the case in 

) 
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its - pr1..-vi. ,,u::; rese arch activit i. e::; , as i.llu::;tr.ite<l by the research 

on trade policy incentives, with an emphasis on effective pr otec

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

pa tterns anJ sources of growth ( the field of Hollis Chenery, Don -
Ke~::; i.ng .:inJ oche rs ) , and investment programming and the range of 

technical choice (the fields of Ardy Stoutjesdijk and Larry Westphal). 

In fact, a good forecast could have been made some years ago 

about the "revealed" research priorities of the Bank during 

recent years simply by looking at the "background" of the econ

omists who had already been hired by the Bank! 

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

ing outside scholars and in making researhc in circumstances 

where there has not been strong leadership exerted from research

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

"outsiders" have usually not succeeded as well as proj ects 

dominated by leading researchers permanently employed by the 

Bank . Perhaps open competition when choosing outside researchers 

could, in some cases, improve the quality of such research. In 
~ 

this connection we would recommend the Bank to ,<void running into 

a straightjacket in subjecting the appointment of re ::;earchers 

to nationality criteria. The experience of often international 

organizations points to the dangers of such practice::; . 

Aspect (b) suggests research in fields where knowledge is 

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

to the operating and the policy advice activities of the Bank. 

In fact, the Bank offers to researchers the incentive to work 

in fields close co policy formulation and implementation, which 

makes the Bank a natural place for policy-oriented research . 
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One exumple i s r esearc..:h ,in investment project ev.'.lluation . 

Stud i ~s 0f investment projects that a r e relevant fo r severa l 

countri es a t the same time may be particularly suitable for 

the Bnnk , as compared to other (usua lly national ) o rg.'.lnizations . 

Another example of a field where knowledge that is useful for 

rese a r ch activities t s acquired by Bank operat i ons is probably 

studies of goverrunent poli.c-ies a nd regulations. And a third quite 

related l;!Xumple i s studies of inst itutions and incentive sys tems i n 

markets for produc t s , services, credit and labor - and the con

sequences of these c ircumstances for rates and patterns of 

economic development . 

Considerable research capacity has in fact already been built 

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

efforts on i nvest1,1ent programming and trade policy incentives 

have already been mentioned . However, a potentia l fo r research 

on institutional and policy-oriented pr oblems has also been 

acquired by way of various research efforts of the Bank 1n a 

large number of countries, with different institutional arrange

ment and policies. A modes t start of studies of this kind has 

also been made in sec t or reviews and studies of small-scale 

! enterpris es , state enterprises and financial intennidiaries , 

for instance within the Industrial and Finance Division (IFD) . 

Ongoing analytical work within the Bank on trends and problems 

on international markets and on national economies could also be 

a foundation for more systematic resear ch efforts within the 

Bank. 

\ 
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Aspt::!ct (d woulJ suggest a lieavy empl1as i s on large projt!t:ts 

and resea r ch activities where "updating" and "follow-up" 

research i s important. 

Aspect (J) is a recommenJac ion about the mode of ~a rrying out 

rese.irch rather than about a research a r ea (o r "prob lem area"). 

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

operations, refer t o a grea t number of diffe rent countries is 

a strong reason why the Bank shou ld have a comparative advantage 

in comp a rative s tudies. 

Aspect (e) finally , wou ld suggest a shi f t in Bank research activities 

to more collection, processing and publishing of data that comes 

out "naturally" from the operational activities of the Bank. 

However , to make this activity a main task of the Bank - i.e. 

to turn the Bank into a dominant "data bank" in the developmen t 

field - would require truly enormous re sources. We know how 

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

same thing for about 100 countries would therefore require a formi

dable effort. It may theref ore be reasonable t o limit demands on 

the Bank in this field co cake a grea ter res ponsibility for the 

data which it actually collects and uses i n its own research and 

surveys, and co make these data available for ou t siders t o a 

large extent. It may be noticed that thi s is not an issue only 

about publication of research results, but also about improving 

and controlling the quality of data, which may very well be 

rega rded as a "research task". However, resource constraints 

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

co the collection , improving , controlling , processing and publi

cati on of da ta. 
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A r a ther s pe c ial r eason why the World Bank may have a co~para-

tive auvuntage relative t o univers ities i.11 research activi.ties 

such as (b) -(d) is that these activities, co be efficient, 

often require a rather strong and permanent research organiza

tion, which the social science departments of universities 

often <lo not have. 

A strict adherence to the principle of " comparative advantage" 

in the production of research would imply that types of research 

knowledge which are not effectively produced by the Bank 

regardless of how important they are for Bank operations -

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

obvious, however, that such a "compara tive advantage" approach 

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

strategies. 

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

operations cannot always be satisfied by importing research results 

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

the production of research knowledge). One reason is the speci

ricity or required knowledge, anutntr i ::. tl1c:: lci.~k uf intei:-c::a;.: 

outside the Bank for certain t ypes of research knowledge that the 

Bank needs (demands). Thus, in o rder t o satisfy its own needs 

for research knowledge, 't he Bank certainly has to make researc h 

that is particularly useful for operating Bank needs, and that 

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

also a r o le as/residual lier of research in s ome fields. 

- ~ 
What would be the concrete consequences of following this 

principle rather than the principle of comparative advantage 

in pr oduc ti on? In the light of the activities of the Bank as 

a lender, i nvestor and policy advise r - and consider i ng the often 
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hi ghl y distorted 

re lac i ve prices in many LDCs - the heavy emphasis on studies by 

the Bank of effective prote~tion a nd domestic res ource costs 

coul<l cercainly be <lefen<le<l on t i~ basis of the principle of 

"residual supplier of research". In fact, it would seem that 

these studies have been regarded as particularly useful by 

ope rations people, though some complaint comes out t o the 

effect that the techniques may have been somewhat "overelabo

rated" for the purpose of Bank operations. 

Anocher inference of the princip le of "residual supp lier of 

research" is probably that it motivates research concerning 

large investment projects (in particular where the Bank is 

involved as a lender), including analyses of the externalities 

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

and the linkages between sectors. The research within the Bank 

on investment planning and programming is an example of this 

type of research for which an important point of contact seems 

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

appear, however , that the operational staff of the Bank, par

ticularly in the regional offices, has usually not found the 

research done in this field very helpful. 

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

residual supplier of research" motivates studies also concerning 

problems about which Bank research has not so far been strongly 

involved, but which in our judgement ref lec t severe bot tlenecks 

for economic development in many LDCs. This br ings us back to 

a recunun1=udat.i.on of some research that earlier was motivated by 
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"the comparative a<lvantage p rinc i.p le", i..e. r esearch on ( l ) com

parative government pol icies and regulations. (2) institutions, 

a nd (3) incentive regimes not on ly in product markets (where the 

Bank has Jone conside r ab le r esearch e ff orts) but also in 

factor markets. The argument for more research eff orts on the 

roles of institutions is probably particularly strong if 

the Bank would choose to concentrate research more than earlier 

on the least <leveloped LDCs , anJ un the consequenc~s of 

industrialization for the least favored group within individual 

countries. 

Thus , the residual supply of r esearch appcoach and the 

comparative advantage approach both seem to imply a strong 

emphasis on studies of the consequences of alternative 

institutional arrangements, government policies and incentive regimec . 

The reason is that both approaches to research are based on the 

assumption that research should be related to the fields of 

Bank operations - either because the Bank acquires s pecial com

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

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

not easily imported). A rather special reason why the Bank 

may be a suitable place for institutional research, relative 

l to university institutions, is that institutional research so 

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

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

academic status ranking sys tem? 

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

why more research of these types are i mportant and how they 

may be condu cted . 
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A sel'.ond rl':.1so11 wh y Bank resl•arcll cannot be basl't.l onl y on 

the principle of comparative advantage in the production of 

research is that there are important "externalities" of 

having researchers within an organization. For instance, in 

many cases res l.!arch done wi chin the Bank 

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

research done elsewhere in the same field. 

~oreover, the only efficient way of making practitioners in an 

organization aware of what researchers outside the organization 

are doing is probably to have a number of researchers within their 

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

It may also be argued that the general; 

', level of sophistication of an organization, for instance 1.n 

the field of policy advising and economic surveying, is 

influenced by the general quality of the researchers 

within the organization. The presence of good researchers, 

like competent people in general, helps to set standards of 

performance within an organization, which is particularly important 

in one that, like the Bank, performs the role of policy adviser. 

Moreover , the reputation of the Bank as an institution of high 

competence may be boosted by a high research capacity. Such a 

reputation may help the Bank to hire talented people in general, 

and hence improve the possibilities of the Bank to work effi-

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

tive. 

In other words, the research of the Bank should not be sub

ordinate only to the ( relative) efficiency of the Bank as a 
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producer of the research, or to the immediate demands of the 

operating units of the Bank, hut also t o long-run considerations 

of the general competence of the Bank in various respects. In 

particular, it is importnat to stimula te the capac ity of the Bank 

t o translate puli cy ubjl:!ctivcs i.nto instruments and actions . An 

application of chis principle s uggests that the Bank should 

buil<l up research competence iu many fi~lds where it operates -

for the purpose of raising the ~eneral level of sophistication 

within the Bank. 

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

the "externalities" of its resarch on the research potential 

of the LDCs. The adherence to this principle is an argument 

for choosing fields of research that are of interest for scholars 

and research institutions in the LDCs, perhaps in parti cular 

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

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

the most ccmpetent researcher for a specific project, and that 

the Bank will be criticized for "distorting" research in the 

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

1n general on this issue, except that LDC researchers should 

be included co a considerable extent, though the quality of 

the research, 1n our judgement, is an overriding task which 

should not be jeopardized. 

Thus, our discussion suggests four different principles for 

the choice of research topics in the Bank: 

(a) a comparative advan tage approach; 

(b) a n ambition to function as a residue! supplier of research; 

(c) an attempt to create externalities within the Bank 10 the 

form of "sophistication" among Bank staff; and 

) 
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(d ) ; 111 ;11nh i ti. ,,11 to help generate r e s e an.: h knowlcJge .. md 

research capacity in the LDCs. 

In reality, it would appear that all these four principles 

for t·esearcll Jo prev~il wi t hin t he Bank . For i.ns tance, pas t 

Bank research has certainly been addressed both to the community 

of scholars outside the Bank and co staff members who are 

responsible for policy advising and lending within the Bank -

in proportions that we cannot really pin down. Controversies over 

research strategies within the Bank probably often derive just 

from the different weights that various staff members put on these 

various principles . Disappointments over the research activities 

of the Bank are bound to be felt by those who evaluate the 

research efforts of the Bank on the basis of one of these 

principles only. 

It would seem that the management of the Bank should clarify, 

to itself as well as to others, which of these principles 

(motives), or possibly others, that should be emphasized. A 

similar attempt has, of course, been made by us. 

Also the procedure of the research within the Bank s hould to 

some extent be influenced by the principles (motives) that 

govern Bank research. If the Bank is simply trying to make the 

best possible contribution to the research knowledge of the 

world, a rather concentrated research portfolio is suggested. 

It i s then also important to al l ow a very broad f reedom for the 

researchers to choose topics themselves, and hence "to do 

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

in hiring competent s cho lars , t he sma ller the need fo r s tri c t-
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ly formal o rganizations and bureaucra tic administration of 

research within the Bank. 

On the other hand , if t he Bank fol l ows the " residual supply 

of resear ch strategy", it is necessary to see to it , by way of 

organizing and monitoring research, that the resear ch becomes 

"relevan t" for the operations in the Bank. A mor e dispersed 

research por t folio wo.lld then probably follow than by adhering 

s trict ly to the principle of comparative advantages in the 

production of research. 

If instead a heavy emphasis is put on t he idea of creating 

"high sophistication" among the Bank staff in general, an even more 

dispersed research portfolio would prohably follow, perhaps with 

some risk of not achieving th!:! " c ritical mass" of res ources 

that is necessary for a breakthrough on the international 

research frontier. Thus, this research principle comes into 

some conflict with the others, in part icular with t he prin-

ciple of comparative advantage, because of re turns to scale 

in research . 

Finally, if a high priority 1s given to the amb i t ion t o improve the 

research capacity in the LDCs, participation of researchers from 

the LDCs becomes a crucial criterion in the design of research 

projects. Research would then often have to be organized as 

joint ventures, with a rat her concentra t ed research portfolio 

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

) 

incentive regimes illustrate tha t this can successfully be 

done . ) 

/ 
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I . . , H,1w Lu make i.mpor-t, pt·nduc:t i. 0 11 and di. sscmin;tti o n of 

research more effective ? 

It may be useful, when di scus sing the role of research within 

the Bank, to make a distinction between import, production 

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

related activities are pursued in an efficient way . How 

that may be achieved is the topic of this section. 

Imeorr_of_research_knowledge 

The issue of the appropriate use of research within the Bank 

refers co research knowledge in general rather than only to 

research knowledge that is produced by the Bank itself. The 

bulk of research knowledge that is potentially useful within 

the Bank will always be produced outside the Bank. We 

therefore suggest that the Bank strengthens its capacity to 

import research knowledge in a systematic way. One of the 

most efficient ways of doing this is probably to place people 

with a research background in operating positions in various 

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

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

by the operating staff . This can be achieved in s everal 

different ways: people outside the Bank with a res ea rch 

background may be hired to operation positions in the Bank; 

researchers of the Bank may move over permanently to operating 

positions; and researchers of the Bank may take operating 

positi ons temporarily ( for ins tance one or a f ew years) . 
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In f ac e, the biggest import of r e sea r c h knowledge probabl y 

occurs when someone with a background as researcher is hired 

by t he bank a s r esearcher or operating officer; knowledge 

is often most effectivel y imported "in the heads" of people 

already wh en they are employed, rather than by reading resea rch 

documents or doing research later on. 

Research knowledge may of course also be impor ted by way of 

consultants . If the Bank is anxious that research which is 

financed by the organization is highly relevant for Bank operations, 

i.e. if a heavy emphasis 1s put on the principle of "the resid-

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

the most outstanding consultants who are available, but also 

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

affiliated ''outside" researchers. These could then acquire 

some knowledge about the use, and usefulness, of research with-

in the Bank. It also becomes important to choose consultants 

that are able to communicate with bank staff members. How-

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

research, we advise that this network of consultants include 

scholars with dif ferent "philosophical outlook", skills and 

methodological preferences. 

Another obvious way of importing research is to commission 

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

the afts" papers, an issue to be discussed in connection 

with the problem of "dissemination of research" (p. 19) . 
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L'rouu1.:ti u 11 uf rt:!Sl:!..!rd1 ----------------------
The most important aspect on the production of good research 

i s, of course, to have highly competent researchers both within 

the Bank and as consultants. If the Bank, as we s uggest, shifts 

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

fore crucial that the Bank hires outstanding specialists in 

fields relevant for such research. What this means in concrete 

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

standing is that the best research is usually done by scholars 

with a strong theoretical and methodological background in a 

broad field of research . Suppose for instance tha t the Bank 

is going to study problems of incentives and "imperfections" 

in factor markets, or alternative institutions and government 

policies and the consequences of these for rates and patterns 

of growth. What is then required is~ mainly narrowly 

defined specialists on policies and institutions in specific 

markets and countries, but rather outstanding scholars in fields 

such as industrial organization ( including the issue of com

petition and entry) , technical development, 

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

as we believe, should analyze "success stories" and "failure 

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

hiring some scholars with high competence on the analysis of 

economic systems and modern economic history. When research on 

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

is important to use scholars with some dispersion of "philosophical" 

outlook on the issue of economic deve lopment. 
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It is possible that research in these "new" fields sometimes would 

gain on applying rather inter-disciplinary knowledge and 

methodology. Examples of such fields are resear ch about 

entrepreneuship, innovation and technological development. 

For an important question in these 

fields is under what general condi tions (pol i cies, institutions. 

systems of incentives and perhaps also cultural characteristics ) 

entrepreneurship, technological advance and innovations are 

likely to flourish. Studies of the determinants of "work 

ethic" is another t opic that may require rather broad inter

disciplinary knowledge and methods of analysis . 

It is well known, however, that intP.r-disciplinary studie s are 

extremely difficult to pursue successfully. It is in fact 

difficult to give examples of good interdisciplinary work by 

groups of scholars from different disciplines. Perhaps the most 

efficient way to integrate knowledge from different fields "simply" 

is to let the integration take place "in the head" of the 

individual scholar. This would mean that some economists with 

some interests and competence also outside the field of tech-

nical economics should perhaps be hired, for instance econo-

mists with some knowledge in economic history, political science, 

socio logy or technology. An alternative is, of course, to -----bring i n such competence into a project by way of consultants . 

Joint ventures of scholars from several different fields is 

theoretically an attractive way to make inter-disciplinary 

work, though in practice very difficult to implement in a 

fruitful way. 



19 

Tlll!rl.! 1s also a strong c;.ist! fol" th!:! cst:.il> l isltment u f some 

minor research units within the opera tions units, such as 

within the regional office s . These units could in fact func

tion as vehicles for app l i.t.:ations of research me tho<ls that 

have been developed within the Bank. 

Dissemination_of_research_knowle~e 

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

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

the issue of the processes of "dissemination" and "assimilation" 

of research within the Bank. When discussing this problem, it 

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

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

/ 

actual 

rather 

information to operating people and policy advisers, but 

to spread around a certain way of looking at things. 

The importance of the issue of dissemination and assimilation 

is underlined by the fact that one of the most striking 

findings of our interviews among people in the Bank is the 

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

researchers and operating officers . This is nothing peculiar 

for the World Bank, however. Researchers within an organization 

that deals with "practical affairs" will probably always be 

somewhat of an "academic enclave" of that organization. 

Research is a full-time, highly specialized job , 

which has to be protected to a large extent from demands of 

practical and administrative duties. The enclave character 

of a research unit helps to give such a protection, and thus 
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help::; tu create th~ "cornmuni ty of sd10 lars" in which high

quality research can be generated. In fact, if an organization 

like the Bank wants to acquire and keep competent researchers, 

it is necessary t n let them "<lo their own thing" to a large 

extent, without too many disturbances from other activities 

within the organization. 

Another reason for tension between researchers and operating 

staff is that researchers are usually concerned with a much 

longer time perspective than operating officers. The pro

duction period of research is, moreover, often so long that 

when results do emerge, operating people may have lost 

interest in the question . And sometimes the empirical data 

which are used in research projects may no longer reflect 

existing conditions. (To some extent the studies of effective 

protection and domestic resources costs, have suffered from 

this dilenma.) 

~-fore over, whereas re-

\ searchers are usually interested in the accumulation of gener

alized knowledge, operating people are more interested in 

drawing on knowledge, in particular on rather specific ''knowl

edge about time and place". The researcher often regards the 

search for the latter type of knowledge as "information gather

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

frequently disappointed by research results because these do 

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

unambiguous conclusions about immediately relevant operating and 

policy issues. 



Besides, many operating offi ce rs are not aware of, interested 

in, ,n· abll! tu absorb result s ul re s earl'it o r rar ;1di gms s upplied 

by the researchers . In fact, usually they canno t possibly know 

1n advance the type of resear ch t hat could help them in t heir 

work. 

Thus, for good research to be made, rese a rchers s hould not, 1n 

our views, only do the things that are immediately relevant to 

operating officers, or which these think is immediately relevant. 

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

if researchers were better informed about the usefu lness of 

research knowledge among operating people, and if researchers 

could connnunicate more effectively with operating officers. 

Unfortunately, there is no easy way out of the conflicting 

· eas about "enclave research" (free from disturbances ) on the 

hand and strong interaction between researchers and operat

ing people on the other hand. We have to be satisf i ed with 

"uneasy" compromises between these conflicting objectives. 

Keeping this in mind, several reforms suggest themselves. 

(1) That the researchers write, and circulate within the Bank, 

popularly written reports on research - concerning resear ch pro

duced both inside and outs ide the Bank. To the extent that the 

reports summarize "outside research", the processes of import and 

dissemination are of course combined. In some cases it may be 

a good idea t o ask outside consultants,rather than researchers 

inside the Bank,to make the survey s. However, when outs ide r esearch 

resu l ts and paradigms are sunnnari zed , it is probably i mportant 

that not only outstanding "academic" contribut ion s are s unma-

rized. It may also be usefu l t o try t o fi nd out what t ypes of 

research that have been s uccessful ly used in o t her "opera t ing" 

o r gani zations. 
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(2) That j0int seminars are o rganized by researchers and 

operating people - preferably at some distance f r om Wash ington 

(with disconnected telephones!) to make undisturbed discussions 

possible. 

(3) That more circulation of people between research and operat-

ing activities is brought about. "Sabbatical" leave for research, 

within or outside the Bank,for the operational staff may be one method 

of achieving this. Such circulation may be difficult to achieve in the 

field of methodological and highly t echnical (model-oriented) 

research, where the rate of skill deprec i a tion is ofte n very hiRh. 

However, in more applied fields - where experience, empirical 

knowledge and common sense are important - c irculation may be 

both possible and highly useful. 

(4) That more systematic attempts are made among the research

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

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

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

ventures between researchers and opera ting people - certainly 

in operating activities, but sometimes perhaps also in the 

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

likely , however, that disseminati on of methodological knowledge is 

most efficiently achieved if researchers and operating people 

jointly apply suggested methodologies to concrete issues in 

the operating departments - in studies of projects, sectors, 

markets or c ount ries . Perhaps it would also be possible to 

induce operating people to make more research suggestions . 

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

drafting and planning new research projects might increase 

) 
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thl! p,>ssibi.litil!s uf operating u EEi. l:cr:; t o contribute t o the 

initiating and participating of research. 

(S) The s uggested researc h units within the operati on units 

(seep. 17) could probably also help the dissemination and 

assimilation of research results among the staff members of 

the operating units. 

(6) Moreover, the earlier suggested employment of peuple 

with research background in operating positions would not only 

facilitate the import of research knowledge to the Bank; it 

would also be a way of "disseminating" and "assimilating" research 

knowledge within the Bank from researchers to the operating 

officers. This is potentially important, as imported research 

may be more difficult to disseminate and assimilate than "in

house research". Both the suggestion to let researchers circu

late between research and operating positions,and the suggestion 

to recruit (more permanently) people with research background 

to operating positions means that some "bridges" would be 

built between research and operation activities. Thus, we 

suggest in fact that the Bank more systematically tries to 

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

ments. 

It is important to realize taat the limits of using more 

research knowledge within the Bank are probably determined more 

by the "absorptive capacity" of research among the operating 

people - limited time as well as limited ability and interest 

t o absorb research knowledge - than by the capacity of r esearch

e r s within the Bank to produce and summarize r e search . Th i s 
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nw.in::; t it.it a l.irgec volum~ u [ r e~ear d 1 within the B.ink ::;huul<l 

perhaps no t be expected to have much effect on t he operational 

side of the Bank, as long as the deficiencies of the systems of 

dissemination and assimilation of resear ch within the Bank have 

not been cemoved. 

I:J Implications for research of alternative strategies for 

economic development 

A major task of our report is to discuss future research priorities 

of the Bank 1n the field of industry and trade. An important 
l«-) 

background to such a discussion is both a specification of~what 

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

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

development are supposed to be in these countries. 

For instance, if we talk about countries with a strong emphasis 

on central planning, research on nationwide planning models, and 

empirical studies of the process of central planning in various 

countries, would probably be a top priority of research. It would 

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

tial elements of decentralization of i nformation, decisionmaking 

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

is of 3reat interest to study incentives and constraints on 

behavior at various levels in centrally planned systems. 

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

acquiring of res earch knowledge in this field is mos t likely that 

very few member countries of the Bank are centrally planned 

economies, t hough of course elements of it· exist everywhere, 

because of the great role of government d ecisionmaking in 
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economic m.:1ccers tn all co11nt ri. es of today. This means, of 

l'L>ursc, that the process of government Jecisionmaking ts an 

important area of research for all countries. 

(The macro mmlels that have heen tlevelope<l by the Bank for- entir-e 

economies, or- even for the who le war ld , should pr-obab ly E.£E. be 

regarded as tools of central planning, but rather as descriptive 

model or forecasting models.) 

A more modest version of planning woul<l be sectorial 

planning or- programming of investment decisions, for instance in 

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

(d irect) intersectorial linkages. Then it may also be possible 
C<.. 

to consider aspects which are not usually well ~ught, if at 

all, in conventional static microeconomic investment calcula-

tions. With this appr-oach, studies of investment planning 

in some sectors would be of rather high priority. It has in 

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

III:6), in the sense of " investment progranming" - mainly in 

cases where the optimum size of a firm is of about the same 

magnitude (or larger) than the entire national market. Another 

reason why sector planning models, or at least investment pro

gramming models, may be of interest is that in many countries, 

perhaps in particular in less developed countries, a number of 

infrastructure and process industries, for which investment pro

granuning models may be particularly useful, are in fact under 

l 
rather detailed central goverranent control. 

t) It is sometimes argued that investment studies 1n labor 

abundant economies should concentrate analytical work on labor

intensive types of investment. However, it is of course not less 

important for labor~abundant countries to economi ze with the 

scarce factor capital than co cr y co find labor-intensive projects. 
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It is i mportant to emphasize that microeconomi c investment 

pl.inning models o f chi:-; type, whic h are re.:illy t oo ls of manage

ment dec isiorunaking, are quite consi s tent with either a 

market-oriented or a centra lly planned macroeconomi c system. In 

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

been framed in the context of nationwide central planning 

models, but rather as means of exploring the r,nge of choice of 

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

capacity utilization, capital-labor s ubst itu~ion and technological 

change (section III:5) - a research field of great in t er est both 

in the case of centralized and decentralized versions of the 

development process . 

Research knowledge of patterns oi growth of production and trade 

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

importance - Ln particular perhaps for acquiring a broad under

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

centralized and more decentralized strategies of economic develop

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

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

which developments in individual countries can be judged. 

In mos t of the member countries of the Bank, the bulk of the 

development process is no doubt guided by decisions by decentral

ized units motivated by pr ofits and stimulated and constrained 

by markets . However, it is important co real i ze that the adher

ence to a pronounced decentralized strategy of economic develop

ment, in the context of a market economy, does not imply the 

absence of central policies and planning, but racher the reliance 

of different types of policy and planning operations than in c en

trally planned economies. Obvious examples, beside general 

monetary and budget policies, are institutional r e f orms and 

l 
/ 
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i.mµruvl.!m~nts 111 LIil.! syst.:um:; ,•l i11 cc11tivcs . l II c uu n L c i c:; o L 

chis t ype ic wou ld t herefore be o f int e r es t to find out how 

conduc ive alternative instihu~ional 
1~~ 

systems are for teleasing effici ent 

a rrangements and incent ive 

decentralized initiatives . 

While research on incentives in product markets , in particular 

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

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

canno t be s aid about r esearch on incentives and imperfections 

.k ~ ' ~ . ~ ~ ~:~ on factor markets and incentives for employees (households) . 

~ ~ ~ ::et:::f::m:::: ::rc:::;:n::,:::i::r:::u::.o:~;:;::s:n:a:::~i-

~~-~, bility i::eneral of the credit and capital markets, but also 
~ ,,Jt:

0

her structure of wage rates, the incentives and possibilities 

f l ~ \ labor to move , acquire skills, and advance. 

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

tance for economic development of institutional arrangements 

( the field covered by sec t ion III : 4) , though an increased inter

est in institutiona l factors can be detected 1n var ious r esearch 

efforts of the Bank in r ecent years. 

The only aspect ( "dimension" ) of deve lopment str ategies men

tioned so f ar has been types and degrees of centrali za t ion of 

economic decisionmaking, which of course is a dichotomy concern

ing the mode of organization rather than concerning the alloca

tion of resources . I n reality , the development st r a t egies of 

various countrie s differ of course with r espect t o the alloca

tion of resour ces as well . For instance, one important choice 
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LS between expo rt-o riented (outwarJ - luoking) anJ import 

subs titut ion- oriented ( inward-looking) s trategies of economi c 

development - a topi c highlighted by Bank r es earch on trade 

policy incentives and patterns of growth. 

Another important dichotomy is between strat eg i es that rely on 

the assumption that incomes and employment opportunities will 

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

lation , and strategies that more actively promote employment 

opportunities and income red istr ibuti on a t an early stage of 

economic deve lopment, which acco rding t o experience ( for instance 

South Korea and Taiwan) is not inconsistent with an export

orienLed and market-oriented strategy of economic development. 

A third dichotomy concerning resource allocation, f inally, is 

between count rie s that rely on a rather passive attitude to 

what particular consumer goods that are supplied to the domestic 

population, and strategies that rely more actively on the pro

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

In reality, the economic systems of t he LDCs which ar e member s 

of the World Bank are of course characterized by various combina

tions of centralized and decentralized decisionmaking, and with 

different strategies to employment creation, redistribution and 

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

this diversity concerning strategies of economic development. 

So should, of course, our recommendations as well . 



CHAPTER II 

PAST AND FUTURE RESEARCH ACTIVITIES 

ON INDUSTRY AND TRADE: A SUMMARY 

II:1 Review of Past Research 

2nd draft 

January 30, 1979 

Over the past years the World Bank has dedicated a 

considerable volume of resources to research on industry 

and trade in economic development. This research has explored 

a wide range of topics, a number of these in considerable 

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

research into six broad clusters. These are briefly described 

below. The several sections of chapter III provide more 

detailed descriptions of the research in each of the areas. 

One cluster of Bank projects has been concerned with 

incentive policies and development strategies; we also placed 

in this group studies on economic integration among develop

ing countries. Included here are RPOs 670-01 (Development 

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

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

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

Non-Traditional Exports) and, now under way, 671 -7 5 (Inter

national Trade Policy· for the Development of Bangladesh) , 

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

projects deal with the role of incentive systems in economic 

development, from both a theoretical and an empirical stand

point, and explore the resource-allocational1 growth, employ

ment and balance-o f - payments effects of various government 

policies, particularly of those aiming at import ?rotection, 

export promotion, and economic integration. Considerable use 

has been made of the concepts of effective protectio n and 
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domestic resource costs, appropriately improved in 

theoretical and computational terms. While the incentive 

structures have been analyzed in a number of different 

countries on a comparative basis, there have also been 

attempts to evaluate incentives on a firm-by-firm basis 

and to appraise the impact of protection at the level of 

the individual investment project. Most projects were 

completed successfully. The study on economies of scale 

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

the subject matter is complementary to the research done in 

the other projects . An evaluation of the Bangladesh study 

is not possible at this stage; completion is scheduled 

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

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

basic research on incentive regimes. The major findings of 

the research referred to in this cluster are of consider

able interest for policy- making purposes as they support 

the efficacy of promoting rather than protecting industries, 

and of avoiding discrimination against exports rather than 

overemphasizing import substitution, in spurring efficient 

and rapid economic growth . The conclusions and policy recom

mendations rest upon firm theoretical foundations and a sound 

factual basis . Moreover, they are timely, because reliance 

on and use of import controls by developing countries, com

bined with an array of additional government interventions 

in the domestic markets , still persist and guidelines for 

policy reforms are therefore needful. And finally, this 

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

staff, who is applying both the findings and the methodology 

in country economic reports, policy analyses and in-house 

estimates of incentives, let alone initiatives for additional 

research in this field . 

Another cluster of projects has been concerned with 

comparative advantage , trade patterns, an economic growth. 

These proJects include RPOs 670-07 (International Model), 

I 
I 
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670-19 (Expansion in Manufacturing for Exports in Developing 

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

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

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

Growth and Structural Change), and 671-79 (Sources of Growth 

and Productivity Change), and two non- RPO studies as well. 

The unifying theme is the objective of explaining the pattern 

of resource allocation within and between countries, economic 

growth, and changes in industrial and trade structures as a 

function of various country characteristics, including policies 

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

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

The failures are regrettably indeed, since the projects 

addressed the questions of how to shift manufacturing activities 

from developed to developing countries and of how to plan 

competitive export industries in the developing countries; 

information on these matters would have been an extremely 

important ingredient of any effort to shape rational industria

lization strategies. The projects differ greatly in their 

methodologies. Some of the projects involve modeling that is 

very simple or indeed primitive; others involve attempts to 

empirically implement a very complex general equilibrium 1 u ~ ~ -:: '7 ¢0d , 
methodology. In the view of the panel the most ~comprehensive 

( / ;j2 of the projects were those that employed and elaborated an 

~jr accounting framework based on sector-specific supply-demand 

g .~ ~ identities for analyzing the nature of modern industrial 

~ j;j ~·~lJgrowth. The projects that worked within a less formalized 

~~ ~v framework did not yield interesting conclusions. The research 
1 ~ , guided by the more ambitious general equilibrium conception 

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

produced sensible empirical results to an extent which could 

not have been obtained at lower cost from simple macro

economic formulations . ~ operational staff ~oes not attach 

a h~
1
t:clspe:f researc~~: : ~I ~~~J-:3> ~ - <,(c.P-i' 
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-!):,~ ~ o us that the Bank has a comparative advantage in this 

~;) ~ field. 

~~ 
C A third cluster of research has referred to export pro-- ---... -- motion policies in the developing countries and access to markets 

in the industrial countries. It included RPO projects 670-20 

(Industrialization and Trade Policies for the 1970 's ) , 670-21 

(Export Promotion and Preferences: A Case Study of India), 

/ 

671-35 (Export Incentiv es in Developing Countries), 671-5 6 

(Marketing Manufactured Exports), 671-66+6 7 (Effects of In

creased Imports of Manufactured Goods from Developing Countries 

in Western Europe and in the United States, respective l y) , 

and 671-68 (Key Institutions and the Expansion of Manufacturing s 
~,/ Exports). All but the first two projects ~~,:,~~~/1 under Q ~ ·way; five non-RPO analyses have also been ~d1. All of 

1 ~ ~ these projects aim at testi the hypothesis, prominent 

~ at e Bank, that .successful expansion and diversification 

of exports is a key characteristic of many recent development 

experiences . The research includes data compilations, s urveys 

of selected industries, _analyses of commodity markets , ana

lyses of problems of import restrictions by the developed 

countries o n the l e ss developed countries' manufactured ex

ports, c onsideration _of national policies a nd institutions 

for trade promotion in the developing countries, and analyses 

of the overall environment for the exports of the l ess developed 

countries. As was the case with the projects discussed in 

the paragraph above , the r esearch methodologies and styles 

of the p r ojects considered has differed widely . The more 

descriptive studies on selected industries prov ide a g reat 

) 
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deal of empirical information which , however, will be use-

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

RPO projects the one on India, while promising in itself 

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

disappointing from both the methodological and the policy 

analysis point of view . High praise deserves the project on 

industrialization and trade policies; it made an important 

contribution in documenting the impact on industrial coun-

tries of the manufactured export expansion by developing 

countries and it has stimulated further research on adjust-

ment problems in developed countries. Of great relevance 

to the operational staff and policy makers might turn out 

the ongoing project on export incentives in developing 

countries, which is designed to yield practical information 

for countries that contemplate t he effective promotion of 

export activities. The ongoing research on key institutions 

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

information on the marketing of exportables. The two ongoing 

projects on import market penetration in developed countries 

reflect a serious attempt for understanding the political 

economy of trade proteccionism; while the topic is important 

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

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

of conducting large-scale research in this field . 

Research in a fourth cluster relates to small enterprises, 

credit markets, and public enterprises. The ~rojectshere 

include RPOs 670-77 (Financing of Small-Scale Industries), 

671-59 (Small-Scale Enterprise Development), 671-69 (Capital 

Market Imperfections) , and 671-11 (Manufacturing Structure 

and Practices in Public Manufacturing Enterprises) , in 

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

these topics for the Bank's lending operations and advisory 

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

they are still at the conceptual stage. It is therefore 

difficult to provide for a definite evaluation of the 

research in this field. In contrast with the work on 

export promotion which proceeded under the presumption 

that the objective was clear enough and that the task was 

to find the appropriate instruments, these projects have 

faced much more uncertainty regarding what ought to be 

achieved. The difficulties for the researchers were com-

pounded by the fact that the existing literature is mainly 

descriptive rather than analytical~ While applauding the 

willingness to enter this important area, the panel recognizes 

that research on these topics is struggling towards appro

priate methodologies, but has not yet securely found many. 

We also notice that research on capital market imperfections 

and public enterprises put too much emphas is on the e xperienc 

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

the research done so far is good b y international s t andards, 

it is still below the quality levels achieved in the other 

areas reviewed in this report. It may be some time before 

the Bank develops the capability to do first rate studies 

of small-scale industries, credit markets and public enter

prises and their influence on development. 

Like the work on incentiv e regimes, trade patterns, and 

export promotion, and · unlike the research on small enterprises, 

credit markets, and public enterprises, Bank research on 

capital utilization, capital-labor substitut i on, and tech

nological change (the fifth cluster) ha s proceeded within 

well-defined methodol ogies and has tested concrete hypotheses. 

Included her e are the RPO ?rejects 670 - 54 (Employment 

and Capital-Labor Substitution ) , 670- 23 (Scope f or Capital

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

them are completed. Of three non- RPO studies two a r e 

completed as well. The policy thrust of the r esearch has 

been provided by the observation that labor is cheap and 

capital expensive in less developed countries relative to 

developed ones, t hat this ought to be reflected in use of 

more labor-intensive techniques, but while this has been 

happening to some degree it still is possible and desirable 

that the techniques employed be more frugal in use of 

capital. At the same time, it i s shown that despite the 

relative scarcity of capital in dev eloping countries, pro

ductive capacity is not used very intensively. Research 

has been concerned with market and other forces t hat explain 

the prevailing situation, and with policies t hat could 

improve the environment so the choi ce of technique could be 

made more appropriately, techniques used more efficiently, 

and appropriate adaptation and learning proceed more e ffect

ively. The panel finds the recent work exploring in great 

detail the scope of capital labor substitution in particular 

technologies important and illurn~~~g~~s~~}.n--~...eJ;~nt~~ · 
diminishing returns as a re~c~eav or./\.Th;-w~~ 6n 

appropri ate industrial technology, particularly the research 

on the design capabilities of domestic capital goods producers, 

is promising, and may lead to important fur ther r esearch. 

The sixth cluster of Bank research i s on investment 

programming and has many connections with research on the topic 

considered in the paragraph above, although the emphasis so far 

has been placed on optimization. The major project included 

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

The analytical wor k has been concerned with optimal pro

gramming of investment where there are significant economies 

of scale, or strong interdependence among manufacturing 

activities as for example the sharing of machiner y . Empirical 

s tudies have been done of both process and non- process 
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industries. The research has estimated the size of scale 

economies in certain process industries (which is important 

in some cases). Moreover, it has tested the utility and 

feasibility of using formal programming models in guiding 

investment decisions (with encouraging results). The research 

also has considered some of the implications of economies 

~ of scale and strong inter-activity interdependence for 

- i~Llftf; regional cooperat ion . By and large, the research has been 
- ,yvv-~ -rlj/,~ successfully carried out. It made a significant methodological 

Wfe w';f,d ~ ,contribution , it has the potential to improve the rationali ty 

~ ·~Ji> · of government decisions in developing large process industries, 

~~ and it may have been us~~ guiding Bank's ledning opera-

~ tions (provided ~ere available in time and could be 

understood by the operational staff). It is our impression 

that a stage has been reached where the methodology developed 

for process industries has to be disseminated effectively 

for application. 

II:2 Overall Evaluation 

The panel attempted to evaluate the research undertaken 

by the Bank along a range of dimensions, reflecting the 

multiple purposes of research at the Bank. Some of our 

criteria related to the Bank as a research producer and as 

a member of the scholarly research community . Here we at

tempted to assess the contribution of Bank research to the 

understanding of the economic development processes and 

policy issues relating thereto . What was the absolute quality 

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

extent did Bank research reflect its comparative advantages? 

To what extent did Bank research proceed in conscious aware

ness of the research that had been done and was going on 

elsewhere? Other criteria related to Bank research viewed 

as a contribution to the applied objectives of the Bank. How 
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useful has the research been in guiding Bank decision

making, either regarding lending operations or regarding 

policy advice? How useful has the research of the Bank 

been to policymakers in the less developed countries? What 

contribution has the Bank research program made to the 

building up of indigenous research capabilities within the 

less developed countries? 

Finally, we attempted to probe at the factors that 

seemed to explain why certain areas or styles of Bank 

research were more valuable or important than others . Were 

there certain styles of research that the Bank did well? 

Could one identify certain confluences of factors associated 

with particularly good and useful research, or poor and 

not- so- useful research? Were there certain distinguishing 

administrative arrangements associated with good and poor 

research? 

· /Pt) The several sections of chapter III go over these 

· -~~questions field by field . The panel noted significant 

~.~~ /f.~ differenc~s in the overall quality and relevance of Bank 

f:r'v J ~J f research in the different fields, and the more fine-grained 

: I ~~evaluations also differ from field to field . However, there 

~-(,J ~ d were certain general and conunon judgements that we made . 

'(u (ff i,11r - These we recount below. 
)/Iv \ 

\~ f 

r 
By and large, we are impressed by the overall high quality 

of Bank research on industry and trade in economic development. 

Viewed solely in terms of its research output (much of which 

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

most distinguished development research centers in the 

world and certainly the leading one among i nternational o r ga

nizations. In many cases, the researchers have made a remark 

able effort to improve the methodology for policy analysis 

and investment appraisal. The work has been to a large extent 

creative rather than imitating and, in its applied com-



ponent, generally complementary to the research in the 

field undertaken e lsewhere. Bank research , be i ng mainly 

empirically oriented, has made outstanding contributions 

to knowledge about the structure o f ince ntives bearing 

on b usiness firm d e cisionmaking abo ut import s ubstitutio n 

and export expansion in develop i ng countries, particularly 

regarding the effects of tariff and non-tariff devices. 

Bank research has been in the forefront of scholarship 

positing and supporting that outward looking development 

policies were both feasible and highly effective. More 

recently research at the Bank has contributed importantly 

to understanding of changing patterns of exports from the 

developing countries. Work at the Bank has shown how resource 

allocation patterns within a country relate to the country 

characteristics including its income level, market size, 

and policy orientation. Research at the Bank on intensity 

and efficiency of use of capital and labor has significantly 

enriched understanding of the forces and work on those 

variables; more recent work at the Bank has illuminated and 

documented the wide range of choice of techniques available, 

and also the informational and institutional aspects of an 

economy that bear on choice of technique. Bank research 

on programming methods, while not yet bearing much fruit, has 

explored and pushed forth the state of the art. aank research 

on small enterprises, credit markets and public enterprises, 

while just beginning, and still flo undering somewhat, h as a 

chance o f prov iding leadership fo r a k ind o f research t hat has 

been sadly neglected by the academic research community , provided 

high capacity resources are made available. 

By and large, Bank research on industrialization and trade 

has reflected its comparative advantage. As the research in 

this field places high demands on dat a, much o f what was done 

could n o t have been done at all, o r wou ld have been ver y d iff i 

c ult to do , in a universi ty s e tting . This i s the mor e so a s 

Ba n k re search in this are a has been c once n t r ated o n compar ati"0 

s t ud ies, which a l low f or genera l iz ab l e policy p r escriptions , 

r a t her t h an on s pecif ic cases, which would be of l imi ted 

v a lue on ly . With ve r y few exc ept ion s , Bank research has been 

undert aken in g ood a wa r e ness o f the s tate of the a r t and 

o f what was being done elsewhere. 
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It has proved much harder for the panel to evaluate 

the influence of Bank research on Bank decisionmaking, or 

on policymaking in the developing countries, or upon the 

strength of the research communities in the less developed 

countries, than it has been for us to judge the scholarship 

on its own terms. Our discussions with operating personnel 

within the Bank have helped us to understand these issues 

a little bit, but not very much. The basic problem we had 

in those discussions was the tendency for operating people 

at the Bank (this we believe is a tendency of operating 

people elsewhere) not to talk about the influence of the 

basic ideas and understandings that emanate from a research 

tradition on their own thinking regarding the applied problems 

they faced, but to discuss the con~ribution of research in 

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

used concretely and specifically in decisionrnaking. In our 

judgement the influence of ideas and concepts on policy 

making usually is much more important than the influence 

of particular facts that might come from research. 

With these caveats in mind, it is our impression that 

a number of different strands of Bank research have influenced, 

directly and indirectly, bank operations. The influence pro

bably has been stronger on bank operations aimed to influence 

overall policy within countries, than with respect to specific 

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

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

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

tection rates together with the arguments, as well as the 

evidence, that protection often leads to uneconomic use of 

resources clearly was in the heads of the Bank officials with 

whom we talked. Similarly, there appeared to be widespread 

adherence to the proposition that an export- oriented develop

ment strategy was an attractive alternative to excessive 
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import substitution policies for countries to consider. 

Both of these notions seemed to be mentally connected with the 

view that decisionmakers did face a choice of techniques, 

that the highly capital-intensive techniques of U.S. manu

facturing were often uneconomic in the context of less 

developed countries, but that uneconomically r igged factor 

markets and import protection regimes often encouraged and 

supported unnecessarily capital-intensive investments. In 

their statements about the kind of research that they found 

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

studies which proviced data, or examined particular insti

tutions, let alone the w~i2~57?f incentive regimes. It 

f is our conjecture that tfiis kin~f research may in fact have 

lbeen more inf}uential regarding decisions on particular loans 
,. e. ~ 

than the more general analyses done by Bank researchers. How-

ever, if the focus is on the influence of Bank research on 

the way · Bank officials view appropriate economic development 

policymaking and set their positions in bargaining with LDC 

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

sweeping ideas and documentations for these that has had 

the greatest influence. 

We feel ourselves in an even weaker position regarding 

the ability to judge the impact of Bank research on policy

making in the developing countries. A real impact could be 

recognized with regarq to the studies on incentives and 

domestic resource costs in industrial and agricultural acti

vities. For the other projects, we would conjecture that all 

of our remarks above obtain. Where (and it is certainly not 

everwhere) the research done at the Bank has had influence, 

we suspect this has been largely through affecting the 

general climate of thinking, and through its effect on dia 

logue between the Bank and government officials of develo?ing 

countries. But we ~re able to acquire very little direct 
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confirmation of these c o njectures. On the other hand, we ? 
noticed that some shifts in Bank's policy thinking (asii):he rel~ 
gr owing interest in the "basic needs" approach ) have not dJ, ~J 
(yet) influenced research either. ;;t ~ 

Research projects at the Bank have differed signifi

cantly in the extent to which they have contributed to the 

building up of research capabilities in the less developed 

countries . There has been very little effort to work with 

research institutions in the developing countries specifi

cally with the purpose of helping these to develop . Our 

conversations with researchers at the Bank indicate a con

siderable reluctance to do this, on the grounds that it is 

very difficult , and would tend to interfere with the task 

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

have been done almost exclusively in house, and have not 

involved LDC researchers at all. But a number of the pro

jects, particularly those involving primary data collection 

in developing countries, or case studi~s of particular 

industries or policies, have involved researchers in the 

countries concerned . These projects, therefore, have helped 

to bring these r e searchers into the mainstream of development 

research , and to establish or reinforce contacts with the 

scholars at the Bank. Though we have no way o f assessing 

the overall importance of the contributions to the growth 

of research capabilities in developing countries that has 

come about because of participation o f these countries' 

scholars and research institutions in completed or ongoing 

Bank projects, we found some cases in which further research 

in the c o untries concerned was stimulated . Generally speaking, 

the Bank po!icy o~ wor kinq with researchers and insti -

tutions of deve loping countries when this advances the 

research shou ld also be recognized a s enhancing of the 

research capabilities in this part of the wo r ld. 
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Our relative assessments of the research projects that 

have been undertaken by the Bank in the industry and trade 

field suggests two strong correlates of research quality. 

One is strong interest and leadership by a senior researcher 

on the Bank staff. By and large Bank research has not been 

particularly successful when it has been farmed out to con

sultants . The second is a confluence of strong conceptual or 

met~ological elements in the project and a set of broa~ly 

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

impressed with the success of Bank projects which have been 

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

of clear-cut connections with important policy questions , 

nor have we been much impressed with Bank projects that 

appeared to have been motivated largely by a particular policy 

int erest or concern but which did not involve much analytical 

s t r ucturing . We recognize that the Bank ' s research portfolio 

should contain a diverse mix of projects , involving different 

degrees of farming out . We would point, however, to the fact 

that quite detailed attention and involvement of first-rate 

senior Bank researchers in a project has in the past been 

almost a prerequisite for r esearch success . We also recognize 

that in the pulling and tugging between the intellectual in

terests of the research staff and the more applied interests 

of Bank operating officials the outcome should be a spectrum 

of projects rang ing from relatively basic to quite applied. 

But we propose that the Bank's research successes in the 

past have not been at the ends of that spectrum , but rather 

on projects where intellectual interests and policy concerns 

in terms of issues and usable methodologies have come together. 

As research in the industry and trade field was mainly applied 

rather than "pure", policy recommendations made by the Bank 

to governments in developing countries were consistent with 

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

As will be seen from the rather detailed evaluations of Bank research 

in the last chapter of the report, the bulk of the research efforts of the 

Bank on industry and trade constitutes important contributions to the 

"global" pool of research knowledge about development pr oblems. Moreover, 

a considerable part of the research of the Bank has also been applied 

in policy advicing and operating activities of the Bank. This holds in 
particular perhaps for the studies of effective protection and domestic 

resource costs, and to some extent also the studies of technological 

choice and investment prograrrming in process industries. 

We have argued that the choice of future research priorities has to 

be based both on the development strategies actually pursued by member 

countries and on some assumptions ("vision") about what are the most 
:important forces and mechanisms of economic development in these countries. 

The diversity of the economic institutions and policies of member countries, 

and of .the views about the development process , suggest a rather "pluralistic" -research program of the Ba.nk. 

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

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

development process; a "comparative advantage approach" is then adequate. 

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

operations and policies; a "residual supply of research approach" is then 
adequate. 

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

(d) To help generate research knowl~e and research capacity in the LOCs . 

(c) To cr eate exter nalities within the Bank for its operational 

and policy formulating staf~ :L~ generating a more ar.alytic3.l 

vie1:-1 of the pr oblems and 3I1 increased level of "sophis.:icati.cn". 

(d) To help generate rese3rch knowledge and research capacity i_~ ~r.e ~Cs . 

This means t hat reconmendatior.s regarding future research oricrities 
must rest on subjective j udgements r egarding a number of matters, includjj-,.g 

the importance of different ld.ncis of research in enhancir.g general under

standir:.g of devel oµnent processes, the cc:.~""3.ti ·,e advar.t~e of the ~ ?"II< ; ri 
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different kin::is or' research, Bank needs and LOC needs for cert:ain kinds 

of studies to enhance their decisionrnaking ability , the kin:i of research 

that is likely to attract and hold excellent scholars at the Bank, and the 

kind of research most amenable to cooperative endeavors between the Bank 

a.n:i LDC institutions. 

As we have seen in chapter I, the different principles suggest somewhat 

different priorities, strategies and procedures of research within the Bank. 

However, in reality, it is of course not advisable to choose one of them 

but rather to make "uneasy" canpromises between them. If we would emphasize 

some aspects of such a compromise more than others, we would suggest that 

research is concentrated in fields where 

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

advising; 
------------------

(2) the Bank in its ~erations acquires research competence 

unique, as compared to other organizations; 

that is 

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

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

Bank has , or is able to hire , hig.111.y competent researchers . 

Chapter III presents rather detailed views about t he kinds of 

research that , according to our view, ought to be cut _back and the 

kinds that ought to be aU@Tlented, for each of the six broad fields of 

evaluation . Here we attempt only a rather general a.'1d less detailed 

statement of research priorities . As a preliminary way of inserti.ri.g 

some substance into rather general principles present:ed above , it cr3:Y 

be useful to consider first the possibilities of freeing research 

resources from previous research areas, and thereafter to consider 

areas into which we recorranend the Bank to put core resources . 

We think that there are cer1:ain lines of rese2rch a,; -cte i3a.n.1< 

which in the past have been forceful 2.11d productive , cut ·.,ihich 

\~ now are running i. -:to dirr.inish.ing rei:urns . These ir:c lude such 

~ ~.Q ~v tradi:ional 2.11c successful Bank research fielc.s as :-esearch on .,., 1.~%( I ...... .., • • • • • • • ~ v · ·~ ,,~,,. :-ates or er_ect:: ve proi:;ec:ion or suos1.ay, ana s:uc.y 01 ~at:-ce~s 

~--. ~ ~ ~} .. :.~ .O/'JO~,' or' g:'OWth and develooment . L~ both cf chese fields 3a!'.k research 
~- ~

0
. > has broken ne~ .. g:rour.d , but the g:-ound now is well bro~en . 
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In the case of research on trade policy incentives, it is resasonable 
to argue that the research phase is now largely over, and that what remains 

to be done are further applications - by including more countries, and by 

updating previous calculations . However, the resources for these activities 

should, in our judgement, not be taken from the research budget, but either 

from the budget for operations and policy formation of the Bank, or from a 

special (separate) budget to be allocated to the regions and the other 

opeJ,ating units for applications of research after the "pure" research phase 

is over.~herwise the suggested research units for application 
would perhaps not be able to shield their resources from the demand of 

operations work~ 

Similarly, while Bank research on patterns of gr-owth and sources of 
growth, based on regr-ession an:i input-output analysis, have been useful and 

illuminating, it is unlikely that nu.ch new will be learned from doing more 
of these studies, or from doing them in a slightly different and roore 

sophisticated way. Thus, the studies of patterns and sources of growth are 

also ma.inly completed, or near completion. However, it is not clear if 

these studies len:i themselves to application for the use by QPeration staff; 
the studies have perhaps ma.inly served to improve rather general knowledge 
about the development process. 

We also propose that Bank research exploring the range of technical 
choice and opportunities for capital-labor substitution has run into 
diminishing returns. The basic points have been well doctnnented. It is 
unlikely that doing more studies would add nuch to ability to persuade 
people that in fact the.range of choice is quite wide, and that it matters 

what choices are ma.de. The Bank lending departments need to be able to do 
these kinds of studies themselves in the context of exploration of the 
range of choices ava.ila.bl e for particular investment progr-arns they are 

~ -1.~~ 
~~~ J/v;Jr ~ contemplating, and to educate and persuade boITowing goverrments or 
;~v , 01~ goverrnnental agencies about the range of choice. We propose that this body 

\fl vr.~ fl of work, like the work on effective protection rates, should be moved out 

-;~ .~,0 ~~ and moved into applications. 

~)~?~· 
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We have t he same judgement regarding Bank research on proc s industry 

investment progr-arnming, though some "software" development is ~ t o 

make applications more routinized. What is needed now is for the operating 

departments to develop the capability to work with t he models. 
t:! (I/~~~~ -1-,e, L-/;)e, ~ ~ /~ 

In the case of both labor capital substitutions and process industry 

programming, the work on applications should probably not be done in the 
regions but rather in some more centrally located unit in the Bank- 

considering the size and complexity of analysis of this type. 

The panel is somewhat divided regarding whether or not the Bank should 

cut back on its research on progr-amming rocx:iels for non-process industries, 

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

wor k. Most of us doubt that these bodies of research wil l contribute much 

directly to understanding relevant to policymaking. We believe that an 

understanding of the development process requires ma.inly other types of 

knowledge than is likely to be acquired by these projects. Thus, the 

majority of us are rather sceptical about the fruitfulness of t his type 

of research, relative to some other fields. On the other hand, the work is 
methodologically exciting and on the frontiers, and enables the Bank t o 

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

contirruation of these proj ects it seems to us rrust rest on the ~ ortance 
to the Ba.'1k of having on i ts research s t af'f several ec onomists who are 

t~hnically very skilled ...... 

However, regardless whether t he Bank wants to contirnle research in this 
field or not, we recommend the Bank to shift t he emphasis of research to 

, some other fields, such as t he following ones: 

~~0(1) 

~,,~ 
Export promotion policies of the LDCs and market access in t~~ Des 

International (global ) trade patterns and inter-LDC trade 

L_ 

(jJ ~. u.j(.iP ( 2 ) 

11fo J :..t (3) 

~1:!tr 7 ( 4) 

~Wi[cU, <s) 
11- I j ~ 

v?~ 

Factor market comit i cns and di stortions - _d ~t.-J.6--1 

Comparative studies of government policies (ttat influence 
indust riali zation and t r ade) 

Indllstrial strategies in non- industrial ~ ,1.4,~ 

1 

6'1~/ 
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(6) Entrepreneurship, innovation and the adaptability of 
production and organization of economic activity 

( 7) Technological change and ~propria~ technology 
I 

j jJ ,,v1. ~ -1,JJ ,, 
(8) Public enterprises ( ~ ?11[.J:µ,ri ~~ 

We are not sure which of these sector fields that should be given ---
~;/b,, iJ O 

1
vf4 the second one - trade patterns and inter-LDC trade - should be given the r .. ·· 1?1 edge, The reason is that we forecast the possibility of a considerable 

-~ .JI 
~~!!.1 
~~~ 
~ 

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

the successful expansion of export of manufacturing goods of some LDCs to 

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

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

yet exist . 

We have also seriously considered the idea that the Bank should launch 

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

tion to the reallocation of resources in the developed countries in 
response to changes in technologies, preferences and canparative advantages 

in the world econonw. A main reason for such a research effort would be 
that one of the ma.in things that the developed countries could do for the 

less developed countries is just to adjust their o,..rn economies to the 

1 export efforts of the LDCs, to provide access to markets for these exports. 
However, we believe that the DCs should reaJ.ly themselves do this type of 

research. Our recc:mnendation on this issue is therefore that the World Bank 

trongly advise the developed countries themselves to give high priority ~. 
/;. ;;I to research on reallocation of resources and adjustment policies in the Des, 

(.J · f rather than that the World Bank moves heavily into that area. 

ft~~ ';;:0 Among production-oriented fields (points 3-8) , many of us would stress 

~~~ problems of factor market distortior.s (point 3); enterpreneurship, innovation 

vi cf ,)fa · arxi adaptation (field 6), and tecnnological change and appropriate tecr.inology 

~ J<t1 ( field 7) • The reason is, in our view, that in decentralized. market economies 
:Y \) with a considerable scope for goverr.ment decisior.rnaking, governments can do 
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DI.I.Ch for releasing, or destroying, decentralized, productive incent=ives 
by way of incentive policies in a broad sense - tariffs, taxes, subsidies, 

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

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

institutions that are corrlucive to vigorous entrepreneurship and a sharil".g 

of the fruits of econanic development by broad groups of the population. 

F.arlier work on capital utilization an:i capital-labor substitution 

led to a recognition that factor market conditions played an :important 

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

inflUenced by a variety of govermient policies. ·These policies, for example 
' 

labor legislation, an:i policies :inbedded in financial institutions, wa:rTant 

considerable study on a c~tive basis • 

.Am,ng the important policy and institut~onal topics for study, 
examination of a set of issues relating to entrepreneurship strikes the panel 

as particularly important. This is not only a field of :in:iustrial organizatior: 

- :including issues such as market structure, types of c~etition, an:l the 
supply of equity capital - but also a sociological problem concerning 

attitudes to entrepreneurship in society. 

M:lreover, in many less developed countries, public enterprises are 
camxm in the provision of transport, power, and a variety of public services. 

_Many countries are also ~laying ~lie enterprise for the production of 

marufactured gocx:is, particularly when significant econanies of scale are 
involved.. The question of the relation of public enterprise to market arxi 

to higher political authority, and m:>re general issues relating to the 

motivation systems influencing decisionma.king in public enterprises, strikes 

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

has initiated sane research in this field. We urge that the field be given 
quite high priority. 

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

given involves mechanisms of technology transfer, adaptation of technology 

to better fit local economic coniltions, innovation in in::!ustry in less 

developed countries, an:i the policies arxi institutions that support arxi 
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stinulate techoological progressivity. Bank research in several different 
areas increasingly has come to recognize that choice and implementation of 

these technologies is a rruch more active and creative process than sometimes 

prest.mled. A considerable amount of redesign, adaptation an::i learning often 
is involved in "technology transfer". Several recent studies have shewn 

danestically adapted or invented technologies to be p~ing a significant 

role in growth of productivity in manufacturing industries in certain less 

developed co.mtries, and to be occUITing in exports. We think that the Bank 

shru.l.d join nx>re actively am provide greater st.ipport for research trying 

to um.erstarxi arxi better characterize the nature .. of the processes involved. 

A nmi>er of important policy questions are at stake. For example, 

it wculd seem to-.-. important to kn;Jw the extent to which having a rn.unber 

of well-trained engineers in a company facilitates their choice of techniques, 
adaptation, arxi innovation. One can go on to probe regarding the kind cf 

training that effective engineers have had, and to ask whether this is the 

k:ini of training that is going on within a c~'l engineer~~~ 
. /,uf~~~~~~-

It would be ~ int~~~fug to gain a better~~ of what 

lcin1s of firms are adapting arxi inoovating most successfully. Do they ten::i 

to be snall, medium size or large? Do small innovative firms ten::i to grow 

larger? Are there differences between danstically owned firms am subsi

diaries of foreign corporations? 3etween private an::i public firms? We think 

it ot high priority that the Bank regins to study these questions. 

. fJP1 To sumna.rize our recamierx:iations aboUt tucure research priorities, we 

: -;I' ~ think that the three broad areas described above - international trade 

~ ~ , patterns arxi inter-LDC trade; . studies of factor market distor..ions, policies 
~ ~ an:i institutions (ccmpara.tive studies); and study of entrepreneurship ani 

ui><I P · -. J . processes of adaptation an:1 innovation - delineate the broad areas ~o which 

T ~ ~~~J ,I the bank should be allocating irore or its research rescurces. R ~J 

~~.r'' ;' ~ ~ I . 1"!"Jj ~ --r If t.~e Bank contemplates a shift of emphasis " search to the ne~ .. 

~ I).. fields suggested here, it would probably b good idea to appoint an /~? 
/. er- .t:: tt ad hoc group of researchers with t ask of un;::er 1;a.ld.r.g a research pr o$2:!';;.rn 

.. ~ , 1) in same of the fields suggested here, for instance concermr.g factcr market: 

· I' ~ distonions, the 1\mctioning of labor and capital markets, entrepreneo..ir-

t~ ~ ~, innova<icn ani ~echnological develc~n: ani adaptation. As We have 
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/ ~~ ~Qlf;~~:- a H 
such rese~ should probably often use the h."lique of 

' Ca!parative studies of nations. The ad hoc research · !g ccnmittee . 
should incl~de outsta'lding rese~~rs qutside as well as iri.side the 

Bank. Exanp~e of types o,f scho~ are specialists in industr,;:,J 

organization, technological development, innovation, ·credit and labor 

ii~ :r::1~:~1~1:: :~=s~~;~~~: = =:: ~::::e, 
,l'1 ~ rather than people that have studied institutions on a more descriptive 

.I ~r way. -/ . 

J\ /ti~ ,f - 1b-avoid that research l.IJ the . new fields which .;,.e :rec=ended. - .... 

t,~ lead to general1.z.at1.ons, we wotµcr recamnend new research departures 

i~ ·. )'.rith a wide relevance, prami~ir.g reproducibility of the results. · 

. /'i I Even though we have suggested t~t s~ I'esearch ereas na.·, ar,, · · "jl mature for application, that others shoold perhaps be phased out, am 
. . ~ finally that other types of research should. not. be "moved irr;o", it 

. . f is obvious that our suggestions would requi.:-e a sanewha.t la.-ger resea.""Ch 

( 

-~ 

budget in the field of in:iustry and trade .t However, we believe that 
• 

this would be worthwhile for the Bank, considering how irnpor.:a.'lt it is ·· 

that the Bank has the highest possible ca:!petence in the fi.e:.d of its -

activities, a.a1c::g-which operations related to industrializat:.o:i and 

trade are pranine.'lt. :t is~ we believe, the competence of" the. 3a.nk, 

rather tha"l its le."'ld:L11g volume, that will count for its ccutritutio!'l 

to the economies of the +ess developed cou.'ltries. 

Against" this bac~:grourx:i, it is not u.,reasor.able to ir.c::-ease t~ 

er of scholars of the Bank in this field with at . least ~ ~"'4-~ 
of hig.~· Cc:-.;'etent pe:-so:is. This is, in fa~t, a pre:-eq1Jisi-:e ~or 

&hiftin~ r1:se~h to the are2S which, acCC!'d.i:-.g to OU!' opi.:-.:.::-:, 
,._hould t~ ~-,-.. :-.-.-;-.e'" p-"'0'" .. ~Y .:n th0 fut" .... e 1-•·-.n .;,... .. he ...... ~- T-

'~ Do1 - ~.c. , •&.1.C-o1 • _•- --w Jri..l• •- ""'- -•£:..U4 ~• V. ,:-.::.~.,. -\., 

-~· ~-.111 , or c:-:se, be the· size of' these new reso~·~es ti"'.a~ s~:~ t:i-e 

\1 .. . .. ... . . ...... r. ,. ~ -~ C" ~·· ... • .;C'. . 

....., _________ _ 
__ .,,_ ... ,_ - -~ 

.. ~=-.. ----- ..._ -- ·- --- -------------. - r 
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tv~luation ~f E~nk Res~~rch ~n 
Pro:,ril.~nin rr in the '. :mufac~~~i~2 Sect~r 

J.. The Nature rf the Research 

A n~c,f'li.1,..earch reoorts and :nono.rtraphs .:t~ axoecteci 

1'.roll the rese"!rch pMln'aD carried out under the hea-ii.ti"~ "Pro<!I';o..n.TiinS? 

.JD the Manufac'tUrin~ Sector!' (RPO. lfo. 6 70-2ij) The list l")f reonrts/ 
. \ 

~ reports which were studied f,..,r this review are 11iv"n in annex, 1. 

ilae pro~a.n has :iealt with the nrcble.:ns of invest:nent nL~nninl'! in 

tildustries characterised by increasin~ retur::is to scnl~ i:!Il1 in inrlustriP.s 

·where inteMependence in the ~duction of different pr,:,~ucts is 

~rtant. Interdeoen~en(.e MY be i.JJPortant when diff~~nt nrociucts 

•. ·-:. share capi"tal equip.:nent or when the~ use the s.uie int0 r:ne1iate innuts, 

'tbe llallufacture ~f which :nav exibit econ~~ies nf scale. It h~s 

focused on develop.nent of iJroroved :ncth~.s for selectin~ invest~ent 

project~ fro~ a:nonP, the :nanv al~1rnAtives in size. ti~n~, loc?.tion, 

technology and out!'>ut ~ix. In arldition, it has inv~sti~ated the 

extent tc which such inte~~~~~n~cncc af~~ct proiec~ selection anrl 

plannin~ for the dev~lop~ent nf a sect~r mi~ offer sc~~'! for 

c:,-operation amng the countries r:f a reP:i,..,n. 

These issues a~ ~X"'>lorerl within the context r.f S'J':!ci-fic 

mwst:nent plannin~ ?rn~lcllS in t,.r:, sets ,;.t' e.::?Oiric~l stu1ies, ·'.'>ne 

N't dealinrr with what is t~r:ne-i "'lS "cr-xess in~usn-ies" anr! th'! 

1Gtblr with "non-~rocess industries". Those industries charact a-isei 

I 
I 
i 
f 

I 
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by a :Da.n~facturin~ or,:-ce~s stt'"'!3. which is .nor!! nr less c~nt!nu~us, 

bas a li.11i't.ad nu.nbr,r "'If .,,rncesses r1nr! wher-a th,e, cost ,,f C"lrrvinir 

llid•stren.11 inter.ne1iat~ rronucts is l~r~e "Ire ter.ne~ ot"')C~ss 

industries. E)(;l.nples -::,f such in~ustries are ~as tr;ms.nissfon, 

fertilizer, ca.mnt, ate. These inrtustries als~ h.nve a li.Diterl 

mu!:>er of products which .n-e :nore or lt:ss unifor.n. 

the ".1>echanical ensdneerin~ sectcr on the ,..,ther hand has 

s V3l'iety ~f nrorlucts and ryrc,cessas anrt the sa.11e nr-,cessin~ 
.. 

equip;nent can be used for :nanufacturinF. :nan~ 1iffzrent n?"'l<lucts. 

. ' 
Such industries are ter:ner! nrm-pr.,cess in1ustries". 

Both these sets "f !itu~ies have usP.r\ llixe1 inte~er r,'Ml??'a.llJlinF. 

~us in a fixe-i char:re for:nulatinn tr, accnunt fnr ec-mcllies of SCi'lle. 

1he llajor pr:,ble.11 that has been faced in previous studies., 

ill ttlaH1 ••:ii•,; aoart :fr,:)JI the cmisitierable af:forts 

•d ti.M thi!t usually rm inti, ~at:i collectirm .md "rS?anization, hi'\s 

been the ":>Mbl-.~.11 i,f i:-~taininll sc~.utions r,f the .nixe!'\ inte11er 

prosa-a:n:n.ing .nodels with a large nu:nb~r of inteP.;er varfables. 

Solutions of such probk.1'-~ re~ui!".: l ar ~e a.nc-unt of co.,iputer ti.ne. 

The reaearah progrcun under review has developed a 

aillple but' sor,histicated analysis, a nUJ1hP.r ()f intef:!er vari.,.hles 

which renresentei unecono~ical ch~ices, to reduce the siz@ nf the 

prostraJ!Jling· mdel. This :nakes obtainin~ sr,lutions to such proble.11s, 

91"acticable. . 

IlrN:,rtant Results 

~art fro~ the specific sector develor:nent nlans that e.ner~e 

troll these sector studies, they have also orovided so.ne insh,;hts 

JD~ the nature of techno,lollV and its caiseauences. 

. . I 

I, 
I 

I ' I 
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(a) Sip:nific:int ec:m'l.1iiP.s r,f sc.'\l.:? <!N present in pr'Yluctinn 

activit! ~s ;md th;\~ ther.; is a. -'1C"1 '1ei'll. of potl'ntial interde,an"'!ence 

within the syste.11 as a whol€:. 

ccnsequences r,f altern.3tive polici~s. The cost anct or benefits of 

particular p-~licies :n.-~y be sic:mificant. 

(c) Proi;ra.Jl.'Dinp; llOdels provide a tool to esti:n~te tlie benefits 

al regional co-operation to in<livicual countries and help in desisminP. 

ache.11es for sharin~ of benefits. 

(d) The cost of co:nplete nc:·srlect of inter<iependence in 
sometimes 

c:h~sing between productinn anr! il:ports isAnot simificant At the sect-,r 

level. For the part of the .nechanic.tl en~eerinp, scct"r -,f . Korea that .ras 

studied (120 carefully selected products), this wculd have led -t::> an 

increase sector-wise total supply cost cf no !%!Ore than 3 percent of the 

1:Dtal v.tlue added for the protlucts involver! in the study. 

(e) 'lbou¢1 the loss :.tt the sector level is s.Dall for oorticular 

pt"?ducts, the conventional bentfit cost analysis which ne~lects interdepen~enc~, 

a SP.ctor 

(f) The absolute cast of no?!?lect of inter1epen-:!ence is "by no ~~~ · 

-trivi-'ll " ?.J, i .is "far .n,:-.~ " then the cost or c,,ndu~:tinP. studies that 

account for interdepenrlencs. 

Fro:n a .neth~olo:!ical p"'lint -,-F. view the :n~t sirmific.=mt 

-e:mtril>utior. of the research is the cie.11mstr~tion -,f the use of larv.e 

been shown: 

fa) Even withcut obtaininc; :,,1-,bally opti.:nu:n S<"'lution, use of 

proc,;raJUlin~ :n.~dels can 9rovi~e a lot~= insi~ht into the nature and 

the costs of the vari~us ~lternatives. 

.. ·.· ... . ... 
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(b) Prnbl.;:.n with a fair,.-, larce nwiber r,f inteir,er V?Irfables 

C!ID be solve·l with rar\scnable C!"ISts. 

nUllber r,f useful cecision rul£s c?.n ~P. ~:nolovcn to eli.ninate ~ 

si~ificant nu..,ber :,f integ,er Vc!?'i?bles. 

2. Review of Stu1i~s 

2.1 Process Incust:ries: 'nle sturlies carrie1 out for . the 

planning r:Jf the fertilizer sector in Eey,;,t and in East l\.frica hava 

explored the choices of technolo)?y, size, locatir.,n, transport, 

product anti tra-ie. 'nle East African stun~ .has in ad'iition exnl,.,red 

in quantitative ter:ns the ~ ins fM.n co-noeration in fertilizer 

sector develop.11ent for the three countries of the re1:,ion CUizc!Il-ia, 

Xmya and Tanzania ). 

The for.llul.ation o f the rdels Mr the fert llizer sector is 

1a ea11 •• ticaul ... strai~"-itf,,rward-. in mi:ced-i nteger pr ogrcurming 

terms, t hcugh t he i rzc Zusion of substi tut ion among produats marks an 

important innovat ion. lbwever, because of the 

shortcuts develcperl to reduce the size of the ~roble.:n thro\w.11 rre

malysis, the mdels hitv-a been cc,nsi<ierably :acre detai led, and · 

ccosequently,operatinnally .nore .neanin!!ful. 

jn obvious and r eaognized li.-ni:tation or the :l){'dels as 1ievelnt;,ed is the 

tJOuZd 
ne~lect -,f uncertainties. Explicit accounting fror it . ai:w,* :nake 

'tile co.:nputatfon oroble.:n even mre f"'lr,fnf!ble. Yet it urn] e1 1,e Therefore,. the 

researchel'a stress the use of : ·. ' .'.. ~· ··. . .:. . . . . 

••ful to 'iXt:>lor;e io wb;; euteat 'ore-analysis' .:md sensitivitv 

.isalysis can ~cco\Ult fror uncertain~. 

A nwiber of c,th-:!r studies h ':lve als~ heen C'!rri~ out f,,r 

different sect,.,rs :m<! countri~s -"Jlrl reirfons. 'nlcse inclu~e a;nonF. 

c,thers fertilizer for Asean, Andean pact anrl Int!!.:\; F"rest sectnr 

j 
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fur TurJ.. y, Paper and pul? f',.,r r. ·1.mtrics of thf! As~·M Ret!il'.'ln ~n~ 

i f n '- fg ]9 FAO's Worl~ pro~r1.11; Clinker !)r<'Y!uct m "r Brazil, tr 

hr i',r:t1;;1 e3l en l :t, =~ip, and !rn.::-·."Y fnr ii'I=i;i=.,~1111: isi=-s;o; .... dlila:tCboiBllo~s111;1:11::111aa=1l;:111=Ff9z .,, =Ti:aoaliil,,,.,,.. 9 • 

Rig~; other studies are underway. 

An atte:n~t to use this ;ipproach to develno ;t l!O'iel tn 
·'! 

quantify the ben~fits ,.,f reqional inte~tion base~ on a si.1lUlt.::meous 

analysis <:1f a nu.nber of industrial sectors, thP. oros anti c"ns nt 
. 

which were succinctly cresented in a s!nall paper, was ab.mdoneti as 

hein~ ·too ~.nbitious. 
. •' 

'11le ~roject has cbvfously !:>een successfullv carrieri out and 

• judged fro.n the nwiber and variety C'.tf aPl)lications if has been 
. the 

fblmd useful to~. Sometime ago, 1he ~reject has reached a sta~e where research 

mds and applications bedn. But furtheio effort is required to -· 
the tacbrnl :~· tk:r 1 r a h , t 

~ successfully disseminate and transfer the methodology for use in practical 

apptications. dhnsdr:tcd and tszns&ms:\i A mst i..no<:>rtant 

· ele:aent in facilitatin~ such transfer woulri be the develop~ent ~f 

· Cf>llputer softw<ll":! which .Dak,e . it conveni~t to specify the prr')ble.n 
;......;-~ .... . ,., _ 

preferably in th~ ians:rua~e of the users as r.>ppose-i to the lans:?Uaf!e 

. of 'the co:nputer specialists. In arlrlition it wr.,uld also be essential 

'to ~neralize and auto:natize the breakeven analysis, for otherwise, 

applications Wt'.lul".i need, not only trai.neri but clever ?eoole .:mci · 

· would be severel.y liJdted ·in scooe.. The :recently initiated GAMS project 

(No. 67l-58) should go far toward providing the necessary soft;ware. 

1h11, the ,aft'!rnz:e t19,rel-e~ 

2.2 Non-nrocess Industries - Stu~v nf '!he .Korean Mechanicct! 

En~ineerin~ S~ct~r: The stu,'ty of the 1<:orean Mecllanical En1tineerinrr 

.. c:tor has ~xplnre-i t!'le itains fro.ll planniniz si.l!Ultaneously the supply 

at a l~e n\Lnber of ?ro1uc't'S.l20 carefully selected iteJIS were anaZyzed. 

W#si@222112 The ~ins in the econo.:nies nf cic,:ncstic proriuctinn c'!I'e 

'I 
1: 
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'1er!ve1 f'M.n s~lectii,n -,f technio_ue ~ ~ sc.tle r,f !=)Mductlr,n tAkinit 

into acc,)unt pos~ibilities ,::.f s t ,rin<? caoit.":,l equb :nent f,.,r a 

variety of prcducts, ~s als,:,, tne oossibilities '>f -i'"l.11estically 

p!"':)ducin~ on a lari~e scale, inter.:ne~iate '!n~:s userl in a nu:nber of. 

pr,ducts. The i.npi,rt ~r ~o:nestic ,r-,nuction ~ecisions are taken 

after considering the effects '"If such sectnr-wi~e inte?'('\eµendence. 

The Mc:hanical enP,ineerin~ sector is net @asy t'cr ··~i 

•rrrl ntc in the conventional way. ProblellS of aoprooriate · ciescrip

ticm and speci£ic3tion of pro1ucts and processes have to be facerl. 

these pose not insi.c::nificant proble.:ns. In applyinP. a ncro-analytic 

anproach to a sectorwil'!e sturlV , ther~ 

la a danS?er of getting; lost in details and not seeini:r. the woo~s for 

the trees. This is avr:,ided in the study, by · describinit certain 

a'tl!mdardized products whose producticm processes a.-e ciescribe~ at the 

shop level rather than at the .nachine level. Even then, the breac!th 

·· :ad depth of the t:achnical entrineerin1; detail that is inccroorated in -

the study is to be found in h;;rdly <!?ly other pro~aJtning stuciy. 

'ft1e llOdel used here is 8:nixed int~~ orograJCinJZ one and 

break-even analysis is devel.oped and used t:o reduce co.11putation;tl 

difficulties. 

tu addition, the allocative ·consequences of the results are 

explorerl in depth. An evaluati:,n cf alternative invesnient criteria 

is also .11ade in the c-:>ntext of the results obtained fro:n the :nodel. 

the conclusion is reached that si:nple benefit cost criteria or the 

aasures of co:nparative advantage should not be substituted for the more 

thorough analysis of the type und.ertaken in the s·tua.y. 

J •• I j •> 1·r th . d $ ifs i • t 

•mzhlg, onsly between :nakaah11y nhninns, arc adaq1:1ea ad eBteiJ • 

9S!.11 loss campus tic walJ h t • ob au , t 6 n i • e !epen,Jen e 

• 
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110ted estimated 
It is j\&n ::lJiH•! th::it th~,\l".'lss ~nt'lile~ in usin~ the bPst 

f'Jt the t :.nafit-c"'>st c-:-! teri;. is ........:.+i !ar'"'"! cn,~ur+. tr ~v 1'-1!.d: ~or t~ 'i 

v.uicHty of the clai.n, how~ver, rfopen.1s ur~)n tha ASSc~tim th,'?t the 

.indic3ted S".>luti,:ms tro.:n th.!se nrr. :neth"'1S c~ 1Je i~le.:nente,~ with 

equal efficiency. 

The pl':,ject also co.npleMnts a nu:uber nf 0ther research 

studies where ;lltt~ntfon to .nicro-level details .11ny b f?. crucial. The 

researr.h pro~a;ns ,;n the scope for capital-lab('lur sm:stitutio~ in the 

•chanica.l eno;ineerin~ sector "(RPO 670-23) -:me .-,n "AppMpriate 

Industri.:tl Techn·,10~1" (RPO 671-51) ~ such pr-:jects. 

3. Evaluati,:m 

3.1 Qualitv of Rese3.rch: Tile resep.rch wnrk is cert~inly nf 

a hicm calibre. :foreover, such ~search is haMly carrieti -,trt nutsir!e 

the bank. The research ~utnut is hism both in its volu:ne anrl in th':! 

quantity. 

3.2 UsP.fulness f~r LDCs: 

pzpticuljPllt •i'.i?B:,;ipr 1,'j ~i - plf:p3 33fr ·z rd - JC create <l1l ~ressic'•n 

tha~ the vbir:m !:lehin1 th~ ;,rocess _nf ~~VP.lon:ncnt t?'iat ll('!tivatas 

such studies is one in which c'.n ~ite all k:lCMinJ? olannin~ authority 

-.ttain econl').:nic l?I'OWth thr-:,uirh effectively alloca'tinP: resnurces t ".> 

wr!?us sectors. Yet one neeci nnt share this visinn bef~re nne 

~iclers such ~o<lels to b~ useful. Process industries such as 

fertilizers, ce.nent, etc. , char~cteris~ b~ econo:nies .if scale an~ 

~latively ~ s .11all nu.nber ')f r lants, are the in<lustries which are .,. \ ... 

usually the ones whcse ,ievelop.:nent are ~iiied s:1.n~ r,ro.mtf!~ hv JK"St 

' 
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~vern:ne:nts r-f ~c:vel~?in~ c'1untries. St"irtinf'P "" f ·:?W l~r~~ in~ustt-bl 

• prnjects is 'JP.!! of "the. t!'!Sif,st thin~ ~h~ :,: .... ~rern.11ents :in tn pr~:ncte 
.. .. 

:(!evel:)p.nents. The ,1~rmin~ :n~,~el.S !1evel~"'!1'=<l by Er.ink's research h~s 

the p,:,tenti.-11 to i.npr:,ve the r:?tir,n;t_li~~ :,f' '!,.,vcm.nent ;-!ecisi~ns in 

develi::>pin~ these sectors. S.:·.ne of this 'C'Otentfal is alre~~Y rsalize1 

differ~nt c,-,untries. 

However, the full pi">tcnti,'!l us~fulness can be realized nnly if 
.. 

adequate "extaision w~rk" f~llcws this Br\Ok ~s3arch. We shall return 

' 
1"l this later. 

,a.3. Usefullness for Bank 

Cle~ly, the stu~i~s related tr, snecific ar~:is JtUst have b~ 

carrier! out in c~l.l;:ibor~tfon with th~ -oner-:\tions staff ~f the . . . . . 

Regional De;,:rt:nmt cnncerne~. The results should h,we ~een useful 

in ~din~ Bank's lent:!inir "."t>erations, proviced they were available in 

'tille. P·1t clerlrly lot o:f ?Qtsn-t1.al is there nr st~ch wr:,rk t~ ):)e 

useful in Eank's activities. 

Part -,f the work :,n the fertilizer s~ctor ":llan fnr East 

Africa .nieht have been :nade i~levant by the subsequent political 

1evelop:nent in East Africa and the break up of the ec~no:nic unfon. 

Eflm then the non-cooperation solutions could still. have been useful 

to the policy .nakers in the three cnuntries. 

'lbe ~k ~ay have a unique cc:imarative advanta~e in carT?in~ 

,:,ut studies such as the fertilizer stt:. ~:' f,,r East Africa that i1entirJ 
... ..... . 

areas ~r re~i:mal ~~nperation ::md which facilitat~ the ~rocess ~f 

realizin? such coc?4!ratfon. As ~ ~uth,..rity which lenrls ;ncnev to the 

-,rarious c:,u.-i tries ,,f :1 re1?ion, it .nay hav"? access to '1ata an~ ~nlicy 
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llakers in the v~rious cC'untrit?s. Mr,re,.,v~r, as r1 thirr\ !,'.)'!rty its 

analysis n.·w be less su::'?ect. vn the ~thP.r h~n~ 3i1nk shr.ul:-! ,3lsr.. hE: 

3. a. 0~11el ..,,;,11ent -,f Res>::arch C:in::\c;"t'V in LDC 5 
- - ·- ·---- - - -

• 

Creating research ci'\pability is a ti;ne c,:ms\l.'Jtin~ task and 

learnin~ by d~in~ is ~n ~ssenti~l ele.:nent r,f develcp.:nent of research 

sld.lls. Si9llific.:mt particinatbn of researchers fro.:n the LDC's is an 

absolute requisite for successful transfer of the research to application 

• 
in the LDCs. 

•vzs to ho in adeqpate. The c:,.11pulsions of ti.:ne bound research 

!JE'O!l?'SJL~·.,s, the incenvenience o~ co:n:nunication acr,ss larcre nistances 

and the convenience? ~f access to cn:m,uters :mt! xerox :nachines ~ make such 

participation diffimlZt. . wadePStanc..blec, ~'.! y'1=t the o~g~11a ~?l~tt::!"l.a. 

The Th qi; country 

s~cific sact-:,r sturHes undertaken to date have invo"lved 

., :JtJ a t"--,,,,e participatirm !1E local pepsc::iu; persons. 

But, an ta eff13ctive 

1:1et 
~ctralUle hasAt::> be desiilt1e~ to facilitate pi:U"ticipation ~f res~archers 

frc!l the L.)C7 to ensure that 

• :±isb ease st·::;Jies ft• e •een , ... , ;c; om:, th~re wc,uld be oa§f established the 

cap.ability t:, either '.l~<iate ."'.fl~/~r i.'llpt'Ove the particular sector study 

or to c~ r:iut '! si.:nil'!r stuc!y for :mother seci:~r.
11 

1/ Even l<,:,rea 'Whare - has. tnkic?l pla 
assistMce · 
Uzer, 
juS't 
at 

··, 1.'~"~ ·· -

I 
I 

.J 
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Ca) Ext~ntinn: In ~~~er t~ brin~ the r-~s~~!'Ch results an~ 

the :netht')f'! -,1,:·cy '.~evel,,reci t,., r,ractinn .. ~·!':t, i:'l "lnners anti ;:-olicy :n~k'"rs 

JD the LOCs cor.::iJP-r'!!::l~ A.n.-,'..!l'lt "f ''.:'<tension" wr,rk ,,.,ul-~ be r-equire~. 

• 

The manuals cuzorently under preparation are vital to facilitate 

e:rtension, but their availability constitutes only one element in the process. 

Ynf rin z nae na 1 s :tcahri ca] 0011aors QT~A 11h02 she .. j . 

pn;auJli JRi trpi:tt_~lildn ba 1ecessihls ta nor spoa;,1;stc, ic 2Aly • 

>aglnn ins. Short 1:!'aininp: courses lMulr! sis-, be inc\nequ"!te. · !.'?l,t 

would be required is a casa stu";r f,,r ·'! sector, which is c.::.rrie~ ()ut 

with an active particip."lti::m of -'! loc-"11 tea:n or better s~ ~ 11.. n loc~l 

institution. It lV'tY even be rlesira~l~ that the stu~ies ~c carrie~ 

out by a local tean. Such studies Jay be co-,:,rdinate-\ by Bank st:1ff 

whn are fa:niliar with such t'f?Search work, anti should certainly he 

finance-\ by the B:mk. Even when the success rate of such research is 

n<,t h!p:h, it .nay ~e c::msidere"! a necesscU'Y invest.11ent in 1'uilcUnc u~ 

research cap~ility in LDCs. Such SU?port sh:,uld also inclu,1e 

pro,,iii.{tm r;f c:i:nputer hardwar-:; in the case of .nany LDCs. A sectnl" 

study bc.:;ed ,,a ·MIP .r,nels n aeds convenient .;md suhst~tfal access tn 

fairly larp:e co:nputers if the study fa to bP. co:11pleted in reasnnal":le t::..ne. 

Dewlop.ncnt cf us~r criented soft:ware which ocr:nits crmvcni':llt 

apecif icati::m nf the prohle!ll by users, who !lli!Y not "e co:nouter 

specialists, c:Jul(i !::,03 ,:,f invaluabl.:: heJ.n in oromotin~ such stu".li.!s. 

The foregoing is not to deny the usefulness of attempts at eztensions 

through previous case studies, 'but to recor,,nend that more resources be 

devoted to extension, and that the case studies have as their primary 

objective effective extension. 

• 
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.-
(b) Progra~ni.n~ Jneels

0 
to Ev~lu~te Ano~piate Techn~lorv 

for Rural In·~ustrial i)eveloc-:nent: 

Tb.e mcdel,s deait with in this resea2'Ch can be used to 

le 1] t, •itrl , re e1 11 ;•i1 nail !:££.!rze, •rt• "! 1] 1 h•0 • 0 :ssi -al I l le -throw s ,'.T'.E: li ~ht .. :1 is.::u .. .: ... ~ c·"'r,si·!cr"1l>l;: int::~st in 
shouu:1 

.LDCs. T-, 'l!v1t ext~nt: ~ on-:: 1~vi'?l"n =i -!ec.:m~uize~ inr.•1st:-ial 

llbat is the i.J1Plic.-~tir,n for £::nolny!ll:mt .:!n i incf'.'."!lf":- r-ener~tion 0f 

'1evelop:nent basat! -:in s:nall scale inc!ustries'? Thes~ · issues nP.e-:! t~ ~~ 

explcred in .1 sys-::.a.ne.tic, technical. ;m,i -!isp-35sk.rMte "'way. !!f!=is::::a=dill llil111s 

The case study ·of pulp and paper in MaZaysia examines some of these issu·es, 

1Jhi'le the fo1,1,()t,}-6n wrk under RPO 670-23 has a great deal, of relevance to 

understanding questions concerned urith the organization of production. 
,i 

ls ~l;tp..J tc •••''"*a th. J:i auefita cf l :c1, •• 1 111 IA· J: f I ls 

• eur• tfl• 

Nonetheless, urith the foregoing exceptions, the 
.;.. s-tu~iPs !n !n~u~1:"t'inl ?rn-r~:n:nin" 

.2 RPO 67" ?" h • ._..,. .. . tended to v,,· ,..., ~~,. ~,,_,..,...,.,..~ ,.,.r. ~.;v::._lr.n.lt-"'t'lt in .. nurelY Uflr'!!" '.I- . .. . :i.V':' r vt:>W .II·~• 

°t'tchnic.tl. way. The objective has been tn find least cost soluti,..ns. 

Institutb!" al issues in the r,rp:misatinn r,f Sl!!ct!'.:lrs, in the difficulties 

,::,f i.Jlple!?lenntion, or ::.."l the reitl3t of sPlection nf ~licy inst'ru.n~nts 

••• 1a,, aey,ad the ,. ;pe of these sti, !ies. shouZd be brought to the force 

in subsequent research. 

In evaluatin7, the ;\p[)MPrfa:taness ,.,r otherwise ">f t-=chnnloP.Y 

IIO't only rP.lative f-1ct.,!' scarcities shoulri be t?.ken care ot= but i'!lS1".' the 

li.Jaitatir;ns of public policy in usinv. C·:rtain instrw1ents. n~us i:<= 

ine':\.ne re-:!is-::r.ibuti.::,n p."1licies are ooliticru.ly harrl to persue, l"'!ne llif"'ht 

~ an e:nph'!sis r:-n incOJte ~ener'!tion in aelectinrr "approroaite" techniquss. 
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(c) I~stitut imMl issues in I:nnle:nent"!ticn and Cnoaci-t,r Utiliz.:itfon: 

Thotw,h 

useful anc! has b :2.ic;:rte<i benefit in P.xcess '"'~ c.,sts, one :nay stil!. ask 

if these are th9 .nr,:;t i.'llpOrtant issues t~i'!.t ncerl to b0 reser!rche:~ f~!' 

promtine bJt:stri?.l ,ieveln.p:nent. 

The p?"'.'bl:;.'l.n nf iJ10le:nent~ticm of ~r'."j~cts anrl th~ efficiency· 

· with which -aven l~r'.!e L~~ustri.::?l pr:,;ects :'11'4? '>perate:i in :nanv LDCs 

are perhaps 0f .nuch C!reater ~cnsequence than the SP.lecti<"!n of :m 

aptl.nu:n set )f pr-:,jects. MIP models can be used to excunine the efficient 

opera.tion of existing plants, as was done in the Egypt fertilizer case 

sutdy. Nonetheless, the issues here go much deeper. 

To wh~t extent 1el3ys in install~ti~n ~f 

capt1city an1 inefficient use of inst?!lled capr!city in l:!r~ in~ustrbl 

projects 3re due to i:nproper or~c\nist1ticn ~r 1ue to inapnro~ri~te 

--bjectives ~f the .n3Ila7e~ent er 1ue to inexperience an<l ina~enu3te 

of the I,· .. '::)lic sector, which ~l'!Y=" ;, l ,rr.-~. ;'"!rt in ~h~ 1evelnn.ni:o'lt of 

ind~trfal scct'1rs in sr-.ne countries? Joes th•." priv"l.t~ St":ctor re~llv 

~s of ~.~in~ :lblP. tr, -!esi!7Tl er~ectiv'= or~:misaticmi'\l -3.n,t institutbnal 

advanta11e in car:--Jin-: ,:,U't . rc·sP.arch in this areA :'\S it woul-! be ;~ble to 

pull ~,:,~ether ex~rience fro~ a n~~r o~ countri~s with~ wi~e r~P-e 

o~ char3ct~ristics. 
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(d) Conseauences of Inter~ccen "1.r.nce f '"lr Pl.:mni."l~ ?.n ~ Pr,,:n,.,tina: 

Industri~l Dev~l ,~~ent: If econ~:nies cf scale an~ intErdepen<lencc ~r; 

i.11DOrtant th&;n t~e ·ievelop!llent r:,f th~t industry woul-~ benefit :frr:,:n S!"'.1lE 

:fc.r:n C'lf centr~l planninP.' , r c,xir-.in~ticm. On the oth-=r hanrt, effective 

i.llpluent~tir::-n °c'lld central planninE ,,f 3 sector such ~s the rech;:mical 

anc,:ineerin r; fa -:'.usty ch:U'~cterise1 by a lar·:,e nu.11!:>er ,-,f prc<lucts an~ 

processes is : ifficult t ~ say tha l€~St. 

' Thus the fin f!:.nt".":j ~~ ~h.:. K.~r<:"!71 Pfor:h,:'!l ic'3.l E~unneerinl! Intiustey 

.. 
study that interdP,pen .~ence appear not to be :h ,t ,:if :nuch qucntit:1tive consequence a 

are ftry co.:nfortinP" ~ ,:,ne can rely 0n i.Jlcle:nentabl e , r!ecentralize<! 

procedur~s fo r iievelopinf! t he in~ustry. Y,at, as emphasi zed by the authors of t he 

research, the find in11 neens to ~,e confir:nec with furthe r RS 1!iNt1. 

research; i n partic:ular, theirs i s the onZy 

study t hat has i nvestigated t he i ssue empi r i caiiy. Moreover, as they are at 

some pains to point out, t here i s reason to suspect that t he aggregation approach 

used may bias their findings. Would =3 -!ifferent set of internatbn:tl 

prices such -\S m.y pre~il -~t -,thar ti:nes leac to ;.3. rliffarent ~sul t? 

W,uld 1iffcrent c-,:nest ic prices, such as :ne.y be founr! in ~ r,ther 

coun'try, =iva ~ differe:it result? Woul,1 .:i n.ifferent :,roduct-llix 

pt'O'iuce con-t:r~ry results? Is it possible that \.m-~~r such 1if'f'erent 

circW1Stances the benefits ,:-f account~~ *'r inte~ependence Wt"ul<l be 

The 1uantitative ~i.T.ens:~n ,.,f eff~cts ~f int~r~e~e~~€nce is 

aufficfontly i.11~ort;mt for policy puro-,sc!; th'3:t furt?t,er ex?loratil):ls 

u. called for. 



TO: 

FROM: 

SUBJECT: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Mr. Larry Westphal, DEDND 

Mariluz Cortes, DEDND ~.C 

Nelson's Review of World Bank Projects on Capital 
Utilization, Capital-Labor Substitution, and 
Technological Change 

DATE: February 7, 1979 

I have only two comments with respect to Nelson's ~eport. 
In his recommendations Nelson points out that the Bank has been 
reluctant to do research on issues of innovation, entrepreneurship 
and institutional structure, because they are viewed as not amenable 
to rigourous research (because precise models and econometric techniques 
cannot serve as the primary tool.) If this is true, the Small Scale 
Enterprises Study is a major departure from this orielftation, and he 
should be aware of this.Nelson also points out that the part of the 
project on appropriate technology that explores the design capability 
of domestic capital goods producers has considerable promise. His 
argument could be stronger if he mentions that as part of their 
mission work, researchers in this department have gathered evidences 
of a highly developed design capability among Argentinian producers 
of capital goods. 



WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: 

FROM: 

Mr. Suman K. Bery, VPD /J 

~-9. 5. ,~. 
Kemal Dervis and S. Robinson, DEDND 

DA TE: February 8, 1979 

SUBJECT: Report by World Bank Panel on Industrialization and Trade 

This memorandum gives our comments on the draft of chapter 3 
of the report, especially the discussion of RPO 671-79 (the Sources II 
project). We agree with Westphal's comments on the chapter and only 
wish to expand on them with respect to this project. 

First, there are three minor points of clarification in the 
description of the project. The draft refers to Yugoslavia as the third 
country study. As the project was finally approved, a ~ird country 
study will not be started in the first year and it is not clear what 
country will be chosen. Second, Sherman Robinson and Kemal Dervis are 
jointly directing the project. Third, it might be better to refer to the 
models which are to be used in the historical analysis as Computable 
General Equilibrium (CGE) models rather than as "programming" models since 
our approach is based on direct solution of the system of non-linear 
equations and does not involve the use of programming methods. 

Page 7, paragraph 3 

Price endogenous general equilibrium models have never so far 
been used as part of an historical analysis of growth and industrialization 
(with the exception of the very aggregative work of Kelly, Williamson 
and Cheetham). There is therefore not really any accumulated experience 
in this area. There is, on the other hand, by now a fair amount of 
experience with forward-looking models. A common criticism has been that 
they have "too many degrees of freedom" and have not been "tested" against 
real historical development. An attempt at historical analysis would 
therefore be a step in assessing the expl~natory power of general equilibrium 
models. We do not want to overemphasize this point. The data problems as 
we11 as problems relating to behavioural specificatiou remain very substantial 
and in the light of the difficulties faced and the energy that went into 
developing the purely demand and quantity oriented input-output studies 
it would be a bad mistake to underestimate the effort needed for a simul
taneous and policy-oriented analysis -of quantity and price structures. 

We believe however that a start can be made and that some questions, 
particularly those relating to trade policy (tariffs, quantity rationing, 
exchange rate policy, terms-of-trade) can benefit from being analyzed in 
a general equilibrium modelling framework. The experience we have had in 
building a model of Turkey for the EMENA region has strenghtened our belief 
in the usefulness of applied general equilibrium models in analyzing trade 
and exchange policies. This is not surprising since trade theory has long 
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constituted the most fertile area of application for general equilibrium 
tools. More than in other areas, quantitative general equilibrium work 
on trade problems has a rigorous and rich body of theory to draw on. 

Page 7, paragraph 4. 

The last paragraph on page 7 raises the problem of interactions 
between social, economic and political phenomenon. These interactions 
are extremely important. A type of quantitative modelling that attempts 
to endogenize this i nteraction, as suggested by Bacha, is a most interesting 
challenge. But we think that it should be presented not as a substitute 
for but as a complement to models of the economic mechanism as such . 

.. 
In this context, note that the "conflict" between value theory 

i la Hicks-Malinvaud and the Sraffa-Pasinetti type models developed i n 
Cambridge (England) may not be as great once capital stocks are treated as 
combinations of produced means of production (as is done in most applied 
general equilibrium models); the wage in organized industry is treated as 
exogenous; and the fiction of futures markets is abandoned. 

Page 9, last paragraph. 

~ the section on future research, Bacha states that some work 
on CGE. models should go on at the Bank in order "to keep the WB researchers 
in contact with the state of the art in academia." One should note that 
almost all of the initial work on CGE models for developing countries was 
financed by the Bank and much of it was based there. The Bank has been 
a leader in this field and may well have a comparative advantage in future 
work in this general area. 

Regarding the amount of resources required for research using 
general equilibrium models, it should be emphasized that there is a real 
and discrete choice to be made. 

Demonstration models that further develop our understanding of 
tbe structure of particuldr general equilibrium interactions or that allow 
systematic exploration of explicit optimization procedures are not costly 
research tools and methodological work with demonstration models could 
proceed on a very moderate budget. 

The situation is however quite different when one is talking of 
serious applied country work. The whole point of such efforts disappears 
if careful empirical work cannot be done. This usually involves greater 
need for research assistance, travel costs, in-country consultants and/or 
collaboration with local research institutes and, in general (particularly 
when the aim is comparative work) greatly increased coordination costs. 
A further difficulty arises because the uncertainty regarding timetables 
and completion dates increases substantially when reliance is placed on 
local consultants due, in many cases, to the inherently unstable working 
conditions in many developing countries. 
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We believe that for the World Bank and local researchers the 
benefits may exceed the costs. Be that as it may, we hope that the nature 
of the choice and the implications for resource allocation in the Bank 
receive enough attention. The distinction between demonstration models 
and applied country work should be brought out in the report. 



WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Larry E. Westphal, DEDND 

FROM: Demetrios Papageorgiou, DEDND ~ 
DATE: February 8, 1979 

SUBJECT: Review of External Panel: The Donges' Report 

I agree with your comment of this report in your 2/2 
memorandum. I think the report on Incentives and Economic 
Integration needs extensive redrafting. I found the same mix-up about 
economic and financial measures, for example, in para. 10, page 7 
where Donges has confused measures of incentives with measures of 
comparative advantage. · 

Furthermore, Donges' comments on the usefulness of the 
"strategies" project seems to me to be a little misplaced. The impor
tance of this project has always been thought to be its contribution 
to our understanding of the effects of incentive policies on the 
structure of industrial activity, rather than in · providing timely 
policy recommendations. 

Finally, I do not understand why the "Export Promotion" 
(RPO 67-135),the Morawitz,and the Baldwin-Waelbrook project have not 
been part of Donges report. Had he discussed them,very few interesting 
research ideas on trade would be left in his report. His first 
recommendation, if I understand it at all, is nothing else than what 
has been done so far with the incentive studies and domestic resource 
cost calculations . His second recommendation for research is at best 
vague. The third recommendation is in many ways addressed by RPO 67-135 
and the Morawitz project. Ris last recommendation for research in trade 
is partly covered I believe, in the Baldwin-Waelbrook project. 

l 
I 



TO: 

FROM: 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Messrs. Kim Jae-ik and Assar Lindbeck, 
Research Advisory Panel on Industry & Trade 
Don Keesing D ~2 ( 

DATE: February 8, 1979 

SUBJECT: Draft Review of Research on "Export Promotion Policies in the 
LDCs and Access to Markets in DCs" 

1. I have only been given a few minutes to read and comment on this 
draft before leaving on a two-day trip, and I appreciate the positive things 
said on it. 

2. The first two "projects" discussed on pages 2:.1+ are not research 
studies and were never meant to be more than a "useful jumping off point for 
serious research" (in the words used on p. 2) • The thit'a.~..io; aoc a aeparate 
study at all, but only a reporting study written in less than a week as an 
update on what has ·been happening·; it was the third in a continuing series. 
Mrs. Plesch did a recent one less than a month ago. An example of a somewhat 
more intensive reporting study (forthcoming ' as a Bank Staff Working Paper) is _ 
attached, along with a similar paper done for a conference in Sweden. What 
needs commenting on here is the (non-research) function of keeping track of what 
is happening and reporting on it as a guide to Bank policy and operations, and 
how this may relate to research. I believe there is a potential for a positive 
feedback on research from our policy and reporting studies since they help to 
show what issues are important, and give us a general quantitative framework; 
but they should not be judged as research, for they serve very different purposes. 

3. The overall evaluation on p.10 is confusing,at least to me, in eval
uating a category called "surveys, data compilations and analyses." Contrary 
to what is said in the first sentence, we have no research project in this 
category. What little has been done, by only one or two people, has been an 
attempt to digest what is going on, based on easily available statistical 
sources. I am also confused by the overall message here: supplementing existing 
information sources in any major way is fe~ beyond the realm of feasibility. 

4. The basic problem in our trade work is that, unlike most Bank country 
missions where we have several people, here we are trying to do a big job with 
practically no staff. We cannot possibly keep up with other people's work, let 
alone do proper research (apart from hiring consultants) with the one or two 
people we have. This should somehow be reflected in the draft. There is also 
a ueed to bal.ance research against operational and policy needs. We are almost 
unbelievably shorthanded on all these fronts. 

Best wishes and have a good stay in Washington! I'll be back on 
Monday. 

-- ....... 

-:Attachment T->/lof I 

cc: Mr. Westphal 

~/jf - -- --. 



::.v,.,.,,,_,, ___ __ -

TO: 

FROM: 

SUBJECT. 

WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
Research Panel on Industry and Trade DATE February 8,1979 

Helen Hugh~irector, Economic Analysis and Projections Department 

Your Draft Report 

1. We found your draft report is well conceived and to the point. 
Chapter I cr eates the relevant conceptual framework , clarifying issues 
that have been loosely discussed in the Bank for some time but not 
stated clearly, and Chapter II summarizes the research to-date effectively. 
In our v iew you point to the correct priorities. 

2. Our main question is about the lack of an attempt--and we realize 
how difficult it would be~to make some judgments about cost/benefit 
issues , particularly of in-house versus RPO "research" . We also find 
that the tone in these two chapters, particularly Chapter II, somewhat 
too complimentary. The Bank is a large , tough, wealthy organization 
with many characteristics of a monopoly . It should be able to take 
criticism, par ticularly if it is as constructive as yours. 

3. I recognize that the report is ye t to be edited as a whole, and 
so wish to point to some discrepancies between the first two chapters, 
and the individual research reviews concerned with two projects with which 
I was associated previously, and with the market penetration project. 
These discrepancies no doubt arise in part from the unduly short time 
which the Panel has had to devote to its task, and its consequent inability 
to discuss projects with the responsible researchers/supervisors. 

Export Promotion-India (RPO 670- 21) 

This project was fraught with difficulties from its start. There 
were serious personality conflicts, stated in "methodological" terms, which 
I always found puzzling since all parties were wedded to neo-classical 
economics! It is true that the project was never completed in the sense 
of publication. However, i t also had some successful aspects . Its 
conclusions , presented in a large document (of some 500 pages) issued by the 
Trade Development Authority (but evidently not available to the Panel) were 
used in a series of Bank reports on India. More importantly, they were 
directly critical in changing Indian policy on exports and export incentives 
through the influence of the Trade Development Authority staff and of 
Indian collaborators and critics . Its success in this respect contributed 
to the Indian Government's r efusal to allow it to be published in its 
original form. (This, of course, is no excuse for the failure of some 
publishable output to be produced . ) It was also a project in which 
developing country collaboration included the training of local researchers. 

Small Scale Industries (RPO 670-77) 

This is another project which, though admittedly not really well 
conceived , suffered from the start from strong opposition to its at t empts 
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at innovation. It succumbed. However, in my opinion the view that "a 
2-4 days meeting would have been preferable" (Bueno, para.10) is more 
representative of bias against such attempts by some members of the Bank's 
"research establishment" than of the facts of the case. 

Market Penetration (RPO 671-66 , 671-67 and 671-82) 

This project (Jae-Ik Kim paras. 7 & 8) has evidently not been 
clearly perceived. No doubt because of the lack of aforementioned consultation 
time, we did not have an opportunity to explain its purpose; documentation 
was skimpy because the project was being formulated and defined even as the 
Panel was doing its work. We considered it essential to its success that 
while this Department would provide (and has provided) the guiding framework, 
the participants themselves had to be involved in its detailed formulation. 

It is agreed that 
own research in this area. 
trends (RPO 670-20) did not 
of information and analysis 
and its purposes: 

the industrial countries should be doing their 
Unfortunately the earlier proj ect on market 
succeed in crea ting a comprehensive framework 
in the industrial countries, hence this project 

(a) To assist in the creation of the basis of an analytical 
data produc tion and trade system for manufacturing (broadly 
defined) in t he Bank that will embrace developing as well 
as industrial countries. 

{b) To contribute to the analysis of the political economy of 
protectioni sm in indus trial countries in terms that will not 
only assist pol i cy f ormulation in these countries, but also 
contribute to the developing countries' export policy 
determination. 

{c) To ensure sufficient attention to the importance of studying 
the adjus tment process in the industrial countries, particularly 
in those such as Italy and Japan, which have hitherto not paid 
very much attention to it. 

The project is now well launched in 12 industrial countries. It is 
creating quite a l o t of inte r est as intended. We expect the data base· to be 
established by the end of summer 1979, and analytical papers to start flowing 
in early 1980. 

4. Finally, we have anticipate d some of the Panel~s conclusions. 
Together with the Devel opment Economics Department, we are submitting a proposal 
for a limited r es earch input that would enable us to establish the core industry 
component of the manufacturing-trade data system already mentioned. We propose 
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to use this data system within the Bank as the "anchor" for more specific 
project r elated data systems, and it will also be usef ul f or more general 
analysis of the changing internati onal structure of i ndus trial production 
and trade related issues both within and outside the Bank. In-house we 
have begun work on the changing characteristics of trade flows, particularly 
among developing countries. 

c.c. Messrs. Balassa 
B.B. King 
Westphal 
Keesing 

BHughes/kg 

EPD Front Office and 
Division Chiefs 
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TO. 

t=ROM: 

SUBJECT. 

,.. 
WORLD BANK INTERNATIO NAL FINANCE CORPORATION 

I 1) -f I 

OFFICE MEMORANDUM 
See Distribution 

Larry E. Westphal, Chief-DEDND hV 
Review of External Panel Drafts 

DATE: 

r~-
February 2, 1979 

URGENT -- Comments must be returned by c.o.b Wednesday, 
February 7 or they will not be taken into account! 

1. The External Panel reviewing Bank research on Industry and Trade 
has made available a draft report, consisting of two general chapters and 
a third "chapter" containing more detailed reviews of research in parti
cular areas. As the Panel returns on Feb. 9 to complete its final draft, 
now is the time to review drafts for factual errors so that t hese can be 
corrected in the f inal draft. 

2. I have read and will be rereading more carefully the entire report. 
Attached is a set of preliminary comments, where I tried to flag the most 
serious problems, but not to comment on more general points. I am asking 
that selected staff separately read and comment on the detailed reviews of 
particular areas. The attached table shows assignments, and the review 
you are to comment upon has been attached. 

3. Be particularly careful to check f or factual errors or possible 
errors of interpretation. For example, is f orthcoming work explicitly 
mentioned or is it neglected: are recommendations made that fail to 
recognize work already undertaken; etc. ? With respect to such errors, i t 
would be best were you to underline the relevant parts of the draft and 
provide substitute text (with accompanying commentary if desired). 

4. Where you have difficulty with judgements of merit or recommenda-
tions regarding further work, do not provide substitute text, but merely 
comment. All comments, substitute text, etc. are t o be placed on a separa te 
memorandum, keyed in some way to the draft which should also be returned. 

5 . I must have your comments by c. o .b. Wednesday t o permit me t o go 
over them prior to discussion with the Panel on Friday . I will not l ook 
kindly upon tardiness -- your interests are a t stake! 

6. Please contact me if you have any questions re your terms of 
reference or the format f or comments. Please do f eel f ree to check with 
other s taff to insure f actual correc tness . 

LEWe s tphal:mm 

At t achments 

Distribution: 
Ms. Cortes, Mr. Keesi ng , Mr. Papageorgiou , Mr. Robinson, Mr. Stoutjedijk, DED 

cc (without a ttachments) : Mr. B. Balassa, DRC 
;Mr, S. Bery, DPV 

Mr . B. B. King , DED 



Author 

Bacha 

Bueno* 

Donges 

Kim 

Nelson 

Parikh 

Review of 

Chapter Three Items 

Area 

Comparative Advantage, Trade 
Patterns, Economic Growth 

Small Scale Enterprises, etc. 

Incentive Policies and Economic 
Integration 

Export Promotion Policies in the 
LDCs and Access to Markets in DCs 

World Bank Projects on Capital 
Utilization, Capital Labor Sub
stitution, and Technological 
Change 

Programming in theeManufacturing 
Sector 

ATTACHMENT 

Responsible 

Robinson 
(consult with Der~is) 

Cortes (consult with 
Anderson) 

Papageorgiou 

Keesing 

Cortes 

Stoutjesdijk (process 
industries) 
Westphal (non-process) 

* This item not yet available . Will be forwarded immediately upon receipt . 
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OFFICE MEMORANDUM 
TO. Mr. Suman Bery, VPD DATE January 30, 1979 

t=ROM. Larry E. Westphal, Chief-DEDND l.-v/ 

SUBJECT Report by World Bank Panel on Industrialization and Trade 

I regret that it has taken me so long to get around to reading the 
third draft, but it could not be helped. Moreover, I have only been able to 
make a hasty reading; my comments are thus restricted to major points. I 
would appreciate your transmitting these comments to the appropriate member(s) 
of the Banel. 

Chapter 1 

Page 30: I seriously question the implied conclusion that the 
studies of growth patterns and sources of growth do not lend themselves to 
application for use by operational staff. Examples of past uses have been 
given to the Panel. In turn, the forthcoming industrial sector mission to 
the Philippines will employ both methodologies, at the initiative of the mission 
leader, who is a member of the operational staff. 

Same page: I am very concerned about how the skepticism regarding 
sources of growth II and investment programming models for non-process 
industries will be received within the Bank, particularly with the actions 
that might be taken by senior management as a result. It is not beyond reason 
to suspect that the Panel's statement of skepticism, particularly in view of 
the context in which it is made, would lead to the decision to about these 
projects before they are completed . I will not here go into all the reasons 
why I distinctly do not share the Panel's skepticism; suffice it to say that 
a balanced statement of the projects' objectives suggests both that these are 
important and that they can be met . To make my point bluntly: I strenuously 
object to the singling out of any specific projects for such comment, 
because of the weight that the Panel's findings may carry with senior manage
ment. If such adverse comment is to be made, the underlying reason should be 
stated, and opposing views in favor of these projects should be given equal 
attention. 

The following parenthetical remark with respect to the above may 
also be relevant: In terms of their academic credentials, the staff involved 
in the sources II and investment programming for non-process industries projects 
are among the top research staff in the Bank; they have also shown themselves to 
be very effective in operational support activities . Given that a statement of 
skepticism could easily be the basis for highly disruptive action by senior 
management, such a statement does not seem consistent with frequent commentary 
in chapter 1 suggesting that the researchers should, to at least some degree, 
be free "to do their own thing . " Moreover, whether it is readily apparent or 
not, for the researchers involved, both projects constitute major steps toward 
refocusing the use of mathematical formulations to undertake research on topics 
(such as industrial organization and technological change) on which the Panel 
has placed high priority for future work. 
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Chapter 2 

Page 1: Project 670-01 is mistitled, should be Development 
Strategies in Semi-Industrial Countries. 

Page 3, top three lines: The research guided by the more elaborate 
general equilibrium conception has hardly begun, hence not surprising it has 
not yet produced results. 

Page 5: The suggestion of diminishing returns prompts three 
comments. First, it should be noted that much research has not yet been 
written up in final form; I would hate to see a moratorium imposed on research 
in some areas where complete write-ups are only in the early stage. Second, 
presumably diminishing returns to further research in an area does not imply 
either that no further effort is required to "move the research into operations" 
or that operational uses are ruled out; explicit recognition of the distinction 
between research and application (through various means, depending upon project) 
needs to be made, with separate recommendations for each. Third, there may be 
some unanswered questions which strongly merit research, so that diminishing 
returns are not across all parts of an area. Does the Panel wish to rule out 
all further research? 

Page 13, middle of page: Note should be made of applications of 
"work on effective protection rates" that have already been carried out in 
connection with operational work of Bank. Also, note that Phase II of the 
Appropriate Technology Project, on choice of textile technology, is joint 
with relevant lending department. 

Page 13, over to 14: Please see comment on Chapter 1, page 30, re 
expression of skepticism. At least here there is recognition of connection 
with staff interests. 

Chapter 3, Bacha 

Page 4: It would be helpful to note re 671-05 that the "analytic" 
phase of the project is not yet completed; that work to up-date the Chenery -
Taylor study is nearing completion and that reports from this work are forth
coming. 

Page 7, re micro focused analysis of two subsectors: To avoid 
misleading the reader, it should be noted that the initial proposal for the 
project indicated that a detailed proposal for subsectors studies would be 
forthcoming at a later date. 

Page 7, last paragraph: I think the negative aspects are overplayed. 
On the positive side, would it be denied that static CGE models (or variants 
thereof a la Taylor/Black) provide better estimates of resource pushes and pulls 
than do effective protection rates calculated via conventional means? The effort 
in Sources 2 is to investigate relationships between structures of quantities and 
prices (and thereby price denominated incentive policies) over time~ this 
objective seems worthwhile and should be noted. Given this objective, to 
incorporate the price side more explicitly, what alternative methodology would be 
advocated in a multisectoral setting? 
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Chapter 3, Donges 

Page 10: The lengthy paragraph which begins on this page and con
tinues on page 11 needs reconsideration; I strongly question its logic. To 
give but the most glaring example: economic viability has little to do with 
future changes of protection; financial viability does. The paragraph confuses 
incentives with resource costs, and economic with financial viability. 

Chapter 3, Kim 

It would be helpful were note to be made of the severe time con
straints under which the individual "surveys, data compilations and analysis" 
were undertaken. Indeed, work in this category is by-and-large not formal 
research. While I would agree with the assessment in "absolute" terms, given 
the severe resource limitations under which this work is done, the assessment 
in "relative" terms should,I think, be rather more positive. The lesson here 
is the need for stable resource commitment to this type of work if the Bank 
is to undertake it. 

Page 7, bottom: What is the rationale for suggesting that all these 
projects should be part of one "coordinated" project? Please clarify; other
wise, perhaps best to omit. 

Chapter 3, Nelson 

Re the project on Appropriate Industrial Technology: This project is 
nearly complete, not "just beginning;" that is, within the limits of the pro
posal accepted by the Research Committee. (The drafts you were sent initially 
were now several re-drafts out of date.) Of course, further work under new 
projects will follow from this project, but it will be much more narrowly 
focused . If more than this is implied as being necessary, it should be spelled 
out, please. 

Page 6: Re diminishing returns, please see comment on 
suggesting note should be made that preparation of final reports 
under 670-23) yet remains; this will take some time and effort. 
returns also seen to further work on capital goods production in 

Chapter 3, Parikh 

Chapter 2 
(particularly 
Are diminishing 
LDCs (re 671-51)? 

I have major reservations concerning this chapter, sufficient to ask 
that it be thoroughly edited to correct a number of fundamental mis-statements. 
To cite only a couple of glaring examples: page 6, bottom of page -- the state
ment of the conclusion that simple benefit-cost criteria or measures of compara
tive advantage are adequate is nearly the precise opposite of the conclusion 
reached by the authors of the study. Page 10 -- the suggestion that case studies 
be carried out by a local team corresponds to procedures that have already been 
used in several applications to process industries; the implication that it has 
not been tried is thus false. Page 11 -- the application to the pulp and paper 
industry in Malaysia in fact does examine pros and cons of decentralized versus 
centralized industrial structures as well as the cost and benefit of rural based 
industrial development. Again on page 11 -- the application to the Egyptian 
fertilizer industry gave explicit attention to the efficiency with which large 
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projects were teing operated, and considered this question both independently of 
and in respect to investmen~ options. Page 12 -- the authors of Korean mechanical 
engineering it11ustry study themselves state in the strongest possible terms that 
further studies to test the generalizability of their results are required; 
they even go so far as to note that their own micro level research in progress 
suggests that the conclusions are highly questionable and very much dependent 
upon the level of aggregation employed in the initial study. 

The point of the immediately preceding comments is to suggest that 
Parikh's chapter be edited to achieve a more adequate reflection of the research 
that has been carried out; it would be also desirable to achieve more balanced 
exposition · leading to a less ambiguous statement of Parikh's conclusions 
regarding major points, and of his recommendations. My impression from talking 
to Parikh is that he would strongly support further work leading to widespread 
implementation of the methodology, both with respect to Bank projects and more 
widely in LDC's; this does not come across from his write-up. Mr. Stoutjesdijk 
and myself would be willing to re-write the chapter if this would be acceptable; 
otherwise, we will provide a detailed set of comments . 

LEWestphal :mm 

cc: Mr . B. Balassa, DRC 
Mr. B. B. King, DED 
Mr. A. Stoutjesdijk, DED 



Co:mnenU; on _Cl i:-~p .:ci· I __ 9.L__rh~ Draft Report 

by the l lor]d Bank P_an_;~ l__nn Jnc1u ~; L; :i;,Jjzation nnd Tr..ide 

Rcl a Balass::i 

1 .1 Bank r esearch -- why and for \!horn 

1. On the comparative advantage of Dank research , I would suggest 

del eting the production of " sta t ist i cal data and othe r i n formation ." (p . I+) 

While t his point i s subsequentl y qualified in stating that " it may .. . be 

r easonable to limit demand i n this field to t ake greater r esponsibility for 

the data which it j_the. Bank/ ac tual l y coll~ct s and uses i n its own r esearch 

and surveys and to make t hese data available for outsi ders t o a l arge extent '' 

(p . 6) > vari.ous queries r emain . 

2 . Jf on e i s t o l imit tl1is activity to t he pub l icat ion of data collected 

in conj ur,c tion w:i.th t·he Bank ' s research activities , it does not deserve a 

sepa:::ate consideration -- only a slightly changed emphasis in the dissemination 

.. ,- ... l - ... 1 .. ,-: ,.,,.... ,_.,: ,,....,... ,..~ ... --.~ ..... ,v- , l""' -r. , ,,, 1 t~r T1 °' .. "'""t-h ,....~.. •""nn h '"'l~ {n 1ni, ... ?. 1·ho c.:r::t-~'h1 ic:1,--~ ... - , .. _..,..,_ ____ __ __ ~- -.- --- .. ·----· -- ----- -· .. . , -·-- -- , 

ment of an information syste, •. , pennitting easy retrieval) this would indeed be 

a Dseful activity bu t could not be considered research. Finally , the publica

tion of data collected in the courve of the Bank ' s operational activities, i n 

the form of surveys or othe~wise , \,'ould involve a t re:-nendous effor t on the part 

of oper.ntion.:i l staH that could no t be demanded fror.i operational staff without 

relieving t.hcm from other responsibilities . But, again , an i nforma tion system 

- - or data bank - - can and prob3bly should i nclude project data t hat may be 

s ubsequently u sed by other s. 

3 . I n t ur n, I would add comparative studies as an ar ea i n wh i ch t he 

Bank has a comparative advantage . This is b~cause of the Bank ' s unique access 

to i nformot i on i n developing countries around t he globe and the staff resources 
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it can dnrn upon. At the same Ume, it would. seem oppropriate to separate 

research areas, such as govcrn~cnt policjes and regulations, from the mode 

of carrying out the resenrch, such as comparative investications (cf . p. S) . 

4. Research on ins ti tut ions is recoJTU11ended in the report both on 

"comparative advantaee 11 and on "rc~s iduc1l supplier" grounds . As to the former , 

the statement thal ''potential for research on institutional and policy-oriented 

problems has a l so been acqu:i.red by way of s ector reviews and studies of small-

scale ent erprises , state enterprises , and financial intermediaries , for 

instance within the Industrial and Finance Division (IFD)'' (pp . 5- 6) is har dly 

correct. 'While the Division has done uork in several of these areas, this 

has not been of a high quality and it has rather limited potential for the 

future. One may also que ry the suggestion tha t ' 'a ra ther special reason why 

the Bank may be a suitable place for institutional research, relative to 

university institutions, is that institutional research so far has not gained 

o, 
p , •• 

institutional research 11as not acquired a high status largel y because it is 

"soft" in the sense tha t it is not amenable to the use of quantitative methods. 

As noted in more detail below, similar considerations give rise to doubts 

about its introduction in the Ban~. 

s. Towards the end of this section , reference is made to "four principl es" 

for research in the Dank. It is only on p. 28, however , that i t becomes clear 

what t hese four principles are. Also the last one, generating knowledge and 

research capacity in LDCs would requi1 c more discussion , in particular as far 

as its benefit- cost ratio are concerned. Finally, it would be desirable to 

indicate the relativ,~ importanc e of the various principles as well as the 

implications of the r cr.onunendaL:ions made :in the report for the size of the 

Bank's research procram. 
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I.2 How to make impor_s~uction ;md disscmlnc1.tion of research mo r e effective? 

6. The short subsection on the i mport of knowledge partly overlaps wi i:h 

the subsec tion on dissemina tion . If t hey a r e to be ke pt separate , the prepara

tion o[ " s t ate of art s " papers should be adde d t o the former. As regards the 

latter, attention would need to be given t o the problem of application as 

distinct from dissemi nation and assimilation. In f act , the smal l research unit 

proposed for the Regiona l Of fice s could become a vehicle for appl ications that 

should be carried out at the next s t age a s the Bank ' s resear ch program has 

"matured . 11 (This point i s t aken up in the· concluding section of the repor t.) 

7, An indication of the size of the r esearch program is especially 

importan t in view of the sugges tions made for entering into several new areas , 

and fo r applyine an i nl·erdi sciplinary approach in some nf them (pp. 15-16 ) . 

At the sc:.me time , the difficulties of car~yinc out i:1l erd isciplinary research 

would n e<'c:1 to be r ecoeni%c>d. Tn thj s r.onr,ecti c,n, it wo11:i.d he usefnJ to cj tP. 

suaaessful cases of inte:::-dis~ iplin.:1c.y rcse2rcb :.nvol·.1 ing cso!1o!!lists 2:~d o!:h~Y 

disciplines ; in the United St ates \,'e have a number of examples of unsuccessful 

efforts. 

8. In general, the question arises how many new d~partures oue can 

envisage in the Bank , given its budge t and staff cons traints and , more 

importantly , its absorptive capacity and ability t o manage resea rch . The 

existence of these constraints point to tbe need for l imiting the number of 

n ew departures . These may be chosen with a view to the applicability of 

quantitative me thods and the wide r relevance and reproducibility of the results , 

so as t o avoid ending up with descrip tions of occurrences tha t do not l ead to 

generalizations . 



I. 3 I mplirations for r esuarch of pltcrnativc strAtcgies for economic dcvc lopmcn; 

9. The cent ral planning-dece~tralizEd decisions dichotomy may be a red 

herring . To begin with , this is not a dichotomy of developmen t s trategies as 

is the choice e.g. betwe2n in\:ard-~nd outward-looking strategies or between 

basic needs and a consumer-oriented society. Rather, it r ef l ects a mode of 

organizat ion t hat is compatible with various devel opment strategies. In this 

connection, see the comparison made between tl1e outward-oriented strategies 

followed by centrnlly-·plannEd (Czechoslovnkia and Hungar y) and market 

(Argentina and Chile) economies as against the outward-oriented s tra t egy of 

the market econowies of Denmark and Norway in the first two postwar decades 

(Bel a Balas1::a , "Growth Strategies for Semi-Industries Coun t ries ," Quarterly 

Jow.>nal of Ecc-r..c.'.'71ics, February 1970 , pp . 21:-1,7). Sini:::e that time , Hungary 

has a dopted a basicall y oulward-looklng s Lrdtegy while decentral izing its 

econoi::y . f,c the c;~o~p}.c of Yt!~osl:::.·.'12 als0 indicates, decentr.alizatio~ is 

10. Also , r eferences to the relevance of particular research proj ects to 

centralized and decentralized economies offer l ittle interest; practically 

all research projects are relevant for both . At the same time , as subsequent 

qua l ifications indicate , it is not appropria t e to cons id er the sectoral 

planning of investment decisions as "a more modest version of central planning" 

(p. 24) . At any r ate , it is more appropriate to speak of sectoral progr amming 

r a ther than planning . 

11. Inslec1d of "central planning ," " elements of centr a l planning" and 

"central pol icies and planning," one may make reference to the process of 

governmenta l deci s i on- ma king as an important a rea of re search . Thus , Governments 
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intervene in production decisions by a variety of direct and indirect menns , 

the moclaJ. ities and efficiency of which would deserve to be studied, This 

point js a f ac t made iu several context s in the draft r eport. 

l.4 ·Future resear ch pri0ritics 

12. The reco:nrJendations made for the application of research know1edce 

and for the development of new fields of r esearch are generally fine. At the 

same ti1ne , the question r £mains how many new departures may be envisaged and 

what are the priorities assigneJ to them . Also , the implications o~ t he 

recommendations fo!" the size of the progr~m for research and rcsC;!arch 

applications would need to be indicated . It would seem that research applica

tions would r equire a s eparate budget as it may not be realistic to assume 

that these would be financed from "the budget for operations and policy 

formation" (p. 29) . 
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EXTE RNAL PANEL ON ECO NOM IC INDUSTRY AND TRADE 

1. In the absence of Ravi Gulhati I have been asked to review the 
material distributed for d iscuss ion at the mee ting to take pl ace tomor row 
afternoon . I have read the draft of Chapter I and Chapter I I with interest, 
but I have not had a chance to see a draft of Chapter I I I, and I do not know 
to wha t ex ten t my comment s shou ld be taken into consideration. 

2. I wonder if Chapter I and Chap ter I I should not actua ll y be two 
different documen ts. It is a 1 ittl e bit disconcerting to go through 28 pages 
discussing various aspects of the research i n the Bank before dea l ing with 
the subject itself. 

3. The di scussion of the ro l e for resea rch in the Bank is a very im-
portant issue. Defining it more cl ea rly will reso lve a numbe r of amb iguities 
and would e l iminate controversies which, as indicated on page 13, result 
genera ll y from the different we ights var ious staff members put on various 
principl es . The effort to c la r ify the pu r pose and the motives for doing re
sea rch in the Wor ld Bank and the four principles ident ifi ed for the choice 
of research are commendab le , but the report should have made the distinction 
between fund amental and app li ed research. 

4. One of the recommendat ion s of the report to improve the d i ssemina-
tion of outs ide resea rch is to hire mo r e peop le i n operating pos itions with 
resea rch background . It is correct that t he most effect ive way to import 
r esearch i s by import ing i t "in the head=' of peopie rather than by reading 
rlnrrrmPnt<: l-ln1,1PvP r it i c: 1<:> c:<: ,:,h,! i 0 '.!" t~?t :':'~ ':'= :':h 0 : l '?!"'t'?d ;-' '.:' 0::' l c, ,:-!-.•:-'..•1,:1 
be given management or operational respons ibi lity. There may be differences 
in the characteristics and qualit ies attached to a resea rcher than the on e 
attached to an operations man. The recommendat ions may improve the quality 
of research in the Bank or stimulate the interest for resea rch but it is not 
evident that th is will improve the quality of Bank operations . I concu r that 
joint ventures a re appropriate to get researche r s and operations people to 
better understand each other . 

5. I have some doubts about the recommendat ion that more state of the 
arts papers should be prepared and discussed . Outsiders may not have enough 
knowl edge of which data are avai l ah le and which are not fo r a part icular 
country . A correct ana l ysis presupposed adequa te data and al 1 countries are 
not jus tifiable of the same t ype of analysis . Insiders on the other hand 
mi ght l ack obj ect ivity and may be concerned more about supe rfici al remarks 
than by an in depth r ev iew on how one spec i f i c subject shou l d be dea l t with. 
I t is most li ke l y the s t ate of the arts paper will resu l t into a set of noma
tive r ecommend at ions o r a statemen t of the inadequacy of the cu rrent ana l ysis 
by academ ic standards . ·· 

6. The report recommends that the Bank should make a specia l effort 
at attracting researche rs of various backgrounds . Th i s is hi gh ly desi rable. 
Diversification i n philosophy and background i s certainly an avenue to improve 
the qua! ity of the advice and the services the Bank can gi ve to lts member 
count ri es . Even if very f ew member count ri es are centrally pl anned (none 
among the developed coun t ries) it does not mean that all econom is t s in those 
countri es sha re their gove rnment's official v iews. 
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]. The rate of skill depreciation is probably very high in the field 
of methodology and technical research but this should not be sufficient to 
rule out sabatical leave. It is supposed to give the operational staff a 
chance to recycle and to refresh their technical knowledge in 1 ight of their 
experience and their ne~ field of interest. 

8. Another way to stimulate interest in research in the Bank will be 
to associate more operational staff into the discussion of the research topics 
to be supported by the research committee. It might be useful to ask some 
of the country economists to sit on a rotation basis as a member of the com
mittee. The committee will have a more concrete perception of their needs 
and they may be able to make more positive recommendations. At the present 
the work of the research committee is perceived by many in the operation as 
a luxury for a few DPS staff. 

9. Chapter 11 is more specific and more directly related to the purpose 
of the panel, and I understand summarize Chapter 111. The two together cou·ld 
constitute this panel report. 

10. Six major streams of research undertaken in the Bank on trade and 
industry have been identified. It could be useful if direct reference could 
be made when discussing the overall quality of Bank research in the different 
fields. It should also be illuminating to know why in certain areas the re
search has been more successful than in others. 

11. The panel acknowledges the difficulty it met in assessing the in
fluence of Bank research on Bank decision making or on pol icy making in de
veloping countries. Was this topic not exceeding the competence of the panel 
members and the scope of the panel . 

12. Since basic needs were mentioned in Chapter I, I am surprised that 
this is not included in the recommendations for future research. It should 
be quite desirable to review industrial strategies compatible with a basic 
needs development approach and to analyze the role of industry in such 
orientation. 

; 

Michel Devaux 

February 8, 1979 

:.. 



1. 

Febr uar y 5 , 1979 

Second Inter im Report of t he 

Industry and Trade Resear ch Steering Gr oup* 

The I ndus try and Trade Research Steering Group includes representa-

tives f rom some of the major producers and consumers of Bank research i n these 

. 1/ 
areas. When fo rmed in May 1978, it was gi ven the following f unct1ons:-

l. To consider and define research priori t ies i n 
t he industrial development / trade a r ea for the 
next three t o four years; 

2. To make recommendations as to t he operational 
application of Bank research on industr y and trade; 

3 . To act as liaison with the External Panel on Research 
in Industrial Development and Trade. 

Thi s report summarizes the Group's conclusions concerning research priorities 

and the relation of research to operations . It is timed to precede the final 

round of discussion with members of the External Panel. 

2. The Group's f indings and recommendations are discussed below 

under four major headings: 

a) Relation to Operations; 

b) Topical Areas; 

! / Memorandum from Hollis B. Chenery and David L . Go rdon dated May 26, 1978. 
The Group was also given the responsibility to advise the Research 
Committee as well as to provide liaison with the Industrial Development 
Coordinating Committee on mat ters concerned with research and its 
relation to operational needs . 

* The Group consists of: 

David L. Gordon, Director, I DF -- Chairman 
Bela Balassa , DRC 
Hans Fuchs, Director, IPD 
Ravi Gulhati, Chief Economis t, EAN 
Frederick T. Moore, IDF 
Richard W. Richardson, Director, CDD ( IFC) 
Bevan Waide, Chief Economist, ASA 
Larry E. Westphal , DED 
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c) Level of Activity; and 

d) Or ganization of Activity . 

Relation t o Opera tions 

3. It is generally agreed that a great deal more could and should be 

done to i ncrease the utility of research on industry and trade t o operations . 

The problem does not relate only t o RPO research; equally , if not more, 

important is t he fact that relevant research done outside the Bank is not 

effectively utilized. Nor is enough being done to develop or exploit research 

capability in the Bank's client institutions (see below, para 29) . 

4. Although many research proj ects have been developed with operational 

objectives in mind and with considerable effort in dissemination, the bulk 

of research in the trade and industry area has aimed primarily at reaching 

academic standards and has mainly been disseminated t hrough publication in 

journals or technical monographs . While operational applications have been 

limited, high standards of Bank research, along with the Bank 's reputation 

for research quality, has enabled it to attract some of the world's best 

talents in areas where its research has concentrated. Adding to the at traction 

is the prospect of being able to do research on policy issues of operational 

consequence . The Bar.k's continuing ability to recruit and retain a research 

staff of high quality and motivation will depend in part on how the Bank 

manages its research activity. 

s. Two additional points deserve mention. First , the Research 

Committee provides a mechanism for attempting to insure that research is 

directed toward appropriate ends. The mechanism has worked reasonably w~ll , 

at least insofar as the Group does not consider that t here has been any 

major misdirection of ~esearch in terms of the topics covered, although the 
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Committee has served primarily as a filter r a ther than a provider of guidance 

on research d irections. Greater attention needs to be paid to achieving a 

proper balance among the mix of research activities, particul ar ly a more 

effective application of r esearch in operations. Second, notwithstanding t he 

academic orientation of a major portion of their dissemination effort, 

researchers have sought in various ways to bring out the potential relevance 

of t heir research and t o promote its utilization in Bank operations anc, in 

r.eocer countries' policy analyses . 

6 . In addition t o circulation and discussion of research repor t s , a 

principal means of dissemination within the Bank has been through t he involve

ment of researchers in operational missions; such involvement increasingly 

takes the form of a "demonstration effort", designed to provide an example 

of how to approach a particular problem or set of issues . This form of 

dissemination is hampered, however, by our having too few researchers t o 

"spread around;" t he demand for the specialized expertise emrod:i.ed in the 

Bank ' s researchers far exceeds the s upply, and there is no budget provision 

for research applications . Understandably, oper a tional staff seeking help 

for a particular country or pr oblem want more than reference to a pas t , 

present, or fo rthcoming demonstration e ffort done elsewhere. Episodic con

sultation by research s taff has worked well in some cases, but has so far 

been practiced rather infrequently . 

7 . Research to academic s tandaras requires long ges tation periods 

fo r production of the initial output . There is often failure to communicate 

results in what operational staff consider to be an accessible form . Both 

problems may be traced in part to the way in which research is managed , 

which i s to say that they are not inherent in the nature of much of the RPO 

research that is done. In many cases , research is preempted by other non-RPO 
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tasks given high priority in the short run . This interrupts the 

continuity and interferes with t he timely completion of research . If 

more time and effort is to be devoted to dissemination within the Bank, 

either the research and related support staff (see below) mus t be expanded, 

curren t forms of publication will have to be given lesser pr iority, or the 

number of projec t s undertaken must be cut back. 

8. The problem is not simply one of disseminat ion. Operational staff 

are frequently not as familiar as they should be, judged by their own 

criteria, with r esearch products that a re targeted specifically to their 

needs. Here too the problem is one of t ime pr essure in t he fac~ of 

multiple tasks. Moreover, the absence of feedback f r om operat ional to 

research staff impedes progress in designi ng eff icient means of communi

cation and eventual assimilation. 

9 . Effective assimila t ion of research into operations re~uires more 

t han the preparation of communicative report:s of findings . Much of the case 

study resea r ch focused on policy issues could usefully be replicated in 

a reas outside the or iginal sample, i n the context of operational work ; this 

may call for design of short-cut procedures and would be grea t ly facilitated 

by the preparation of "manuals" t o expound var ious aspects of appropriate 

methodology . 

10 . In the current situation, operational staff do not have the time 

to replicate policy- focused case study resear ch; or to apply quantitative 

methods developed through research; or even to identify issues on which 

probing analysis is both required and feasible , or -- given the issue to 

select t he proper mode of analysis and supervise its implementation. Under 

existing staff constraints, mos t of t he deeper analysis that should be done 

would have t o be carried out either by non-operat ional staff or by consul t an ts. 
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Moreover, ope~atior.al staff a r e often not well inf ormed regarding studies 

of specific policy issues that would be highly relevant to operations in 

particular countries . 

11 . Operat ional staff naturally have a str ong desire that research 

staff do more to increase the assimilation of world- wide research and the 

utilization of external research resources in the Bank ' s ccuntry economic 

and sector work . Given staff constraints this objective competes with 

direct research efforts . The Group agr ees that a substantial increase is 

warranted in the r esources devoted to assimilation and utilization. But if 

this is not to be a t the expense of direct research, it will r equire consider

able expansion of the staff working on industry and trade. 

12. Individual RPG research undertakings fall along a spectru,n, i11 te::-ms 

0f their dis t ance f rom potential operational application. But closeness t o 

such application is not a wholly valid criterion for research project 

selection . Oper ational application may be circuitous, the Bank using work 

done elsewhere that was prompt ed, made possible or reinforced through original 

research by the Bank. Moreover, not all issues of fundamen tal concern are 

amenable to r esearch at a short distance f rom operat ional appl ication; 

research to improve methodologies and to test conventional assumptions about 

underlying phenomena is considered furthest from operat ional application, but 

may have a high long-term payoff. 

13. Finally, it must be recognized that RPO research is but one of a 

number of related act ivities that support operations through one means or 

another. The mos t notable example of other support ac t ivities felt to be 

gr eatly beneficial to operations is informati on gathering, synt hesis, and 

reporting in the a reas of trade i n manufactures, keeping tabs on a range of 

specific industries, and (now being initiated on a systematic, world-wi de 
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basis) the compilation and analysis of data on DFC s ubproj ects. In relation 

to the Bank's own operational needs, insufficient resources are allocated 

to this t ype of activity. 
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Topical Areas 

14. The Group has reviewed past research and priorities for future 

research according to the topical headings used by the External Panel. 

Memoranda prepared for discussion are available, as is the sullmlary contained 

in the Group's interim report for discussion with the External Panel. A 

somewhat different set of topical headings is employed in this report. 

15. The Group does not feel it should try to identify individual, high 

priority RPO projects for the future -- which generally require considerable 

further work to define them satisfactorily -- so that this report deals 

primarily with emphasis or allocation among topical areas. The Bank's under

standing of the issues under the var ious headings has progressively evolved. 

Detailed priorities are clearest in those areas where work has progressed 

the farthest, but priorities among broad areas tend to favor those in which 

the work has progressed least (if at all). The background documents referred 

to above may be consulted for more specific discussion of some project prior

ities. By the same token, t here is a critical need to crystalize researchable 

projects in other areas. 

16. The following discussion consists of a listing of topical areas, 

with a brief description of the contents of each and an indication of priority 

for future work. A summary is provided at the end. 

17. Industrial Organization/Management: The Bank has only recently 

initiated substantial research under this heading. Moreover, out of a vast 

field, only two sub-topics are being addressed at present. 

(a) Small Scale Enterprises : A major effort is underway to obtain an 

analytically-focused description of small scale enterprises, 

their dynamics and relationships with other industrial or finan

cial entities, in a number of countries. The project is seriously 
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understaffed, especially in view of demand for the participating 

researchers' involvement in operational missions. There is need 

for further research to a rigorous professional s tandard, particu

larly on the relationship of small/medium with l arge enterprises. 

(b) Public Enterprises. Problems of public enterprise performance 

are widespread and serious, a continual source of concern in many 

areas of Bank operations. It is not easy, however, to define 

research topics that would yield results of general application. 

A modest project is in progress, focused on managerial efficiency . 

As a prelude to any new research initiatives in this field -- apart 

from the continuing attention it received in country economic, 

sector and project work -- it would be desirable for the Bank to 

-n\b'U. 
review in seme depth the research going on elsewhere; and perhaps 

perhaps to convene a panel, including outside specialists, to 

identify specific needs and comparative advantage for research 

by the Bank. 

Industrial Technology: There has for some time been a small but 

stable commitment of research resources to technological issues. The small

ness of the research staff has impeded interaction with operational staff, 

to the detriment of the dialogue essential for effective dissemination. 

Steps have been taken to rectify the situation, but the problem of insufficient 

manpower remains . 

(a) Capacity Utilization: No further research per~ is proposed in 

this field. However, the results of past Bank and outside 

research are not well known to operational staff. There is a need 

to produce one or several reports summarizing past research in 

terms that will maximize its potential usefulness in the conduct 

of country economic and sector work. 
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(b) Technology Policy: In addition to several intensive studies 

of technological choice in a few selected industrial activities, 

a review of worldwide research has been undertaken to determine 

policy implications, especially as regards employment. While 

identification of priorities for further research awaits final 

discussion of this review among Bank staff, it seems likely that 

new research should emphasize t he means of supporting institutions 

(especially those solidly based within developing countries) to 

acquire access to appropria te technologies and t o strengthen 

the indigenous technological base. In any event, top priority 

in this area attaches to strengthening the dialogue between research 

and operational staff. 

(c) Technological Change: The Bank has not sponsored research in this 

area, though some operational work aims at fostering technological 

change. The design of appropriate topics for r esearch that could 

eventually guide Bank lending in this field, deserves priority 

attention. 

Industr ial Support Institutions: To date, there has been little 

research within the Bank on the design of supporting institutions which 

provide credit, technical assistance, and the like; until recently the focus 

of most of this work has been on credit. 

(a) Industrial Financing: Much of the Bank's work on credit markets 

is relevant, although not focused on industry per~· Research 

on the role of informal credit institutions has recently begun. 

Likewise r esearch on transaction costs for industrial financing 

of different categories, and simplified credit scoring pr ocedures. 

More work on credit institutions, criteria and procedures, and 

their results, will undoubtedly be indicated. 
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(b) Technical Assistance and Advisory Services: A study has been 

started to examine the functioning of the Technical Consultancy 

Organizations es tablished in India by financial institutions. 

On the other hand, a proposal to study the need for a "Technology 

Referral Service" was recently turned down by the Research 

Conunittee. The SSE research project (17(a) above), which will 

also throw light on access to and choice of technology (18(b)) 

should help to define the role of industrial extension services 

and the needs for f urther research in this area. 

(c) Entrepreneurial Development: The Bank has undertaken no studies 

on this subject, but clearly it is an important factor in the 

industrialization process. Here too ~s with 17(b) above) it 

appears that a review of work done elsewhere is needed to deter-
• 

mine what is the proper role for Bank research. 

Trade in Manufactures: The Bank has an extensive body of work 

under this heading, including both formal research and informal collecting, 

synthesis, and reporting. Continuation of such work deserves priority, to 

take advantage of the analytical base established and to provide important 

information to the operating staff . 

(a) Trend Reporting: There is a clear need to allocate staff on a 

regular basis to monitor recent and past trends, and to make 

projections,owing to the absence of adequate up-to-date informa

tion from other sources. There is equally a need to evaluate 

medium- run trends among industries and across countries. To the 

extent possible, continued efforts should be made to document 

trends in trade in relation to those in capacity and production 

on a global basis. Further work in this area needs to be closely 
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coordinated with that on industry studies (para 23 below), on 

which it must r ely heavily for detailed analysis of individual 

industries. 

(b) Market Access: Several major projects are in progress, while a 

welcome effort is being taken to establish up-to-date monitoring 

capability. Pending results, no further initiatives seem t o be 

needed except the work implicit in the conduct of industry 

studies. 

(c) Institutions/Marketing: Research has recently been started on 

the institutional circumstances that facilitate manufactured 

expor ts. Further work may be warranted, depending upon the out

come of this research. 

(d) Inter-LDC Trade: There are several possible areas of research 

on economic integration, among which the experience of developing 

countries with product specialization areas is the most promising. 

Greater interest attaches, however, to the future prospects for 

trade among developing countries in general that would take place 

in response to market incentives. Research in this area may be 

carried out in the framework of a projected study on world trade 

in manufactures to be considered below. 

Industrial Strategy/Policy: This has been the subject of most of 

the Bank's past research on industry and trade. As regards the role of trade 

and trade policies, further research does not appear to be urgent. Rather, 

priority should be placed on making use of past research in country economic 

and sector work which entails further case study replication, using 

short- cut methods when appropriate. There is, however, need for research 

on other aspects of industrial strategy and overall policy, in particular 
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those relating to employment and labor markets as well as technology. 

22. 

(a) Incentive Policies/Domestic Resource Costs: This is doubtless 

the best r esearched of all sub-topics in the Bank's portfolio . 

However, the work needs to be extended to cover countries rich 

in natural resources, and those just beginning the process of 

industrialization. These and other extensions, and especially 

further application of the research, can now best t ake place 

in the context of country economic and sector work. 

(b) Export Promotion: The on-going project concerned with export 

incentives and the welfare effects of export promotion may 

be considered to fall under the previous sub-topic; and there 

should be continued application through country economic and 

sector work. 

(c) Employment and Labor Markets: Insufficient attention has been 

given to the operation of labor markets in developing countries. 

Work on small scale enterprises represents a very modest start 

toward understanding of possible employment enhancement . Attention 

should further be given to the existence of labor market distortions, 

in particular those caused by government action, and their effects 

on employment opportunities. 

Comparative Advantage, Patterns of Industrialization and Trade, 

Economic Growth: Work is nearing completion on two projects which provide 

information regarding patterns of industrial growth and structural change. 

Apart from the updating that is implicit in trend reporting, no further re

search appears warranted t o follow up these projects. A more ambitious 

project involving general equilibrium modeling was recently initiated; the 
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scheduled review of progress a t mid-term will provide an opportunity to 

assess its promise more concretely. Finally, there is need to examine 

the factors determining comparative advantage, with a view to anal ysing 

prospective changes in the structure of world trade in manufactured goods . 

23. Industrial Programming: There has been only one RPO concerned 

with methodologies for project selection specifically in the industrial 

sectors. 

24. 

(a) Project Programming: A long standing RPO has refined the use of 

mixed integer programming to analyze alternatives as regards loca

tion, scale, timing and design of inter-connected projects within 

individual sub-sectors. Application is furthest advanced for 

fertilizers. The methodology appears to have proven relevance 

for sub-sectoral analysis, and it is time that provisions be made 

for application within as well as outside the Bank. 

(b) Project Appraisal Criteria: While various limitations in the use 

of conventional criteria are recognized and criticized, proposals 

for further research into methods of project identificatio~, 

design, and/or appraisal have not been forthcoming. Lacking 

specific operational staff proposals for work in this area, the 

Group, while accepting its potential importance, is inclined to 

postpone its consideration. 

Industry Studies: Industry studies to keep up-to-date on develop-

ments in particular sub-sectors constitute an on-going activity of the 

Industrial Projects Department. Coverage is gr~atest and documentation for 

general staff use is most extensive for fertilizer. Other units have worked 

episodically on a few selected industries, including steel, textiles, clothing, 
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electronics, and machinery. Policy advice in regard to specific sub-sectors, 

not to mention project work, requires continuing analysis of changes in 

technologies, cost, market and business strategies. Additional resources 

are needed to put industry studies on a more regular basis, with more 

documentation for general use. Extension of the work on basic intermediate 

products, such as steel, chemicals and pulp and paper, deserves high priority. 

There is a wide consensus also that the engineering industries deserve a 

strong research effort. 

25. Country Studies: Several in-depth analyses of particular issues 

concerned with industrialization, extending and intensifying normal country 

economic and sector work, have been undertaken, a few financed by the Research 

Committee. Intensive country studies focusing on industrial sector conditions 

and issues do not always require Research Committee funding, but they do 

require resources -- particularly Bank staff, at least to identify issues 

and oversee and/or absorb the studies. 
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Level of Activity 

26. The appropriate level of resources to be allocated to research 

needs to be viewed in the context of all activity that supports country 

economic, sector and project work in one way or another. It cannot be 

assessed in the absence of a Bank strategy for the continual improvement 

of the informational and analytical basis of its operations . This strategy 

must, on the one hand, consider how the Bank can make use of worldwide 

research; and, on t he other, take account of the Bank's role in assisting its 

member countries to improve the basis for policy formulation and project 

implementation . 

27. The Gr oup cannot undertake to pose and evaluate alternat ive 

strategies wi t h res pect to the rol e of the Bank vis- a- vis the efforts of its 

membe r countries . It simply assumes a modest increase in Bank resources 

devot ed to undertaking studies, in the context of country economic, sector 

and pr oject wor k, to improve the basis for policy formulation and project 

implementation in specific member countries. It urges, moreover, that oppor

tunities be explored to enlist and enhance the research interest, capability 

and r esources that exist in a number of the Bank•s more sophisticated DFC and 

other clients, by helping them to design and carry out studies of high profes

sional standard and relevance for industry and trade policy . 

28 . The Group is most concerned with what can be done to improve the 

informational and analytical basis for the Bank's own operations. Over the 

past decade, the Bank has successfully established a staff that does research, 

but too few resources have been devoted to achieving the effective use of 

research (whether Bank or otherwise) in operations . Owing to the pressures on 

operational staff, most of the burden of promoting the use of research has 

fallen on the research staff. The research staff working on industry and trade 
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is too small simultaneously to do research of high academic quality, to 

engage in other support activities including the a-plication of research, 

and to promote access to and use of world wide research in these areas; 

consequently, additional staff to assist in the latter two functions are 

required. 

29. It is the view of the Group that highest priority should be placed 

on providing access to and facilitating use of research--which might entail 

a sharp reduction in research to an academic standard i f the current level 

of central staff (and complementary) resources cannot be increased. However, 

the Group recommends that resources should be increased, to permit continued 

high standard research in specific areas of primary concern to the Bank's 

operations. This recommendation is based on the Bank's strong ~omparative 

advantage in this kind of research, which derives ultimately from the physical 

proximity of researchers to operational staff and the interchanges of informa

tion and ideas that ar~ thereby promoted. 

Conclusions 

30. The Group has recommendations relating to particular areas in the 

industry and trade field. These recommendations are summarized in Table 1 

where an indication of the staffing implications of the recommendations for 

central staff (DPS and CPS) is also provided. Furthermore, Table 2 shows 

the size of existing and proposed staff for research-related activities in 

central units. 

31. The recommendations would entail maintaining the size of existing 

profesaional staff in research on industry and trade, with a reallocation 

taking place among the individual areas. The Group does not suggest that any 

ongoing research be abandoned abruptly. Indeed, it assigns highest priority 

to completing research now underway, so that the lessons it has to offer may 

be learned and put into practice. Correspondingly, the pace at which the 
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shift in focus can be achieved depends upon the rate at which existing 

research is completed. 

32. At the same time, increases are recommended in the size of central 

professional staff that is engaged in research-related activities in support 

of Bank operations. All in all the total number of professional staff engaged 

in research-related activities on industry and trade and located in central 

units would rise from 20 to 30. 

33. Under the recolIDllendations made, research-related activities would 

also be undertaken by the Regional Offices. Such work might relate to any of 

the areas of industry and trade considered above . As the needs of the indiv

idual regions vary, the staffing requirements are indicated only for the 

indust r y and trade area as a whole. Providing tEe resources are actually 

earmarked for these activities, two professional staff members per region 

might be appropriate. 

34. The Group urges that greater use be made of special panels (with 

external representation) in determining priorities and defining research topics 

within the broad categories listed earlier. Experience suggests that 

researchers have an understandable tendency to underestimate the feasibility 

and potential benefits of research in areas of which they have little 

specialized knowledge. Thus the recruitment of researchers having backgrounds 

new to the Bank has stimulated the extension of research into new areas. For 

areas about which there is uncertainty as to the need or appropriateness of Bank 

research, special panels could objectively assess whether the Bank would have 

a comparative advantage; on the other hand, where the need is clear, panels can 

help to define detailed priorities. 

35. Finally, the Group also urges that, where appropriate, research be 

more directly related to country economic, sector, and project work. At a 

minimum, efforts should be made to distill major findings from country studies 



Topi ca l Area 

A. Indus tria l Organlzatl o n / Hanagement 
Sma 11 Scale Enterpr l •e• 
Public Enterprises 

II. lndustrlal Techn ology 
Capac ity Utilizat i o n 
Ch o i ce o f Techno logy 
Techno logi cal Ch ange 

C. lndusLr ial Support Ins ti t utions 
Indus trial F inancing 
Extens i on Services 
Entrepreneuria l Development 

D. Trade Ln Manufac tures 
T r e nd Re po rting 
Market AL.cesa 
Ins t itutions/Market ing 

q Inter-LDC Trends 

E. lndust rl a l Str ategy /Polley 
Incent i ve Pollcles/ Domes tlc Resource Co•ts 
Expor t Promotion 
i,mployment /Labor Markets/Technology 

f'. Compurative Advantage, Indu s t rial Structure 

C. fndu s trla l Pro~rau:rntng 
Project Pro gran1nl ng 
Projec t Appraisal Criteria 

H. Industry Studi es 

I. Country Studies 

Summar."/ \'lf Reconruenduc lone 

Pr inc lpa 1 Recominendo Lt on 

Expand research , operationa l support 
Cons ide r need for addl.t i onal Ba nk r esearc h 

Targeted report for opera t ional staff 
Awaits outcome o f curre nt discuss l ons 
Pre pare research program 

Cons lder need for additiona l Uank r e search 
• s ame a s above -

Evalua t e need for Bank research 

Ex pand present program. put on rcKul s r basJs 
Await compl e tion of on - go lng rt?searcli 

- same a s above -
ConsideT need for additional Sank research 

Shift to c ountry stud !es 

Evaluate re l c vance of ex i s l lng research 

lnstltute re sea rch on comparotl ve adva nt a~~ 

Determine nee d for Pro jec t Pro1:ra1r1oln~ Un it 
No research forc:,:ec n a t present 

Expand, put on a more regular basis 

Support Re1;ional Off i c e s ' Ini tiat ive, 

l ncr~ase present s tuff 
None - 011l y OllC s taff st pr~scnt 

Ust co nsultant of YP 
None ln s ho rt run 
Raqu ir~ • additi onal s taf f 

Li kel y to require Increase ln present s t a ff 

rn~rcose present titaff 
None f n short run 

- samt as above -
- name a s abov~ -

Cha n~e s t aff f unc tf o us; pro vi de aJJIL i uua l 
staff for applications as needcJ 

Chantie :Jta f f or i t nlation 

Rea llocat i on of s taft 

Un lL wuuld r equ ire a ddltlunal s taff 
None 

£11crcase pre~cnl ~caff 

ltt:<1uires a d<l it onal s taft 

.... 
"' 
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Table 2 

Professional Staff Needs in Central Unitsl/ 
(professional man-years) 

Existing Staff 
Research Other Together 

Industrial Organization/Management 2 . 5 1.0 3.5 
(incl. small scale enterprise) 

*Industrial Technology 1.0 1.0 
(incl. technological change) 

*Industrial Support Institutions 0.5 0.5 1.0 

Trade in Manufactures 0.5 3.5 4.0 

Industrial Strategy/Policy 2.0 1.0 3.0 

Comparative Advantage, Pattern of 3.5 3.5 
Industry 

*Industrial Programming 0.5 0.5 1.0 

Industry Studies 3.0 3.0 

TOTAL 10.5 9.5 20.0 -- -- --

ProEosed Staff 
Research Other Together ---

4.0 2 .0 6.0 

2.0 1.0 3.0 

2.0 1.0 3.0 

1.0 4 .0 5.0 

2.0 3.0 5.0 

1.0 1.0 

2 . 0 2.0 

5.0 5.0 

12.0 18.0 30.0 
-- -- --

1/ Exclusive of regional allocations; country studies are therefore omitted. For details 
see Annex Table 2. 
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under particular topical areas and according to a useful t ypology. As regards 

project work, closer links may take any number of forms: for example, research 

ideas may evolve out of selective involvement by r esearchers in the project 

cycle, or research may be directed toward learning from past project experience 

through in-dep th ex post evaluation. In the past, the research staff has tended 

to relate more to country economic and sector work than to project work; the 

slow trend toward greater balance in this respect could usefully be accelerated. 

36. Additional staff in the amount of the greater number shown in Table 2 

would permit approximate doubling of existing work in each of t he areas except 

those that are starred, where t he increment would be far greater in percentage 

terms. In all areas, additional staff would be required to put existing work 

on a regular, sustained basis. At present, a critical mass of research and 

related support staff resources is lacking in all these areas. 

37 . The recommended increment to staff working on industry and trade 

should be allocated to fill the gap between research and its use. Continuing 

research to an academic standard would then be roughly unchanged in staff 

resources assigned, while its concentration by topical area would shift over 

time in accord with the priorities outlined earlier. 

Organization of Activity 

38. The final report of the Group will contain recommendations on the 

organization of responsibility for the activity. At this point, the Group 

has not reached final agreement on the recommendations. 



Annex 

Allocation of Resources 
Devoted to Research-Type Activity 
in the Areas of Industry and Trade 

This annex provides information regarding the magnitude and 

composition of Bank resources allocated to research-type activities in the 

areas of industry and trade in manufactures. The first section discusses 

the allocation of Research Committee funds; the second, the allocation of 

professional staff. As regards staff ti.me, separate data are given for 

RPO research and for other activities that are not directly operational in 

the sense of being linked to either country economic and sector or project 

work, but which add to the informational and analytical base of Bank opera

tions. 

Research Committee Funds 

Research Committee funds pay for consultants and "temporary" 

research assistants as well as for many other categories of expenditures, 

such as the cost of undertaking surveys, computer charges, and non-Bank 

secretarial assistance. To avoid mixing apples and oranges, it would be 

desirable to separate expenditures from Research Committee funds into at 

least three categories: consultants and research assistants, each in man

week terms, and other, in money terms. Among other things, this would 

permit an assessment of the extent to which Bank staff are supplemented by 

the use of outside researchers. Unfortunately, a breakdown along these 

lines could not be obtained, owing to the time it would take to search 

through the individual project files. 
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Annex Table 1 

Allocation of Research Committee 
1/ 

Funds-
(In percent) 

Pre-FY78 FY78 on Total 

A. Industrial Or ganization and Management 11.5 11.5 ---
Small Scale Enterprises 8. 2 8 . 2 
Public Enterprises 3. 2 3.2 

B. Industrial Technology 10 . 5 4 . 5 15.0 ---
Capacity Ut ilization 3 .5 3.5 
Choice of Technology 7.0 4.5 11.5 
Technological Change 

c. Industrial Support Institutions 1.1 3.5 4.6 --- ---
Industrial Financing 1.1 3 . 5 4 . 6 
Extension Services 
Enterpreneurial Development 

D. Trade in Manufactures 3.8 28.4 32 . 2 ---
Trend Reporting 
Market Access 2. 3 25 .3 27 .6 
Institutions/Marketing 3.1 3 . 1 
Econom7c Integration 
Other~ 1.5 1.5 

E. Industrial Strategy/Policy 16.7 8 .2 24 .9 ---
Incentive Policies/Domestic Resource 9 . 2 . 3 9. 5 
Export Promotion 2 . 4 3 . 7 6. 1 
Comparative Advantage 5.1 4.2 9.3 
Employment/Labor Market/Technology 

F. Industrial Programming 6 . 6 1.2 7 .8 ---
Project Programming 6 . 6 1.2 7 ,8 
Pr oject Appr aisal Criter ia 

G. Industry Studies 

H. Country Studies 3.9 3 . 9 

Total 38.7 61.3 100. 0 ---

Source : Annual Reports to the Executive Directors on the World Bank Research 
Program. 

y 
y 

Based on figures in current dollar s . 

RPOs 670- 07 (International Model) and 670-19 (Expansion i n Manufacturing 
for Exports in Developing Countries). 
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The Research Committee has alloted a total of $3. 030 million t o 

research on industry and trade. Annex Table 1 shows the allocation of this 

total among topical areas, with no distinction being made among types of 

expenditure .. !/ The data are in current rather than constant dollars. 

Expenditures are, however, shown separately for pre-FY78 and for FY78 and 

beyond, to permit an assessment of the shift over time among major topical 

2/ 
areas.-

The data in the table reveal a marked shift over time in the 

composition of Research Committee funding. A pronounced fall in the shares 

devoted to industrial technology, industrial/policy, and industrial program

ming is being offset by a rise in the shares going to industrial organization 

and management, industrial support institutions, and trade in manufactures. 

Considering all Research Committee approved projects, one finds that roughly 

one third of the total funding has been allocated to trade in manufactures 

and one quarter to industrial strategy/policy. Industrial technology (15 

percent ), industrial organization and management (11 percent), and industrial 

programming (8 percent) account for the bulk of the remainder. 

!./ Included are only those RPOs that fall under the purview of the 
External Panel on Research in Industrial Development and Trade. 

!/ For FY79 and beyond, the figures pertain to budget allocations rather 
than actual expenditures. 
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Professional Staff Time 

A total of appr oximately 820 professional manweeks per anni.nn is 

currently being devoted to RPO and other research-type activity in the areas 

1,2/ 
of industry and trade.~- As shown in Annex Table 2, RPO research accounts 

f or slightly more than one half of this total. The remainder is spent on ot her 

research-type activities, as discussed further below. 

RPO Research: Over half of the total professional staff t ime 

going into RPO research is focused on industrial strategy and policy. Another 

quarter is allocated to work on industrial organization and management. 

Industrial technology (9 .3 percent ) , industrial pr ogr amming (5.7 per cent ), 

trade in manufac tures (3 .5 percent), and industrial support institutions 

(3.1 percent) account for the remainder . 

The all ocation among topical areas of professional s taff is not 

the same as that of Research Committee funds (compare Annex Tables 1 and 2) . 

There are two principal reasons for this. First, staff time conti nues t o be 

put into projects well after the completion of mos t (sometimes all) expenditures. 

financed by Research Committee funds, owing to l ags in the preparation of dr af t 

reports and publications. Second, there is greater reliance on non-Bank 

researchers in some areas than in others. The use of consultants to substi

tute for Bank staff is particularly great in RPO research on trade in manu

factures and country studies. 

l/ It was not possible within the time available to obtain staff time 
estimates for the period preceding FY78. 

'l:.._/ This includes only direct time. Thus, to convert to approximate full
time equivalent manyears, divide by 42 . 



A-5 

Annex Table 2 

Allocation of Professional Staff to Research-Type Activity 
Average for FY78/9: Manweeks 

A. Industrial Organization/Management 

1 . Small Scale Enterprises 
2. Public Enterprises 
3. Other 

B. Industrial Technology 

1. Capacity Utilization 
2. Choice of Teclmology 
3. Technological Change 

C. Industrial Support Institutions 

1. Industrial Financing 
2. Extension Services 
3 . Entrepreneurial Development 

D. Trade in Manufactures 

1. Trend Reporting 
2. Market Access 
3. Institutions/Marketing 
4. Economic Integration 

E. Industrial Strategy/Policy 

1. Incentive Policies/DRCs 
2. Export Promotion 
3 . Comparative Advantage, Etc. 
4. Technology 

F. Industrial Programming 

1 . Project Programming 
2. Project Appraisal Criteria 

G. Industry Studies 

H. Country Studies 

Total 

Sources: RPO Research -- Time Reporting System. 

RPO l/ 
Researc~ 

12.3 

11.3 
1.0 

4.8 

.4 
4.4 

1. 6 

1.6 

1.8 

.1 
1. 7 

27.7 

4.5 
6.8 

16.4 

2.9 

2.9 

51.1 

Non-RPO~ Information provided by individual units. 

Other 
Research 21 Activities-

5.2 

.8 
3.9 

.5 

1. 7 

.5 
1.2 

3.3 

1.5 
1.8 

15.9 

11. 7 
4.2 

5.6 

.3 

.5 

. 9 
3.9 

.8 

• 2 
.6 

16.4 

48.9 

!/ Includes only RPO's that fall under the purview of the External Panel on 
Research in Industrial Development and Trade. 

'l:../ Includes some RPO research; see accompanying notes . 

Total 

17 . 5 

12.1 
4.9 

.5 

6.5 

.4 
4.9 
1.2 

4.9 

3.1 
1.8 

17.7 

11. 7 
4.3 
1. 7 

33.3 

4 . 8 
7.3 

17.3 
3 .9 

3.7 

3.1 
.6 

16.4 

100.0 
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Other Research Activities : Regardless of the perspective chosen, 

RPO research is not the only means whereby Bank activities add to the stocks 

of knowledge and tools of analysis. Determining where to draw the line 

between operations and research is, however, not easy. Moreover, the broader 

one's perspective, the more difficult it becomes to a ssemble data in meaningful 

breakdowns. With this difficulty specifically in mind, it was decided to 

exclude all activities of the Regional units, and to concentrate only on the 

Central units. Correspondingly, work undertaken by the Regional offices on 

country studies is omitted, whether in the context of country economic or 

sector analyses. Equally, involvement in Regional work by the Central staffs ts 

excluded, even though it is complementary to the latter's research activity. 

Activities that add to the informational and analytical base of 

Bank operations need not necessarily result in reports written with a more 

general audience in mind. For example, the Industrial Projects Department 

(IPD) is continually engaged in industry studies, through information 

gathering undertaken in connection with project work. But only for a few 

selected industries (notably fertilizer) are reports prepared that provide 

ready access to this information by non-IPD staff. Equally, there is a 

great deal of learning from past project experience that is nowhere recorded 

in readily accessible form. However, for our purposes, activities are con

sidered to improve the information and analytical base of Bank operations only 

if they result in written output (not excluding memoranda) that are dis

seminated for use outside the originating Department • .!/ 

!.f Note that the definition of non-RPO research- type activities used here is 
somewhat broader than that used to identify "Departmental Studies" in the 
annual reports to the Executive Directors on the World Bank Research 
Program. 
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The "Notes to Annex Tables 2 and 3," which appear at the end of 

this Annex, identify the activities included as non-RPO, or other, research 

activities. The professional staff ti.me put into these activities is 

nearly equal to that put into RPO research, but its composition differs 

considerably. In particular, non-RPO research is more heavily concentrated 

on industrial support institutions, trade in manufactures, and industry 

studies. The last two categories each account individually for about one 

third of the total professional staff time spent on non-RPO research, with 

industrial strategy and policy (11.5 percent), industrial organization and 

management (10.6 percent), and industrial support institutions (6.7 percent) 

constituting the bulk of the remainder. 

Location of Activity: Annex Table 3 shows the proportion of total 

professional staff time accounted for by the various organizational units. 

As it clearly demonstrates, major involvement in research-type activity is 

found in several units. The Economics of Industry Division, in the 

Development Economics Department (DED), contributes slightly more than one 

third of the total; its activity ranges across most of the topical areas 

shown in the previous tables. Other major contributors include: the Economic 

Analysis and Projections Department, largely concentrated on trade in manu

factures; the Employment and Rural Development Division (DED), reflecting work 

on employment and labor markets; the Industrial Projects Department, focused 

on industry studies; the Public Finance Division (DED), concerned with 

public enterprises and industrial support institutions; and the Development 

Research Center, an important locus of work on industrial strategy and policy. 



Annex Table 3 

Staffing of . Research-Type Activity 
Average for FY78/9: In Percent 

Development Policy Staff 

Development Economics Department 
Economics of Industry 
Employment & Rural Development 
Public Finance 

Economic Analysis and Projections Department 

Development Research Center 

Central Projects Staff 

Industrial Development & Finance Department 

Industrial Projects Department 

Project Advisory Staff 
Science & Technology Advisor 

Other 

International Finance Corp. 

Total 

* Denotes involvement based largely on consultant inputs. 
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36.1 
11. 7 
8.6 

19.6 

7.9 

4.5 

10.4 

* 

1.2 

100.0 
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Cavea t 

The extent of activity within the Bank which adds to the informa

tional and analytical base of Bank oper a tions in the industrial ar ea is 

obviously broader than that reflected in the estimates presented here. Our 

estimates exclude research assistant and consultant inputs, which play an 

important role in several areas. For example, consultants employed by the 

Science and Technology Advisor have done a major share of the work on 

industrial technology policy within the Bank. Equally, our estimates 

exclude work focused on individual countries as well as the much of that 

which aims to learn from past project experience. In regard to the latter, 

for example, post- evaluation undertaken by the Operations Evalua tion 

Department is omitted. 

We are nonetheless confident that our estimates reflect reasonably 

wel l the extent of resources allocated to providing information usable (and 

used) across a wide variety of operational needs . By and large, the 

activities that are excluded result in information that is either obtained 

primarily for use in the originating unit or is not effectively tar geted to 

a broader set of interests. In turn, we are equally confident as regards 

the indicated concentration among t opical areas. 
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Notes to Annex Tables 2 and 3 

Provided below are shorthand descriptions of the principal 
activities included as non-RPO research-type activities in Annex Tables 
2 and 3. (Note: time spent on inputs to the FY79 World Development Report 
is not included except in the case of activities that would be on-going in 
any event.) 

Economics Department (Economics of) Industry Division 

B3. Research project generation 

01- & 02. Non-RPO information collecting, synthesis, and reporting. Work on 
trade among less developed countries. 

E4. Supei;vision of papers on employment by J. Stern for Urban Poverty 
Force. 

G. Trade focused studies of textiles, clothing, footware, electronics, 
machinery industries. 

Economics Department, Employment (& Rural Development) Division 

A3. Work on rural industrialization. 

E4. RPOs not identified as falling under Industry and Trade Research, 
but having relevance to questions of industrial strategy, especially 
as regards employment; rough estimate to reflect only that share of 
total time spent on industry. 

Economics Department (Public) Finance Division 

Al. Research assistant working on RPO 671-59, financial aspects; several 
small miscellaneous tasks. 

B2. Work on choice of technology by public sector. 

C2. In-house study financial structure and technology policy. 

(Economic) Analysis and Projections Department 

Bl. Continued work by H. Hughes; monograph forthcoming. 

Dl. Trade data system and related statistical reporting, analysis. Work 
on trade among less developed countries. 

D2. Monitoring of protectionist policies in developed countries; super
vision of related RPOs. 
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Notes - Continued 

E. Analysis of primary commodity processing in LDCs; work on trade 
among less developed countries; joint IBRD-UNIDO monograph on 
Industrial Development Policy. 

G. Statistical reporting on prices of manufactures. 

Development Research Center 

D (all) . Continued work by B. Balassa . 

F2. Work on various aspects by G. Pursell 

Industrial Projects Department 

A2. Continued work by B. Walstedt. 

B2 . Supervision (joint with DED Industry Division) of RPO 671-77. 

G. Studies of fertilizer, pulp & paper, steel mechanical engineering 
and other industries. 

Industrial Development and Finance Department 

Al. Criteria and project identification guidelines for small scale 
enterprises lending; other work on small scale enterprises, 
including study of sub- contracting, government procurement, choice 
of technique in Bank sub-loans, etc. 

A3. Subproject data system. 

Bl. Continued work by F. Moore. 

C2 . Work on export zones, construction industry, RD&E institutions . 

E. Sector paper on employment and small scale enterprises; industrial 
policy paper (forthcoming); interest rate issues; involvement on 
Steering Group. 

Fl . Supporting inputs to operational extensions of RPO 670-24. 

G. Studies of mechanical engineering, petroleum, and electronics 
industries . 

Project Advisory Staff 

ES. Work on various aspects of science and technology policy related 
to industry, mostly by consultants. 

Industrial Finance Corporation 

B2. In-house studies of technology choice, including that by M. Amsalem. 



.!E._Ler .ir.:....J\~Jlor t o f the 
IncJu ctr" :rn<l Tr od r· !~,:!~ e.:ir..::h Stc l!rin~ Group 

A. Introduc tfon 

1. Thi s ncmo r<"n<l um actc!np t s to summarize discussions of the lndustry 
and Trace Rcsea rci1 Ste:ed ng Grcup over the pnst three months , on the major 
blocks of suLject matt~r comprising Bank resenrch in thes e a r eas (schedule 
of meetings in Anne:< I) . For each of these topical blocks, one or mo,e 
memoranda were prepared as a basis fo r dis cussion; these are also a t t ached 
for reference (Anne:< II) , along with a more general initial memo by the 
Chnirman of Lhe Steerinc Croup, dated July 13, 1978 (Annex III). 

2. A matte r of r,encral concern is the basic orientation of the Bank ' s 
res11arch on industrJ anc! Lrnde . The r ~searcl, obj ecU.ves cited i n t he terms 
of reference for thc F::-:t c rn nl P:mel include, inter ali., , "Lo support all 
<lSpeCtS Of llunk Ope rations • • • II «nd tO "broaden OUr Understnnding Of the 
development p~ocess .'' To meet these objectives the research program will 
ncccssariJ y involve a mix of \JOrk on innovative methodologies with "'ork of 
i.mr.:cdinte relevance to specific operational problems. The time required to 
devel op new methodological approaches and to perceive operational "payoff" 
may be l encthy . Ultimately , however, all such work s hould be related to and 
of value fo r policy and operational purposes, and in areas where the Bank has 
some comp~rnLive 3c!vant3gcs over acarlemia . 

3 . This relations hip neecs to be contimt"c;usly reviewed , its definition 
r efined , in or der to avoid a uidenin~ gap between researchers and their work 
on the one hand .:rnd t he practitio.-ers in the Bank ' s project and ind ustrial 
policy work on tl1e other , and ,,•orscning of the already serious pr oblem of 
dissemina tion/assimil ation . At present, the staff of both the rcseorch 
units and chose engog_ec.! in operations are fully commi.t te<l t o ongoing pro
grammed activ:i.ty . There is virtually no l e eway t o permit the researchers to 
communicate in sys tciiiatic fashion the r esults and poten tia l applications of 
t heir studies, nor for the prac titioner s to rece ive and c.ligest any such 
i nfonr.ation or to fcrr.:ulate their needs for further research in a way th<1t 
would encble the researcl,ers t o try to meet these needs . Opportunitie& f or 
opera tional applicati.ons and feedback are thus probably wasted in substantial 
part, or exploited only sporadically. 

4 . It \loulcl be highly rlesirable al so for the research staff to work 
closel y with the operational and sec t 0r deportll'.en ts and h~ve a participatory 
role in the Bank ' s indus try sector uo~k and policy dialogue. Staf~ constraints, 
however , :i.l!3o r-ever ely limit such participation; and even so limited, it 
entails a substantial -:ost tc their primary function . 

B. Incentives c111d D-:,r.~e!:>t:ic Rer.;ou!:'ce Costs ; Eccnomlc Integr ation in 
Develnpinf. c~~r:tr: ~s: .:'l!ld Export Pro11otion nnd l-i.'lr!~(: t l.cc-ess 

5 . Ince:ntives and 0:)•:-c:;tic Resourc0 Co~ts -

(a) Folloi7in& the publi.cnti on of the book T:1<:_ St."cuctun~ r.:if Protec tion 
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in Dcve) op i1lf' Count: ries, the r esearch proj cc t 6 70- 01 "ucvclop'1cr.t St r:i t~f.ics 
in Seni-lndus::rial Countries" analyzed relative incc:1tivcs provided to c~xports 
and import substitution in countries following differ ent ~cvclopment stratccies. 
The findings , reported in several working qapers and in a volurac, have influ
enced the orientation of Bcnk policy analysis and, in so~e instances, poljcy
making in the countries s tudied . 

(b) 671-87 " Industri.'.ll Policies and Economic Iatcr,rntion in 1:estcrn 
Africn" provides detailed estimates on incentives and dome:s tic '!.·cso-i r ce costs 
in industrial and agricultural activities in four Western African countries . 
The research project has led to the r> reparation of .:i t a r iff and tn>: refon!l in 
Senegnl nnd an invest~cnt project in Mali; also , the mcthodolocy c~ployed hns 
found several applications in the Bank . 

(c) While future research on ser:n-industrial count r ies i s likely t o 
bring diminishing returns, demands for country appU cntions of the effective 
protection-domes tic resource cost methodology should l:e riet . Furthcrr.,ore, it 
would be desirable to undcrtEkc research on i ndust rial strategics in non
industrial and natural resource-rich countries (on this point see :ilso Paras 
23 and 24 below) . Research on an efficient import substitution export promo
tion sequence and on adjustment problems involved in policy rhar.ges may also 
be desirable . 

6. Economic Intezration in Developing Countries 

(a) Apart from 671-87 and a fc~ general papers on the subject, research 
on economic integr ation concentrated on the practicGl application of the 
project approach . This has been do11e in the Fertilizer Study for Eas t Africa, 
carried ou t in the framework of 670-2..'1 "Programming in the ~fanuf:lcturing 
Sector" , and in subsequent a?plicatior,s on regional specialization in ferti
lizer in ASEJ\N c:nd in the Andean Common M~rket . 

(b) Sever-al possible areas of research on economic integration in 
developing countries have been identified, including experience with integra
tion through trade lib~ralization and product specialization schemes , future 
possibilities for econonic in~egration, ind,the benefits and costs of inter
regional trade in the framework of pr-eferentic:l agreements . 

7. Export Promotion and Market Access 

(a) Following t he research project 671-10 ''Pro~otion of Nontraditional 
Exports", work has bi;en undertaken on the extcnc: of export incer'.tives and the 
social profitability of e}:ports (671- 35 "EX!)Ort Incentives in Developing 
Countries:' ) , on institutional and marketing problems involved in exporting 
various consumer goods (671-68 "Key Institutions and Expansion of M.::nufactured 
Exports" ), and on ~rkct penetration in developed cou11tries by the exports of 
developing countries (671-67 uEffects of Increased Import of Manufactured 
Goods from DeveJoping Countries," the oanufacc:urin8 part of 671-66 on Western 
Europe , Bnd 671-87,covcring Australia, Can&da and Japen. 

(b) Research results in this area have been utilfaed to prepare back-
ground papers for World Devc:.oprr.ent Reports 1978 .:1ri1 1979 . At t~e same time, 
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t l,e staff requirements for pr eparation of these pnners have adve r sely aff ec ted 
t he work on trade in electronics ,md elect:-ical r.1nchinc1·:: , textiles , ;i nc' 
clothing . This \,:o rk i s of con!'; iclcrable imporL.:1ncc , iimrevc r, :md should be 
continued and poss i bl y extended to other i~dus :ri es . AJso, it would be 
desirable to extend t nc s tudy of t he i ns t i tutional ,incl m::irketing .:i.s pects of 
export promotion to car, ita l goods . 

(c) Work on t he future dem~nd and supply situation in intermediate 
products , such as steel, fertilizer , and petrochemicals, would a l so he useful. , 
as it would he lp to indicate futu r e poss ibilit :ies for LDC exports in chis area . 
Hore genet-ally , it would he desirab] e to ex.11'1i ne fu t ure chanp,e s in the compnra
tive advantage of the developing countries . 

C. Comparntive ,\dv.:mt,, r,e; patterns of Tn<lus trinli ~n tion and Trade; 
Economic Gro\1th 

8 . Work is nearing completion on two projects -- l1a tte~ns of Industrial 
De:velopment (RPO 671-05) and A Comparative Study of the Sources of Industrial 
Growth .:md Structural Change (RPO 671-32) . These projec.:ts provide useful 
information regarding systematic p.'.ltterns in industrial grow th ar:1ong t wo-digi t 
industrial sectors; they offer an analytical perspf'c tivc> thnt could he more 
gene rolly ut:iliz.cd i:i ::;cc:::or mission ;,.;ork. lJnfor::un;i.tely , craly ::)le l .J.tter 
project, dealing with fewer countries bu t i n grcnter de t .:.il, deals with 
employment p3tterns . 

9 . A third project - - "The Sources of Grow t h and I'roductivity Change: 
A Cornpnrative Analysis " (RPO 671-79) -- is far more ambitious , as it involves 
a genernl equilibrium analys i s of trade-offs among policies witl1 r espec t to 
t heir effects on gro,{th, distribution, etc . In anticipation 6[ the research, 
t he approach has been tested in country economic worl~ on Turkey, wl:ere the 
analysis of current policy options was favorably r eceived . The research 
consists of ex-post analysis of policy changes that affect industrial s tructure; 
i t will cover Korea, Tllrkey , and possibly a third country . The analytical diff i
culties are fonnidable , due to data problems and th~ ccmplcxity of the models . 

10 . . Owing to its experimental na ture, the t hird project has been fund ed 
for only the first year, after which progress will be r ev i ewed and a decision 
made regar ding f urcher a lloca t ions . In turn , as part of the same project, a 
propos al will be forthcoming for parallel annlys ls in greater depth o f two 
industrial sectors in each country. This is intended t o permit a dect-,er 
analysis of the sources of productivity change . Further ini t iatives in this 
general area must await the completicn of on-go ing work and evaluation of its 
r esults . 

D. Emplovment Enhancement ond Industr ia l Deve lopment -- Issues and Institutions; 
Smal l Scale Industry , n:,d Interaction with Lar gl:! 

10 . Thi s t opic clearly is i mportant in the context of t he Bank1 s concern 
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for .1lleviatjn;; urban .1ncJ rural poverty and its emphasis on ~r e::i. cin~: not jus t 
more jobs hue !'lore prr1ductive (i.e ., higher p..iying) jobs . P::ipcrs by J . Stern 
m.:tC.:c.? ber,iimi.ng on this µroblen:, and hichlightccl the s i gnifi.cence of both. 
direct and indirect effects and the wide differences among various indus tr ial 
subsec tor s . The second Stern paper :ilso e::plorc•d e:".lploymcnt effec t s and 
implications in countries nt various stages o[ devclorrne11t . Specific research 
topic s that result in inproved methods of measuring or enhancing ernployr.ien t 
t hrough inciustri.:il investment, or th,,t bear on the choice of industri.:il sub
sector priorities or mix, or that affec t t he design of projects, etc . , would 
be much to tte point . 

11. The st.:itus report of the Sm.::ill Sea] e Industry Projec t (671-59) sugpests 
t hat the analysis and synthesis of the massive da ta being ga thered will be 
difficult and will require substantial input by the regional and functional 
staff concerned . It also indicntes that several fur t he:- r es earch topics may 
deserve priority attention: 

·en) analysis of suitable financi,11 institutjons and policies, and assess-
ment of ins t itutional arrnngementn in support of Sln~s (pnra ]4); 

(b) interactioa and balance betw~en :ar~e a~d Sfilall industries , based 
on compa~~tive country analys is; and 

( c) research focussed on one or more industrial subsect0rs (e. r, ., the 
machine- building industries , pa r a 22) . 

Wor k on t echnology transfer t o SMEs migh t best be fitted into a mor e general 
study of t he technological ins t itutions for indust rial development (pura 18). 

12 . There is need for more systema tic analys is of institutions supporting 
SHE development for techr:olcgy , mo.nagement, ma.rl:ct::.nc, export promoU on , 
product design , etc., as well as various kind s of finance . \·!hat coulc be 
undertaken almost ii:unediately is a review o~ experier.ce in SNI: support, includ
ing criteria for judging institutional effectiveness, analytical descriptions 
of those support sys tems which arc regarded as particularly strong , and 
possible means for closer linking of tcclmological assistance with projec-t 
appr aisal i n Hnnk DFC lcndine , with a view to t aking greater accoun t in such 
l ending of capital s.:iving devices and processes ; sor.1e aspects of such a review 
are already underway . The examination of the record of experience of Technical 
Cons ult~ncy Service Centers and Technological Research Centers in scvero.l 
I ndian stntes, now being initiated , should also be instructi ve . The modalities 
o f rural indus trialization mcy require separntc nnal ysis , for which t l1e case 
study method used i:i 671- 59 should be s upplemented by other approaches . 

E. Industrial Financing Svste!!ls ;rnd In::;tituticns: Credit Markets; 
Publ ic Enterprises 

13. There is consi<le.r.:1bl~ internction between t he avaiiability and 
conditions of fin~nce and the pattern of industrializa t ion . The Bonk has a 
28-ycar histcry of len<ling through ~inn:1ci.al in t ermediaries , much more 
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divers ified s ince about 1970; it has al so financed sor.:e capi t al r.1.:1rke t and 
venture capit<ll institutions on a limi t ed scale . A fresh loo!~ j_s needed nt 
t he rela tionship between Lhe development of these cntiti t cs an<l indus trial 
gr owth r equirements . ~fuat kinds of specialization ore pr oductive? ~ha t 
s t!:"ains and problems ar ise at various stag~s of eypansion tlnd dive r sif ication? 
(The panoply of industrial financinr. agenc ies pr omo t ,:,cl :h recent years in 
Korea - - including merchant ba11ks , venture caµital and equity funding institu
tions , l easing co~panics , a potent Guarantee Fund, etc . , -- wl1ich is being 
emulated in the Philipp ines and elsewhere , deserves in- depth analysis by an 
operationally- oricnt ~d linit, perha ps the Capital ~!arkets Department of IFC .) 
How can more effective use by made o[ tl1e commercia] banking system to pr ovide 
longer-term f ln:mce fl1r indus try? What incentives and policies \·!ill stimulate 
efficient financial secto:- development? How can future Bank pr ogra1:1s foster 
such develo pment? 

lL1. Of che studies unde rway the foll0wing are re l ev:mt to financial ancl 
industrinl sector work: Commercial Eank Beh<1viour (Rl'O 671-25) ; Capital 
Marke t l mperfections (Rl'O 671- 59); Role of Inform:1J. Credit !·!arket s (RPO 671- 65); 
Financ i al Structure <1nd Technology Policy fer Small Ent e rprise Pro~otion -- a 
CaAe Study of India; and the r evie~ of the Consult<1ncy Services and Research 
Centers cited in par<1 12. Other financia l sector work underway or planned 
will have i1;1plications fo r f urther :-esearch in this f ield - - e.g., the assess
ment of means for increosing financial resources for industrial development 
in th0 Philj ppines . The fj_ndi..n~s so far of the Small Tndns try Study nlso 
call for further work on the trans<1ction cos t of finc1ncing Sl-!Es .ind the r ole 
of a lternc1. tive institutional channels . The special Bank stuc!y "The \,-orld 
8<1nk 1 s Approach t o Interes t Rate nnd Credit Allocation Iss ues '' (~ay 1976) also 
called for follow-up work in this a r ea. Steps t o define new priori.ties in 
this field would be (a) an assessmen t of the relevance for other country 
s i tuations of the ex t ensive research done on India, and (b) commissioning of 
a s tudy designing a more applied r esear c h approacl1 toward i nsti tu tional and 
policy solutions fo r mobilizing lon~er-term finance for in<lust.rial growtlt . 

15 . Public Enterprises. The research project underway on this subject 
may provide some insight s into pr oblems and evaluation criteri a specific tc 
publi~ en terprises as such . But while g~neral diagnoses of these problems 
arc often simHar, it seems like l y tha t ~any of the pr escriptions must be 
more count r y- or indus try-specific, The Bank' s sector and economic missions 
arc continuously addressing, in various ways , the problems of public en terpi:ise 
i n a country/operational context -- e.g . , management, i n ves t ment plann ing , 
relationships with other government departments and pr i ci~g and incentive 
policies . This approach seems potentially more product ive than &eneral or 
comparative s tudies. 

F. Capacity Utili~ation: Capital-Labor Substitut ion ; and 
Tech,10logical Chan~e 

16. Capacity U.tilization: Two projects (RPOs 670-25 and 670- 95) have 
been completed, though it r em3ins to providn adequnte reports of their 
findings. The r cc.e.:!r ch indicates that a variety of policies a.cross a numb~r 
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of fiElds (e . g . , licensin~) are in part rcsponsitle for low utilization r ates, 
but th.1t ch:.rn~es in these policies .:iloue should not be expected t o l end to 
greatly incrc:1sed utilization. The research has irr.portant applications in 
indust r ial sector mission work. m1ile no new r esearch is planned, furthei 
wor k is needed to facilit.:ite oper;ition.:tl analysis of t he prospects and me:1ns 
for improved utilization in specific circumstances, through the briefing of 
missions and subsequent review of their findings . 

17. Capital-L.:ibor Substituti on: Detailed investigation o f the scope for 
s ubsti t~tion has been carried out for r.1eclrnnic.:i l engineering (RPO 670- 23) a11d 
i s linked to research on industr ial invcstme.it nnalysis (RPO 670-24) . The 
preliminary findinr, is that wide scope exists for sub.stitution , but more so 
at low than at h ich ou tpu t levels. Work is also in progress on technology in 
text iles (PJ'O 671-77) , where thE:: focus is explicitly on project design and 
operational staff are involved . This work is significant in t hnt it may 
directly affect future Bank projects, by reducing costs and incrcnsinc benefits 
through changini; the choice of technology . /1. wider cover age of industries is 
provided by the survey of ::ecent case studies under the "Appropriate Indu~trjal 
Technology" (PJ>O 671-51) project . Discussion of this su:-vey, along with an 
evaluation of detailed inves tir,.:itions car r ied 011t within the Bank , will be 
needed to de t ermine prior ities fo r f urthe r research . 

18 . Technolor.ical Chan~_<:_: This is a high priority at·ea for future 
r esearch . The Rank h:is undt>rtoken no research spccifi_caJ.J.y in this area , 
though a good deal of opera t ional work has the objective of fostering techno
l ogi cal change . This work has led to projects based on pragmatic considera
tions in a number of countries, but the r e is an evident need for improving the 
knowledge on which technical ass i!:.tance and R&D lend ing is based. Some present 
r esearch is tangentially concerned with the mechanisms through which tecl•no
l ogical change occurs , and there are tentative sugce~tions for mor e directly 
focused studies . None theless , generation of r esearch topics that would lend 
to useful ~esults will require a good deal of work. Explorat;ry research to 
investicate t he nature of technolocical chanr.e and factors conducive t o 
different types of technolocical chance is like ly to be r equired . Emphasis 
must be given both to the role of in~titutions and the effect of the general 
industrial policy environment . Resen rch ought to be t ailored so as eventually 
to contribute to the design of Bank lending, aimed at fostering technological 
chnnce , in specific sub- sec t or.s as well as sr.1all and medium scale industry n.ore 
generally. Attention should also be given t o l earning from past Bank projects 
in this area . 

G. Industrial Programming; Studies of Procel"s Industries 

19 . Researc:i under the "Programming in the Nanu: ;1cturing Sector" 
(RPO 670- 24) project hns sought to deve lop a oethodol ogy for applied industrial 
invest111ent analysis. \fork on the process industries is farthest a l ong, and 
comprises model for.mul3tion and specific npplic:;2tions for fertilizer (in 
s ever al countries and regional groupin~s) , cement, pulp and paper, and steel . 
For these sectors , the me Lhodolc~y focuses on the sel ection of the location, 
scale, timin& and desi;n 0f inter-connected projects . Work is also being done 
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on ricch:inical. enr,inccring , on thL .iu11l~1~j ~· of co1::paraLivc adv:1nt ... r,e and on 
choice of technolciy . 

20 . Particularly in the process indus tries, this work has definite 
oper.:itiona l ~scfulncss, but thr. extent nnd dircctjon of further \:ork is now 
uncertain owing t o s t.:iffing con:,t r.:iints .:ind ques tion~ rcr,.:ir<l in r, Lhc pcoper 
locus of responsibility for operaLion.:il ~pplicntions . PossibiliLics (or 
further work include: a) furLher applications (or indust r ies .:ili-eady cove1·ed 
but in other loca les; b) extension to nc\1 industries, with chemic.:ils l·eirg a 
pd1Je candidate; c) de·.'clop::ient of algor-:.tlms ( c . g., CA;:s); d) technical 
assistanc e to users in cc,untry planning offices or. consultant involved in 
projecL \:ark; e) further research to incorporate cspccts hereto fo re neglecLed 
(e . g., uncert.:iinty ). Consi<len1tion also needs to be r,iven to translating Lhe 
work done 011 rnechonic.:il engineering into .:111 explicit f~arnework f or project 
selection. 

21 . Continuance of work i n this crea would require allocaL i nR stnff 
resources to replace staf f who !ta ve moved on to othc·r r<·sponsibilit:ic-s . Given 
the investment already made .:ind the r esults to date, creation of a small (Lwo
to-three man) unit for continuing work iu tit is field m.:ty be justi f ied . This 
would n:ak1; feasible ;,ssir,nmcn t o( full- time responsibili t y for informing and 
cduc.2ti11g operatin~ staff regarding potent:.al applications of pror,ranuning 
tncthociology, for ;na:-:iLoring its use ;ip d the resultinr, fcedbc:ck to refj ne the 
methodcloi:y and update technologic:il informa t ion , ancl for f urther ex t ensions 
in both application ~nd research . 

H. Specific Industries Studies 

22 . In discussion of several of the above topics it has been sugzested 
that they might wost usefully be studied in the context of a systematic analysis 
c,f one or more industrial subsec tor(s) in a few selected countries -- including 
t he indus try's structt:re , product lin!~ages and sequence of development , rela
t ive efficiency an<l interaction of. large and smal l scale units , technol0gy 
choices , transfer and innovations, employment effects , etc . An obvious candi
date is the machine building industry , given irs central role in the industri
alization process and in t echnology development , its vnricd character, and its 
potential for gener;:iting exports nnd employment . It is also an industry on 
which data are avail~ble , in the Bank and elsewhere , in consider able quGnt i ty 
for several countries . An in ten~ive effort over several months will be neecied 
to design a study and identify perhaps chree countries for initial attention; 
t o carry it out woulri involve a major investment of manpower , but i t would seem 
to offer promise of illuminating a wide variety of issues and relationships . 

J . Industrial In~rstment Stratenv and Policies for Different Country 
Situations 

23 . The diversi ty of country situ:itions cc1lls for different: designs of 
i ndust::-i.a l gr owt h p.;Lhs and policies to 5upport t !win . The categories lis!:~d 
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below a r e illus Lrative of possible differenciatier,s . Count1·y sector s.:u~'ie!. 
typically incl:1cc considerab le ~a t il :md desc r iptive r:i.:itcri,'11 t h.tt su~: .:£:s t 
significant far.-:ilia l c ha r .1c te r istics; analys i s of their finciin~s i n r r c.1tc r 
dep th, in a more consistent manner, might rcovid".? further insir;hts into t )1e 
speci:11 po t ential .ind pr oble,:1s of these "types" of devclopi:1r, countries , .:?n c.1 
ope?:ation .11 fuicl.:mcc fo :r dealing with them . The S tccrin;--, r,roup has noL ye t 
c onsit!e r cd po~~ib]e s tudi es und£:r this rubric; anci no corunon an:il y ticaJ f:-are 
wor k to guide onco ing s ector work has yet b een d eveloped 

following : 
A typology of ind ustrial development pa tterns mir,ht identify t h~ 

(a) countries rich in natural r esources (e . g ., Veno:uel a , Tran) 
wh e r e r esource-based industries pr ovid e the sprin1;board fo r cle\'cloiwcnt bu t 
mus t be. supplemented by downs tream a nd s upportin;•, activi ties, :me: by 1::xpanJ
in~ exports; 

(b) countries just be:;: ir..r.ing the procesG of ir:.duf;trial developr:ient 
(e. g ., Burma , Cameroon , Par.tguay) where finnnc i al anu r.:nnpoucr r csourc2s arc 
l imited and a wide range of i ss ue s ~ust be faced; 

(c) Sub-Saharan Africa -- similar in many rcsj)octz to category (b) above, 
but with certain specia l fcn tures - - hir.h W.'.lgc l c\·els tnhi!.,it"i1,g den.!lo p1:1c1: t 
o[ labc r-intensi·? c c ::µcr t s , do::iir..ancc o [ privc.1te forc:ign investmen t c~-,hich 
may be a causal fac tor in t he dualism of these c::0norni.es, use of inappropriate 
technologies and t he stunting of small scale enterprise), etc . 

(d) the protective, import-si:bstitution moucl (extensive l y studied 
but its complexities still dcfyin~ definitiv~ conclusions) ; 

( e) The "Latin American pattern" (which also extends to certain non-
Latin countries), characterized by semi-industri.:il economies, relative l y rjch 
in natural r esources , \Ji th problems of unemployment, a djus tmen ts t o continuing 
inflation and at tempts t oward g r eater expo.rt orientation . 

K. Conclus ions 

?.5. It is very difficult to draw f i r m, fin.:, l conclusion5 about the 1-'o r ld 
Bank's ncnr-te=m ~esearch program in the fields of icdus try and trade. The 
various topi.cs discussed earlier in this memorandu1:1 interlock at many points; 
and wi th a few exceptions, c ontinuation (and usually extension) of the rcs e.'.lrcl, 
ave:11.:es opened up so far sec:,s justif ied on !:he n;crits. The question is t,;hat 
can be :iccoi1'.rr.oda ted within t he budget and manpower re.sources prospe ctively 
availabie. As W.'.1S sugge~ ted earlier, very little flexibility exis ts at 
present. 

26 . The Steering Gro..ip has not yet addressed, i n systematic fashion, t h e 
cstablishmc1: t of priorities nmong the various t:0pics outlined ab0ve; snostanti:::l 
diff".?rcnces of v1.cw, at least of emphasis, are e vi.cl en t . From the <lis.:ussi.o!l::: 
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so f.~r, however, it is gener;illy .:iccepted tho. t worl: already f.:J.r advanced -
e . g . , that on p.:itterns <!nc sources of industr-ial t1~velopnc:1t - - ::;l:ou lci be 
cor:iplcted, and possibilities for arpl.i.c.:ition of the fj_nd:5..r.~.s or r.-.cthodology 
be f urther de f ined and made accessible to key operational staff , before mnjor 
conmi tme:1t s arc ma de to new blocl~s of research thnt would prce11pt t hese 
possibilities . ~mong potential expanded areas for re search :5..t would 
s ee:m that technolo1-;y develop:i,ent deserves n special place -- wllet!,er through 
a macro approach (pa ra 16) or through study of specific inrlus tries (para 22) , 
or from both pcrspect:i.ves , needs further analysis . 

27. The Steering Croup would welcome the vie\ls of the Extern<!.l Panel 
on this question of priorities . And before the r! e>:t mee ting with the E~:ternal 
Panel the Group will reach specific conclusions on the matter -- assisted 
some\lhat:, we would l10pe , by the fac t tha t the Bnnl: ' s budgeting pr ocess for 
FY80 will ha ve ad\•anccd consider ably by t hat tim~ . 

28. The Group h.Js not as yet attempted to quantify sta:fi.1g a.:<l bdgc t 
rC::quiremcnts for a research program still unclefir_ec! ;ir.d dispersed among 
nu1aerous ndministr.2t ive units. Howevt>r ;'tt• would un<l er line the - i mportance 
of adequa te staff re$our c es to help .:i.b~r.rl:, .:nd apply research re>~ u]ts as they 
are .:i.chj_eved -- whicl1 may often require prepnrati.011 of a cle::r- .synthesis of 
findings of use to country , sec t or or projec t ~issions; direc t involve~ent 
of resenr ch st~ff in such mi ssio~s ; nnd time (or pr~ctit~oncrs to acqu~int 
t:hems clvei:; in ~cneral with wlt~t research findinp.s arc aV"ailable . ;ind theii:
imp l icntions an<l poten t ial uses . 

November 2~, 1978 
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Arcas_for_Res earch _cn_Indust ri al_Devcl onrnent 

1. This memor andum is intenced t o he l p foc~s discussions en 
areas t ha t me rit at tenti on in further res ea rch on indus t rial develop
ment by the Bank . The Externa l Panel on Re~ca rc h in Industry and 
Trade may find it useful as an indicator of some of the topics that 
are being considered by t he Ind~stry and Tra de Resear ch Stee ri ng 
Group tha t has rec en tly been established to rev i ew research programs 
in thes e two related fields . The Steering Group pr oi)oses , follmiing 
initial discussion s with the Exte rnal Panel, to prepare a mo r e detailed 
outline of a near- term future researc h program in these fields . 

2. Thi s memorandum shou ld be read in conjunction with review of 
the status of on-going programs, with whi ch the fut ure programs may have 
strong l i nkages. Also suggested herein are some additional t opics or 
lines of inves tigation that are beccming mo r e important in the Bank's 
work and that have not been adequately covered . 

3. · The focus is on topic s in industry . Consequently , this 
memorandum may be regarded as a compani on pie c~ -- ~, ith a different 
orienta tion and cove rage -- to the memorandum entitled ''Medium Ter~ 
\fork Program in Trade and Commodi t ies . " 

4. In order tc avoid a long, indigest ible List of individual topics, 
among which it may be -difficult to rea ch any consens~s o~ pri c ri t ~es, .a 
srn.:iller nurr.ber of topical "families " are identified below . Each farr.ily 
may include a number of indiv idual topi cs that are close ly relat ed, and 
it is not necessary at this stage to att empt cxha~stive identification 
of specific topics . The order of presentation of the topical f amili es 
does not iri,p ly anything about priorities . 

5. A point of general concern affecting all the topics listed 
below is the question of the basic orientation of t he Bank ' s re searc h 
in industry. The four main objectives stated in the terms of reference 
of the Externul Panel include, inter alia, "to suppo,t all aspects of 
Bilnk operations •. • " and "to broaden our understanding of the develop-
ment process." In order to meet these object.ivc s the research program 
will neces sari ly involve a mix of work on i~novati ve methodologies as 
well as ~ork cf immediate relevance to specific operational problems. 
The time required to develop ne1~ methodologic~l approaches and to 
perceive operat i ona l "payoff" mny be lengthy . Ultimately, ho':le ver, all 
sue~ wor k must be related and of value to the stated ob jectives of the 
reseurch program, and in areas where tl1e Bank has a comoarati ve advantage 
over academia. This relati onship needs to be continuously revi ~wed , its 
definiti on refined, in order to avoid a widening gap between re se arc he rs 
and their work on the one hand and the practit i oners i n the Bank ' s project 
and industrial policy work on the other, :ind ~!orsening of the al,eady..s'.f' f'i . .;1,S 
dis semination problem. At the same time, due attention must be given 
to meeting the research needs that emerge from the practitioners' day-
to-day 1,ork and problem sol 11ing .;tter.;pts. The staffing and organization 
of re sea r ch sh0uld be such as to enabl~ rPs ea rc h st aff to work closely 
wi th the ope r ati onal and sector dcp2rtments and h2vc 3 participatory 
role in the Bank 's inct..striul oper·at"ions .:rnd rolicy dialogue . 
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The formati cn and composition of the Steering Group was intended to 
ref lect this necessity/ znd to take account of the range of ~uestions 
and cptions it poses in considering research priorities; the External 
Panel is urged t o do likewise . 

A. Indus tria l invest~ent strategy and pol icies in selected count,y 
situations . -

6. The variety of country situations calls for different designs 
of industrial growth paths and policies to support them. The following 
cat ego ries are illustra tive of differentiations that can be made ; in
depth case studies could be undertaken to illuminate familial differences 
and to prcvicc operaticnal suidance. 

(a) Countries rich in material re sou rces (e . g. / Venezuela, !~an/ 
Indonesia) . Resource based industries may be useci as the 
springboard for development but must be linked to other 
downstream and supporting activities/ and to expansicn of 
er.ports . 

(b) Non-industrial economies (e . g. / Burma/ Cameroon / Paraguay) / 
which are just beginning the process of indus t rial develop
ment; attention must be given to the relative importance 
of policy tools/ incentives/ management and labor trainins / 
the role of private foreign investment/ and t he sequence of 
i mport substitution and er.port development . Research project 
could take off from work done on bas ·ic mission to Tanzania 
and current sector wo r k in Cameroon . 

(c) Sub-Saharan Africa. While similar in some respects to 
countries in category Cb) above / this group of countries 
may deserve separate treatment for va r ious reasons . High 
wage levels may inhibit development of labor-intensive 
export industries . Dominance of pri vate foreign investment 
in Africa may have a great ceal to do with the dualism of 
these economies/ use of inappropri~te technol6gies and the 
stunting of small scale enterprise • . A comparative study on 
wage rates and labo r prod~ctivity would th row more light on 
this problem/ and on reasons for their divergence ; this 
needs further exploratory work and preparation of d research 
design . A review of the literature on Ci) the impact of 
private foreign investment on African economies/ and (ii) the 
relevant pclicy frameworks of Afr~can governments should ' be 
undertaken initially; a ~rea t deal has been written but 
t here is little evidence, i n sector policy or operational 
decisions/ cf its absorption by Sank staff . A systematic 
review would en9ble us to take stock of what is known / and 
to define more correctly the subjects requiring furthe r 
research . 
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7. Other patterns might be the export-oriented East Asian countries, 
the import substitution pattern which t1as characterized Sout h Asia i n the 
past (althoush now changi ng to some extent), and the Lat i n Ame r i can pro
pensity and adaptation to inflation. Al l have been studied, more or l ess 
intensivel y -- more than t hose in para 6 above -- but there i s conti nuing 
need to relate the findings of these studies to other regi ons and situati ons 
(as in para 6) . 

e. f~elotment_enhancement_throu~h_industri3l_deve looment . 

8. Thi s topir. clearly is important in the context of the Bank's 
concern for alleviating urban and rural poverty and its emphasis on 
creating not just more j obs but mor~_oroductivc (i.e ., higher paying) 
jobs , since solutions are supposed to be eff i cient and not s imply welfare 
systems . Pape r~ by J . Stern made a beginning on this prcbl em, and hi gh
lighted the significance of both direct and indir ec t effects , and the 
wide difference s in this regard among various industr i a l subsect or s . 
The second Sterm paper al so e xplored the i mplicati ons of employment ef fect s 
in countr i es at various stages of development. Specific research topic s 
that result in improved methods of measuring or enhancing emp loyment 
through industrial investment, or that bear on the choice of industrial 
subser.tor priorities or mix , or that affect the design of projects, r:tc. , 
would be r.iucli to the point. 

9. One important sub- family of topic s is the employment (and other) 
aspects of small and medium scale enterprises (SME). Their problems are 
often thought to be so special as to constitute a separ3te genus . Are 
they ~ff~cient users of factors? In what industries or activities? How 
can efficiency be enhanced? What special incentives or technical and 
t ethnological assistance do they need? What mi x of small and lar·pe s cale 
industries is effective , and how do they inte r act, in complement ary or 
compe~tive ways? More broadly, what is a proper bal ance between capital
intensive and labor-intensive industries in countri~s at different s t ages 
of development and with different size and population characteristics? 
Wha t are the implications of large sca~e, capital intens ive patte rns of 
industrial investment for iodisgaQY! e~tr,preneur ship, finance , busines s 
org.anization and t echnology? Ti1ese are some illustrative issues . 

10. There i s need for a more systematic anal ysis of institutions 
supporting SME development -- fo r technolo~y, mandger:ient, ma r keting, 
export pro~otion , ~reduct design, etc ., as well as various kinds of 
finance. What could be done almost immediately is a summary of Bank 
experience in SME support, including criteria for judging i nstitut ional 
effec t iveness, analytical descriptio~s of those support sys tems which 
·a,:e regarde-d as par t icularly strong , and possible l!lear.s for closer l i nki ng 
of technological ~ssistance with project appraisal in Bank DFC lending 
with a view to taking greater account in such lending of capital sav i ng 
devices and processes . The modalities of rural industriatizati on may 
require separat e ~n~lysis: the nature of industries suit able for rural 
r E:sourcc c:1do11r:ient~ and market!j, linl:ages with egriculture, -;nfr·ast ruct:.ire 
r equi r ements, poli:~~s and institutional framewo r k, etc. The case study 
approach that has often been used (e . g. , 671 - 59) may h~v~ to be su~plcment ed 
by o'l hH .JPP ::,:che~ to ti1i s prob Lem. 
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C. Develooinc_the_te chnol ogicat _base . 

. :Jl 

11 . Many countries , particularly those classified as semi-industri al , 
are increasingly interested i n developing their own technological capa
bilities, reduc ing dependence on Licenses and enhancing their adaptive 
capacity. Technologica l assistance to small industry, t o be effe ct ive , 
may have to be lin ked to R&D activity of a simpl e r character , especiall y 
in smJller or poorer countries . Some specific projects are in process of 
discussion and design , and a few have been approved and are being imple- -
mented. Moreove r, in industrial sector work more attention is being 
given to this topic . For examp le, work on the engineering industries 
is be ing stressed because they may have m-3ny des i rab le ch3racteristics . 
(e . g., they tend to be efficient at small scale; they t end t o be labor
intensive; the demand is highly income elastic; they have strong backwa r d 
and forward linkages; there are definite expo rt possib ilities; and they 
are an i mportant "ca rrier" for technologi cal change) . These characteristics 
need to be more ful l y demonst rated and conditions for successful projects 
est ablished through rese ar ch in depth on the policies, insti t ut ions, and 
methodologies fo r st rengthening indigenous capabi lities in countries at 
different stages of development . 

12 . Possibilities of labor- capital substitution are under study in 
the mech,:mical enginee ring ·indust ry, with spec ial reference to Afr ican 
conditi ons (Phase II of R671-51) . Depend i ng on the outcome of these 
projects , further s tudies of possibi lities of improved pro j ect design 
in selected industries may be indicated. 

. ) 

13. It is recognized that research on technology will require clos€ 
coll aborat i on between engineers and economi s ts, will have to be pro-du-ct 
and industry spec i fic , and pos s ibly be conducted in a sequential manner~ 
Hence , we cannot expect to mount a large number of projects in ·thi.s are.a· •. 
O•Jr mai n object would be to influence the processes of project ·prepa·r'a-tion 
and i ndus tri~l planning by paying more explicit attention to the technjcal 
feasibilit y of capital - saving devices and process es . ~s-

D. Financial_sxs t ems_and_indust rial_develoem£nt . 
... . - . 

14. There is cons iderable int eraction between the availabilit·y of 
finance and the oattern and direction of industri.ilization Seve r al top·i-cs 
i nvol ve issues that affect Bar.k operations and hence r.,ay ~de.se rve at.tent.ion. 
The Bank has a long histo ry of lend i ng to financial inte rmediaries,~ .A. . · 
fresh Loo k is needed at the relationsh i p bet1,.1een the ··growth of_ .t h.ese: e.r)t.it ies 
(and also capit a l mar::et and ventuPe capital ~nstitl!t.ions·) and indus.t / ial 
gro1~th requirements . What kinds of specialization -ar-e ~alled ;,for? . What 
strains and problems arise at various stases of expansioo and -diver,s ifi ca
tion? What a~e inst ruments and conditi ons for suc cesi? What alti~nativ~ 
sources of finance (fore i gr. and domest~ c) are ava il abl e? What incentives 
and po licies will stimulate the right ki nd of financial sector development? . 
Ho~ should fu ture Bank programs aim to f oster such development2 

•• / 5 ... 
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E. Programming _models_in_indu5trL. 

15 . This work got off slo~ly and has had succes s in the Egypt 
fertilizer mode l , the S.E . Asia and India models; it is in danger of 
being terminated for lack of wide re cognition of it s potential practical 
application . There is a whole "cascade" of mode ll ing ..... ork that ne eds 
to be pursued : investment plann i ng in a se~tor for a country; alloca
tion of output within firm s in the industry (the locational aspects are 
important); planning output within the firm ; linking sector models to 
obtain an economy-wide model ; inter- country locat ional models fo r invest
me nt and output pl anning. A continuing effort is needed to avoid losing 
momentum. (See 670-24. ) 

F. Structure and patterns of industrial growth among countries. -----------------------------------------------------------
16. This topical area has rece~ved a great deal of attention in 
the Bank, most notably in pro j ec t 671-05 . Anot her "round" of activities 
recently approved , involving special case stud ies on Turkey and Korea , 
will use a newer and modified data system and will pursue prior country 
results ~o investi gate comparisons in several dir.ientsions . Questions 
of a similar kind also ari se in the context of Bank operational work. 

17. Decisions to support specific projects by the Ban~ are ~ade 
primarily on the basis of calcul at ions internal to the project and the 
country (e . g. , economic and financial rates of return) . But increasingly 
the r~ is awa r eness that in counseling several ~ountries to pursue (or not) 
projects in textiles , pulp and paper , fe r tilizers , shoes , steel, etc . , 
a global (o? at least a regioAal) framework and considera tion of dynamic 
changes are r ea l ly required. Also the locational aspects of new invest
ment have been brought up , specifically by the UNIDO Li ma targets; the 
FAO has been conduc t ing studies of the phased development of world pulp 
and paper resour-ces , - and the subject is re ceiv~ng increasing attention 
in various othe r contexts . In order to have a solid ba sis for recommenda
t ion~ on ifidustrial " st r ategy , the Bank should undertake research on the 
relative aevelopment and l ocations of investment in selected intermediate 
goods (as indeed it does now on a limited basis); but , mo re i~portantly, 
the research should investigate questions s6ch as: What are the gains 
and ' l osses in trade and market control? Will the locati ona l shifts lead 
t o greater or lesser effic iency? What a r e the i~p l ications for invest
menf~c~iterij and finance? What are appropriate Bank responses and 
ap~roaches i n sup~or ting specific projects in these products? 

G. ~-ExQort_~ctential_and_Qromotion .of_industr·ial_oocds . 

18. This topical area provides the best example of overlapping 
inte r ests in i ndust ry and trade . Extensive work has been done in the 
past , notably on t r ade incentive systems , and further work is outlined 
in the memo on the work pr ogram fo r trade and commodities mentioned 
previously . This resea r ch has noH re.;che:d a stage 1-1here it can be ap;:,lied 
to particular country situations , as a basis fo r assE~sing or devising 
specific operJtional policies/prog r ams for export promotion . The scope 
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of the work will have to be tailored accordingly . We have the West 
Afri can studies (DRC) at one end , and the Turkey and Portugal examples 
at the other . Several other countries will require fresh attention . 
We should also assess DFC lending as a tool of expo rt development, with 
a view to making it more ef fe ctive. 

H. Policies_and_oro9rans_affectin9_2ublic_sector_enterQrises . 

19 . Increasingly Ban~ sector missions undertake to review the 
perfor~ance cf public enterprises and suggest policy and institutional 
changes to improve their efficiency. Public enterprises cannot be jud9ed 
on the same basis as private firms, and we need to develop an analytical 
framework adequately to tackle this problem. Our capability to provide 
policy advice in such areas as pricing and product mix , inc en tive and 
control mechanisms, financial policies and socio-economic environrnents 
needs to be strengthened . Another key a rea is the institutional frame
work for managing and controlling public secto r enterprises -- what 
forms are appropriate unde~ diffe rent political and administrative 
contexts , e . g. , holding companies as in many ~~stern European countries 
or a Public Enterprise bureau as in India. 

J~ InvestmP.~t _ap2raisal_me~hodoloa~ . 

20. The acquisition and processing of d3ta for shadow pric~n9 and 
effective protection or domestic resource cost ·calculatJops can .b~ time . 
consuming and costly . Exploration of short -c4~s and " ~ecor-id best" me1;b0ds 
to determine how close they come to full - system results, , t:iow sensitiy~ .. _ .., 
they are , how much time the>' actually save, etc., would potentially be ·::·) 
of significant benefit to the project analys t . 

K. Studies undertaken_in_context_of_DFC_and _i ndustr~_lendino • .. ., ' 

21 . There. are r elatively few such c; tudies ( ce rtainly less thar:i, for 
example , in Educaticn or Rural Development) but in a number of ca~es, 
in diff~rent countries , they clearly relate to our operational concerns , 
e . g. , textile sub- sector , char~:teristic~ of sma ll in~~str~ sub-borsowors, . 
trade incentives and functioning of financial ma rkets. Th~re is neeq . fcr- . 
a more systematic review of what exist s and of the pote~tial for- focu!~ing , 
the attention of bor rowers on key issue~ in their country F.Ontext! ~9r~ ~ 
Dank staff support in starting the studies, and in r eviewing the ir . i~pli - \. 
catio~s and usefulness , would doubtless be required to do this eff~ctively, 
and this may be a bottleneck ; but effective use cf these external cesources 
should certainly be economic i n the ·tonge r r un. ..: .: ... 

July 13, 1978 
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See dist r ibu tion be low 

Ravi Gu l hat I, EAINP fJ{ 
DATE: 

Resea rch on fndusLry and Trade: An Afr ican Perspective 

December 5, 1978 e 

I. Thi s memorandum should be read as a supp lement to the genera l 
report of t he Steering Group . The aim i s t o revi ew pas t Dank resea rc h 
from' the stan~point of usability in Af rican settings and to offer some 

· 'Comments on futu re prioriti es. Let me hasten to add tha t the memo rand um 
· is be ing wri -tten i.n a great hurry· and t here has been very littl e oppor 

tunity for reflection or consultation with co ll eagues. 

r, .. 
Pay-off from Compl e t ed Resea rch 

( -2. Although past resea rch has not treated the key questions for 
' --· African industr ialization, it has a lot of releva nce for these countries. 

·, .(, For exc:~;:,lc, Bela i3ala ssa 's \·;ark on c:7 fect: ive protection ana o , as es i n 
; ·i :;- ,.:' incentive systems ·1s very germane in coun t ri es such as Kenya, Tanzan ia, 

':·" Sudan, Zambia and Madagasca r. An analysis of t he exchange , tarif f , t ax 
\• ~ an~ inte rest ra t e reg imes from th is standpo int wo ul d il Jum inate po l icy 

-"~ ') · options. And yet very few studi es of this ki nd have been made .~ Another 
exa,11p le is the work on capacity utilization which def ined alternative 
approaches fo: d iagnosi@g the phenomena~ of id le ca pac ity. This too i s 

;·-, very relevant in East Af rica where the probl em i s wi~espread and where 
·- ~stud ies of· the causal factors may tr igger pol icy reforms . Few analyses 

~~: irL~- along tbis~ lines have been made so far. Yet another examp le is t he 
Chenery-Syrqu iri anitysis of indus t rial~patterns which provided a frame

..,', ... 
'nOrk within whi ch sector studi es on individual countri es could be con-

. ducted. · O~toi tu~ate~y, the results are not very robus t for ve ry low 
income co~nt r ies (such as those in Sub-Sahara Afri ca). 

·::·i, ?: 3i ', Thre{factors have interfered with the utilization of past 
.::···: ·~c ~r·es'ecirdi ' in East African countries. First, regi onal staff have not had 

·;::~• 1 ··\ ' Hie time to absorb these findings and to appl y them in the field. Suppo rt 
1 · frdm · t~e DP~ has been available only on a highl y selective basis. Second ly, 
· oo-r member ·countries a re not well - endowed with we ll-trai ned, sophisticated 

1~~. pr;fess ~orlai •staffs wi th appetite for elaborate me thodo log ies . Finally , 
·:.·' -sta tist iea l d'ata are very scarce; industri al surveys a re infrequent and 
~., ,.· 1 the r-e a-i:e scarcely any reliable input-output tables or capacity utiliza t ion 

·: :·· fl gures'.' 'Trade- da-ta a re 1 e~s scarce than i ndust r i a I da ta . 
~ .. : ( . - . 

;1" ": ... 
la 'rh~ ·excepfion is RPO 670-87 \vhi ch produced case studies in \.lest Africa. 

:. \; ~ ·.;, 

Di st ribu.tion: - · 
Members of [xterna~ P~nel ori · lndustry and Trade Research 

11 11 Steering Group 11 11 II 

Regional Chi ef Economis ts 
Messrs. Chenery/Ka raosmanoglu/Dalassa/Bery, DPS 

Haq/Strecten/~/right, Dis"'$ 
Eas tern Af r icu Reqion: 
Mess rs. \.l.:ipenl1uns71\d I c r /G ue/\./ i ehen 

Bronfman/Hcndry/Maubouche/Maane 
O'Brien/Grccne/Nouvc l 
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Obscrvntions on Future Priorities 

4. It makes 1 ittlc sense to make new resea rch starts while the 
existing body of knowledge rema ins considerabl y unde r-utili zed on account 
of the shortage of staff required to apply it in specific country situa
tions . Presumab ly, sen ior management vlill not a ll ow this anoma lous 
situation to continue. It can be corrected by (i) expanding substantia ll y 
the resources for country ·economic and sector ~,o r k in the regional offices, 
(ii) inc reasing sha rply the sha re of D,PS/CPS ti me de.voted to support of 
operati ona l mi ss ions with a corresponding reducti on in ~ime for new research, 
and (iii) increasing DPS/CPS s taff .so that both. operationa'l support and 
research ac tivity can expand. =-- • . ·:!:· ., 

5. The re is recogniti on now of. the vast diver?ity .. ttrat _. e~i~ts among 
LDCs . The Africcln countries are very much beh·ind ·a·l, the rest ·of-the Third 
World in terms of indust ri a lization and economic ,.development gen~rally. 
They have 101-1 incorr.cs, sa•1ings, smalf populati~ns. sc~~-;e,red., gverivast areas, 
thin l ayers of indus trial entrepreneurshio and an extreme scarcJty of mana
gerial/administrative tal en t. It follows · that . th~- key·:i ssues· f~~ industrial 
research in Africo will be very different from~thos~ in .other, For~inents. 
Furthermore , to be relevant and usable, industri a l res~arch .on A~rica wil I 
have to be 'dat a-saving' in character. It wi ll be a long ~.im~ !>efore coun
trt es in Sub-Sahara Africa acquire the statisti~al _ base wni~h e0 ists now in 
East As ia, Latin America and the mediterranean area. To be usable in the 
1980s and 1990s, methodologies will have to be developeq for Afri~a wh ich 
rely much more on field visits, structured intefyiews and _ ii~i ~~~-case 
studies than on econometric, techniques and mo1~)s ~~~q~i~~~9 ; WS1! -organized 
censuses, sample suryeys and·. fos t-accountiCJ$ J,~o~d~: .. ·, ,. . ·. 1 . ... 

. 1 .. ... :. : : I r ,.: .~ . :t .. t C 
6. The implications of the ~pecial needs 1~~ -~f[~~a f9c; f~tyre Bank 
research priorities must be recognized explicitly . . _Of_~a~rse~~this applies 
not onl y to indus trial and trade research but to all research. If measures 
are not taken to secure an appropriate b~lanie in· tb~ -Bank's research port
folio, there i s the danger tha t we wi 11 h~Ye too l ittte 1 re~E;ol~~ h~(?utput which 
is germane to key African is sues and whfch is usa~!# . in ~a~a,~carqe Afri~an 
settings. Our natural propensity wi 11 be to focus on tssue,s. wh i-..Gh are 
"resea rchabl e 11

, i.e. where available .~taff ci n depiov. .ip'nii_lJar t~ls in 
situations which are reasona bly wel 1-en~wed \'{i~.h ;s~~tr~P.:..c~,; ·Th~. real 
challenge for research managers is to a_voi.d .{alii,ng Lnto ~i ~ tir:ap·. This 
will not be easy. At least in the sho~t-run,\ shq,i,CP,S. .:~ i.11 11?.e::,:;q.n~trained 
by (i) the need to compl ete existing researcfi. p~.pj.el:_tA or fcll<t:,;tihrough 
on a line of enquiry involving a sequence of research projects, (ii) the 
training, experience and preferences of ava ilable s taff, and (iii) the 
haziness of olternative methodologi es-usable in ~t~-.s.~~(c.e §~fiia-~ions. 
These constraints , however, need not be binding over the medium ano long 
run and resea rch strategy should be responsive to the -s~cic1 ·l -n_t:;ed.s of 
Africa both in terms of issues and usab.Jc methodpl.09ies_,...,.: ~- -. ~;:. 
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7, Let me conclude by listing what regard as key issues in 
Africa which resea rch en industry and trade shou ld tackle: 

a) ~hile some cou ntiles have chosen the etatls t route to 
lndustrti li zat ion (i .e , use bf paras tRta ls), othe r s have 
allowed transna tional corporation s t o ente'r free l y. Both 
instituti onal so luti ons arc f~~J~ht with problems . The re 
is need to def ine optimal structures app roRriatc to the 
h'istory, ideology arid other rel·evant characteri s tics of 
each count'ry. Befor e· t·his can be done effectively at the 
country l~vel ,' ·however,· .it is necessary to undertake a numbe r 
of comparative analyses of (i) the effici ency of paras tatals, 
(ii) regulati on of parastatals by core ministri e s, (iii) the 
efficiency of transnational corporations, (iv) pol icy towards 
private foreign' investment, and (v) orig in and development of 
Indigenous, private indu ~trial entrepreneurship . To define 
the methodology for these studies will be .difficult and the 
Bank may not have the rcievant expertise. The neo-cl zssic~i 
economists will look with horror at this research agenda. 
And yet the substantive issue is a crucial one. 

b) Host countries have rather small national ma rket s for manu
factures implying 1 imited scope for efficient import subst i tution . 
This may turn out to be a major hurdle unless (i) regional or 
sub-regiona l markets can be created, (ii) exports to world · 
markets can be generated, despite the detrimental impact of 
relatively 'high wages on comp-et"'itiveness of labor-intensive 
exports, and (iii) technologies can be identifi ed whi ch are 
scale-neutral. A study of the future prospects for industrial
ization of Africa should deal with these questions and provi de 
a framework within which sector studies in individual countries 
can take place. 

c) A number of Governments in Africa with a socialist and egalitarian 
philosophy are searching for patterns of industr ial development 
different from those charac.teristic of the now rich industrialized 
countries or Eastern Europe OG the semi-industrial economies of 
Latin America and East Asia. As "l ate starters", they 1vish to 
avoid the mistakes of earlier indust ri al drives. Bank research 
can make a contribution by derivinq the lessons of the history 
of industrialization relevant for ilate starters'. To be useful, 
such a synthesis will have to draw on scholars familiar with the 
Soviet and Chinese models as well as Singapore, Brazil, India and 
Korea/Taiwan models. 

d) There is resistance within the Bank to explore the implicati ons of 
"appropriate products" (see F. Stewart's writings ) although work 
ts under way on "appropriate techniques". I have never undcrs tood 
the reasons for this resistance . If AfricaA countries wish to strive 
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for eg.ili,tarian devel,or3ment lhey wil l want. to question the 
appropriqten.ess of rich country products for .sati~fying the 
basic needs of the population . The co ncept of "appropriate 
products" 1is" .of course, c!PPl icablc. to ,poo r,i countries every-

' ·where but th,e ideoloQical climute Q!!Ccs sar.y. for implementing 
- p9licies to alter the pr6dµct-rnix e x ists ~specially in some 
. African cou,n1;.c i cs, c. g . . :~~hi op i a, Ta,nz'an i a,, Ango 1 a and 
.HozDmbique . ~ The imp! iaat·ions of thi-s , s.trai1d of thought for 
• • I.. , ~ • • • \ 

industrial pol icy need .. to be dra!·m ou.t af,t,e r an cmpi rical 
asses sment 0:f . the ad-~er:s.e .conseq,u,ences, of rnanufactur i ng or 
irnpo

0

rting_ ! i'nappropriat_e'· :pr.oduct.s'. :- .. l ' : • • 
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I support: Mt~ Gd!ha't± 1 s memo of December .5 o~ 
0

t: lie subject as pract ically 
everything said there ?PPli~d ' to West Afric~ as .,well. I would like t6 add t hr ee 

l • . ·' 
additional areas where. research: would be useful for us: 

. . . .. ·-
a) Labor costs : in industry :. Afri.ca is of~en s~en, as an area wher e 

l abor is "cheap.#" Howe ver; ' although nmninal wage rates are, ·of course, low 
relative to those ln d~veloped countries, the actual cost to the firm~ taking 
account of low phys1ta1 ~roauctivj,~y, rate s of. Lurnover," and other pe~sonnel 

n ~ 
problems may, in fact, ·oe- higher, than ~ssumed . · Furthermore, the i mplication of 
the cheap labor. p~racfigm ·is· ;that ·1abor is -cheap relativ~ly to capital. . This 
al.so requires fu;tner ·investfgation at the l~vel of the industrial firm. 

- , .J J • • . 

b) Our experience with DFC sub-loans to medium and small - scal e ent er
prises is that the capital cost per job appears to be hi gher in Wes t African 
countries, especially in francophone countries, than in other parts of the world: 
we would like to know much more about this, especially whether the cif cost of a 
number of capital· gdOds is generally higher than elsewhere or whether the distri
bution costs are· the main -factor, or what. Since exchanger.ates are usually over
valued r Rther tlf~ 'undervaliued, ci)ds .cannot ex~lain the1ligher -domestic cost of 
capital equipment . ·-tt ·woald . .appea~salso 'that' locaffy=-tiiannfattored imp~ments 

• - ,. c.. • • ~ I 
are not particu~~~~y ch~at,. . · -w.•' , : ·-~ 

) . :J . - • .:?_ 

c.) The question of the lev_el and. structure ot'~~l'l.terest rat~§ in Africa 
is a general. one; The prev.ail.ing view in Africa seems to· be that interest does 
not weight much in 1.ndus-eri-al investmen.t decisions and ,.:' t ·herefore, it: ;rould not 
help much if , as·'-we -often propose~ tl!ey· were raise·d to· mbre · "natural" levels. At 
the same time, ·governments always strongly resist any iuea- to increase interes t 
rates. An inve5tigati&n on the res~o~se of industr±alis-t!s to actua l o~ hypothet i cal 
changes in interest irates (as .well as better documentat'i~n on the effective cost 
Of bank loans to- firms) c·ould ihel?,,iClarify the issue . ..iand ' ~SSiSt US in o·ur dialogue 
wi"th the countries·: ~ · · · 

l ~ . - , .... -_ .. . .>.. . . .. .1..... • r _ . i'-
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Interim Report .,f In dust rv and Trade Research Steering Group 

. ·'· 
1. I would like to cot:l!Dent fro t!I a Sout·:1 Asian perspectiv~e o.n .. so:ne , 
aspects of t he ·,,.ork described in your draft htcrim Repor t . In- genera i.: ..:. 
terms, I think our iJ.1dus~t1;i.al economi~ts need a supply of "alternative 
generating tool3" fa r t heir ·work in ' the South Nsia· E.egi on . By t;h.is I 
mean tools and techniques which enabl ~:.t~e~ ·· t::> -demons~r..q.t~ t <a jfie_pim1:nt.s '" 
t he pol~cy i.I!lplications and alternatives · i mplied b~ tijer mi~· 9! f.~rre~t · 
problems that t :1e governments face. Examples of this kind of tecfinique 
or tool are the DRC_ra,.tio, whfc~- By ;nmi' is quite an anc~1u; , technique but 
is still ver y usefu). in estab.}.is hirif :i oialogue ·w1'th a: g9v:~nrm~m:;-~h.iclt .: -.::...· ~f. 

has hig:1ly prota~ted- anci inefficient :!nd~stries . ,.:: a .t: -enab-le,s .. fhe;'.~~o'no~s't·~:: ::'' -'.: :rr 
to give the govern.pl.ent some feel,J or the. ~ otenti~r cos.ts. ap_q_. q~ef;i t s or ·~· j,.. · .. • ... · .~ 
maintair.ing t he pres.ent protective structure .:,r· of li:beT~iz,a,tiqn . .-Ot_qet' . . ·--- • · .:,::··~· 
examples a re, of course, t he effecti.;.e p~otec~ive t:at:e . auc;i ... affe.c.tiv;e ex- ::. . "t:. ; .. ,, . · :. 

change rate in the areas of tari.fr's and export promotiat1 ·r~·; ~wc.tl'ieJ.y. -,·rn :: : -' :>.: · -:: ,_ 
general t hen, t hes.e are the kinds Of tOOlS that WOUld enha~C~ the/"work·\sf' • · C • : .t._ :· "'; - -". 
our: industrial economists. , ,, . . .. .;.:. ~ 

. ~ "'.t ;>:' , ., 
..... 

2. A suoplementary device which would·· be ·o'f gr.eat._asjJ-~_!:anc·i'-wo.ula 
be comparative information on the experience of developing countries, an~ ·· . .. ~ ) 
sometimes the developed countries, in the· USE of various_ t ools in-. v..arious · 1 • ., ... :'.' 
ways; that is, .in ,the use .of various j)olicy 1:lternati.ves '--_,He_r~ qgain, -n - ,. · · ·· · 

'~ ~ -~ ,, jl, J ·J.J '> ~•( ._ " • • ~ I ... 

would give our ecfonomists,. ~~~e,:~;t.~~~tn · 11Yt c'pn's-I~ten~~ itt .,.~~ of:..:.:cl,.ft~- -: · .. ~ ;,~ 11
"~· ;

1 

fying for governments t he probabl~ outcomes~ a'nd el!-fe(}ts~-:t.he _co9-t -~nd , , i.:r • b~-· 1 
• • 

benefits--of tz.king one of the choices that face them. As a . e~se in poil1~ ·--:· :.,. · - .B 

your paper (Sect;wn D, parag;.?phs lQ, th:t;Q!lghi. 12) describes several studies"" , s, :- : ' · '.l 
dealing with t be1~r ob l em of '§iiia}l 7scal e ~nd~{t~y &na , emploY'tlleBt! Cb~~tion. (~ 
In a number of So~th AsiaQ. ~ouptr?i~ .. s .~e\ g . , , _I

1
an~,laae·th'; India., Pak~pta~)~,: . ~· ,. 

the problem of poverty allev_i?,~tiq.n,. consists i .n -c:t-ea.'t4.:n'g off~fa~ (~esum- : - '., ~ J s · 
ably industrial, 'tonstruction"' Jie~c~)" rjo~s for .-t?he masses- of J.:~l .J -00.1:· ~·. ::·., :: · ; ·,1 

Although we ha,·e • initiated soµ,.,e work of our _,wn; we· arEY st·arv.ep,_for .,_iqea·s · - ~. ·,~c· ' - :Jt 

on how, practically , countrie.~ c~n .'~\og.ress Jjn · this- -G'rea.': As ~ -:;~:tf~~..! ... :!:. !,. in.':.., ~ :~ 
ti.on we take tt.e vi.ew coda~ <'tha;_.,t ~e path ' to rufal; upl-if-t is l)-0; _ ;o -~~ . . -, • .: t.: .:, " . ~ t '.! 

found through ' ·t rickle down" as GNP slowly- g1 ows. '.:'D&es i:the an~ef,1 ;ae~-· ·:r: ; 1 ·-: .• \·"' 
lie, e . g., in u:ore focussed efforts such a s jntegrated rural development .. _ - .,n.t · :LC 

progr~ (in a regional planning framework?) '. Should public inv estm~~c be :~~ 
4

• ! ~it._. 
redirected to fenerate rural employment (small- s cale industry? investment 
in rural infra~ tructure? creating local indu! trial pr oduction a.-id distri- · --..;_- 4 ::. 1o1 ·• ' .. _ .. __ ·- -.: :. 
bution capacit) for meeting basic needs ?). :.nere are both broad concep tual 
questions as w~ 11 as practica l problems of d<:vising strategi es, prograI:1S f ._-_ !!'r ..'.:"!':' c:.': 
and projects. Is there now a large enough bc•dy o f --me casl!' study: ~>:P.~9:--:- _ 1 - : -· --~ · ~ 
ence (success c.nd failure stories) for us to be able to draw lessgl.\S iP( .. r 4 .... • •• l . ,..,,. - · 

i 1 
? .\ · f..•" - -- --·· "'•t11:i 

pract ca use . ·· " ' · ... ; 1 - ~, ~., ·•· ". , • _ -
' ~- "',. . J • •:s H .. :Jf~ 

3. A thtrd useful character,;.s~:!.~,, o:, . any fefe~rch 
lends itself t 0 the preparation of backup su1~ort . • Fo~ 

(., 

.1~; .. ' . :r 
- · - • - .1 
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e:-:tensive \:ork done by the Dcve.lo r:i:c:: t R1::scarch Ccntc-r on don:est ic re
source costs in ·;c:st Afr-ic.:i h.:1s lcc.i to a co~putcrizec! ·r..oclcl fo r ana l y~is 
of Dr"C- data. It will probobly be ::,ossiblc t o· collect dat:::i fror.: So~:th .\s i.:J. 
in such a n_w..i.ner as to . U$t; this program. 

4. An.ct::er ch.:!r<1c tcristic of i":.:mk resca rci: w-h ich co•J.ld be ve r y us.::-
ful to us· would ~c if it could compile and dis till tcsearch work bein~ c!one 
outsice the i.:~nk, end .:.. ; oin tun ~t ir",to us'"ful tcchniq~c~ .:md too l s . r,::r 
e:-:a:.:ple, al!::os t ~\·ery countr; in our Rcsion has u net:-:ork cf public cr-,tcr 
prises which ·are encountering serious probl er.:s of varying kinds . Frot:i what 

. we can- _see, it ·would ai)p;ar ·that the current Bank resear.cn in t his area is 
~onsiderably behind t hat being -undertaken by ocher iRStitutions . lndc:cd , 
sor.ie of the' econ,)nists .in our m-;n urea have in fact been- involved in research 
iQtO; ~ublic . .enterprises and we do. have some ideas abou~ approachi ng the 
pr·oblec. Bu~- this entails pulling together soa-.e very use>ful wor k which has 

· been do-q~ in . recent years by such· instit·u tions as t he . ria:n·ard ~-:a r ks hop on 
· Public Enterprises and others . To undertake t his kind of work is an exces

~ive load for op,~rationa.l p r ogram or pr oj·ect economists, .and is the kine of 
work t hat -should be done by research departments . 

' 5. Our· p l i=a, t hen, is for research which is essent·ially "research 
and development" of technology for the econoni sts. involved in Bank oper a
tiotis. We need tools which enable us to analy2e adequately and demonstrate 
with . clarity and some precision . the alternatives available to governments 
i n var ious areas of industrial policy r anging from indus tr~al organization 
to manage1c.ent, from licensing procedures to t he financial structure . We 
need to be sure :hat we are making sense and being consistent across the 
Bank when we eluddat.e th..e .. _i:r.ipl.ic.ati.ons. o.f .alt~rnative policies to t he var-

," ' "':--1:.,\,;. -~~·· ·- fous, ,go:v~i;riti.en:ts ,.iitti'"wbom we dea'l. . t"ve need to know tha·t ..:t:he analysis we 
;:;,- ~- :- :· :··:. ,., :. / a;-e .. ~i;vi.-ding &.u the recol!l!'.l~nda"t;i..ons we are making are consistent with the 
·-; .. ~: _ .,._ -:,,~. - m~st . ;:ecent . research done in these· areas. We fe1:l, t herefore, that t he 
,,:< ... :: :- ::·:-.t Ba'nk ' .s .. research ·should be primarily _ ·appl ied and not " pure!\ Careful rev i ew 

.,. '. ·.: · · · of ~available-,:, ap:>licable research may; }1o,;;re:ver, show some gaps , and · th·ese 
·'.:: ·:·.: ,: : it!- gaps7-ins.ofar ·as t heY, ar.e preventing useful applicatiorl by ··the Bank of 
- -:: ~·-· te~tjniqpes,:and p:..-inciples that could · further our work--shoqld be filled by 
.:;;:~ ·· tfie' )~ank. •. -.:.To th :Ls extent, then., t he Bank should l even its~ work on applied 
·-.... , ·. · ; .. -.. ·re·search ... with so10e "gap-filling" pure research . 

. , : •::: "' . .. ~' : "'· .. 
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