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WORLD BANK / INTERNATIONAL FINANCE CORPORATION 

OFFICE MEMORANDUM 
TO: Members of Industrial Development and 

Trade Panel /)Jr._ 
FRO~: Alan Gelb, VPD ~ • 

DATE November 27, 1978 

SUBJECT: Arrangements for Visit: 

The following offices have been reserved for your use 
during your visit: 

Mr. A: Lindbeck, Chairman - K-3504, Ext. 60028 
Mr. J. Donges - K-3501, Ext. 60012 
Mr. C. Bueno J<_ ~ t 0 i - ~-~500, Ext. 60016 
Mr. R. Nelson K-3604, Ext. 60018 
Mr. K Parikh K-3702, Ext. 60029 
Mr. Kim · Jae-iik - K-3703, Ext. 60028 

All are on the 3rd floor of the Bank's K Building. In 
addition, the DRC conference room (K-3700) has been booked for all 
day Thursday and the afternoon of Friday for the Panel's use. 

It is suggested that panel members meet in Bela Balassa's 
office at 9:15 a.m. on Thursday. 

AGelb:bf 

Offices and Extensions: 

Bela Balassa 
Suman Bery and Alan Gelb 
(Secretary, Leela Thampy) 

- K-3411, Ext. 61998 
- F-1233, Ext. 76003/76001 
- F-1233, Ext'. 76002 



Meeting with Industrial Development and Trade 
Steering Group 

Mr. Balassa (Development Policy Staff) 

Mr. de Vries (Industrial Development and Finance) 

Mr. Gulhati (Eastern Africa) 

Mr. Weigel (International Finance Corporation) 

Mr. Fuchs (Industrial Projects) 

Mr. Westphal (Development Policy Staff) 

Mr. Waide (South Asia) 

Mr. Gordon (Development Finance Corporation) 



Meeting with Mr. Gordon and Assistant Directors, Regional 
Projects Departments (responsible for Industrial 

Development and Trade 

Mr. Nouvel (East Africa) 

Mr. El Darwish (Europe, Middle East and North Africa) 

Mr. Glaessner (Latin America and Caribbean) 

Mr. Dinh (East Asia and Pacific} 

Mr. Rowat (South Asia) 

Mr. Hindle and Mr. L. de Azcarate (West Africa) 



World Bank Cable Address: INTBAFRAD 

1. Mr. Assar Lindbeck 
Director 

Telex No~. (RCA 248423); (WI 64145) 

(ITT 440098) 

Institute for International Economic Studies 
Fack 
S-106 91 
Stockholm 
Sweden 
Telephone: 011+46+8+150160 (Work) 

011+46+8+212337 (Home) 

2. Professor Juergen B. Donges 
The Kiel Institute of World Economics 
P.O. Box 4309 
D-2300 Kiel 1 
Federal Republic of Germany 
Telephone: 431~884205 (Work) 

431t582484 (Home) 

3. Professor Edmar L. Bacha 
University of Brasilia 
Department of Economics 
Brasilia, D.F. 70.000 
Brazil 
Telephone: 242.5039 (Home) 

272.3548 (Work) 

4. Mr. Kirit Parikh 
Indian Statistical Institute 
7, S,J,S, Sansanwal Marg 
Near Qutab Hotel 
New Delhi, 110029 
India 

Cable Address: INTERRELATIONS 

Telex: 0292479 

.' ... ) 

Telephones: 664789/664741/651384/678247/6!11,_M.1*"88" IM LC Iii 8'" 
652989 (Home) 

Cable Address: STATISTICA, NEW DELHI 

5. Dr. Richard R, Nelson 
Institution for Social and Policy Studies 
111 Prospect Street 
Yale University 
New Haven, Conn. 06520 
Telephone: (203) 436-4699 (Work) 

(203) 777-2255 (Home) 

6. Mr. Jae-Ik Kim 
Director-General 
Bureau of Economic Planning 
Economic Planning Board 
Seoul, 110 
Korea 
Telephone: 70-3028 (Work) 

59-3605 (Home) 

7, Mr, Gerardo M. Bueno 
Mexican Ambassador to the EEC 
Ave. Louise 375 

Telex: K23202, DPMEPB 

1050 Bruxelles, Belgium (Tele: 011+32+26+482684) Telex: 22355. 



TENTATIVE SCHEDULE FOR INDUSTRIAL 
DEVELOPMENT AND "TRADE PANEL 

Thursday, November 30 

9:15 - 11:30 
(K-3411) 

II:~ 
10:30 - "i.87& 

\I .' 1o - h)1) 
1:00 - 3:00 

3:00 - 5:30 
(K-3700) 

Friday, Dscember 1 

9:15 - 10:30 
(K-3504) 

/

10:30 - 1:00 
(K-4500) 

1:00 - 2:30 

2:30 - 4:..00 
(K-3700) 

4:00 - 5:30 
(K-3700) 

Meet in Bela Balassa' s office to discuss 
schedule. 

Reading session (Papers prepared for In
dustrial Development Trade Steering Group). 

Lunch with Messrs. Westphal, Waide, Wood, 
Gordon, Balassa and Bery. (Dining Room E 
Room Three) . 

Discussion of specialized sections of report 
or Bank's papers. 

Discussion of Lindbeck's section. 

Meeting with Industrial Development and 
Trade Steering Group: 

Mr. Balassa (Development Policy Staff) 
Mr. De Vries (Industrial Development and 

Finance) 
Mr. Gulhati (Eastern Africa) 
Mr. Weigel (I~ternational Finance Corporation) 
Mr. Westphal (Development Policy Staff) 

Lunch with Messrs. Bery, Gelb (Dining Room 
E Room Five). 

Meeting with Mr. Gordon and Assistant Di
rectors, Regional Projects Departments 
(responsible for Industrial Development and 
Trade) 

Mr. Bronfman (East Africa) 
Mr. El Darwish (Europe, Middle East and North 

Africa) 
Mr. Glaessner (Latin America and Caribbean) 
Mr. Dinh (East Asia and Pacific) 
~~- Rowat (South Asia) 

Discussion of corn.~ents of Bank Staff, Drafts 
of Lindbeck's section. 



8:00 -

Saturday, December 2 

9:15 - 1:0 0 

1:00 - 2:00 

Dinner with Messrs. Balassa, Bery, Gelb 
(at Chez Camille, 1737 DeSales Street, N.W.) 

Drafting of Report. 

Lunch (at Szechuan East perhaps, could 
arrange numbers in morning) . 



December 2 

';l 0 

December ~ 

January l'-

2.(, 

January~ 

January 30 

--1 

' , ' .,, , 

Suggested ·Report Drafting Schedule 

Panel leaves Washington. Detailed specialized 
chapters almost established. Outline of report 
prepared. 

P,,nel members send finalized specialized chapters 
tc Chairman ..f P.J~ 
Chairman sends completed Draft Reoort to Bank for 
comments. Written comments solicited. 

D ti . I " ,.,, I 

Comments forwarded to Chairman (o.r__1:_~ 
W~n) 

. (. ,1 
Report prepared. - f·'f) (f"-'J.. ...... ..) (c.~ 





TO: 

FROM: 

OFFICE MEMORANDUM 
External Panel on Industrialization and Trade 

Larry E. Westphal, Chief-DEDND l-1i•J 

DATE : November 30, 1978 

SUBJECT Comments on Draft Reports 
.. 

1. In the following I restrict myself to points of information concerning 
such things as factual errors or connections among projects that have been missed 
by individual panel members. 

2. Lindbeck: The figures on page 13 regarding the size of the research 
budget need to be checked; in turn, the distinction clearly needs to be made 
between economic research in all fields and that in industry and trade alone. 
On page 14, it is unclear what objective lies. behind the suggestion to build 
up a network of affiliated outside researchers. 

3. Kim: On the first page, I would seriously question -- as I suspect 
operational staff would also -- the statement that research needs for project 
evaluation and implementation are relatively stable and easy to fulfill. On 
page 3, could be more explicit regarding the types of social and political 
prerequisites for industrial development that you have in mind. Page 8, given 
that the project is now been added on protectionism in Japan, Australia, and 
New Zealand, do you believe that there are yet more needs for research on 
protectionism in the industrialized countries, and if so, in what specific 
directions. It would also be helpful to spell out what special problems you 
have in mind as regards marketing LDC produced manufactured goods in developing 
countries. 

4. Parikh: On page 8, regarding development of research capacity in LDCs, 
please see Shoutjesdijk's note dated November 27 (this should be in the attachments 
to Mr. Gordon's memorandum regarding the deliberations of internal steering group). 
On page 10, the further exploration that is asked for is in part provided under 
the project 670-23, though remains to write the results up ·with-. direct reference 
to this specific issue. As regards the provision of computer software, you may 
wish to become familiar with the GAMS research project, details of which could be 
provided by Mr. Bery or from the project leader, Alex Meeraus in the DRC. On page 
11, how did appropriate technology for rural industrial development come under your 
terms of reference -- I cannot recall that anything on the list of reports-draft 
reports covers this area. On page 12, to a minor (very minor) degree, Bank 
research on capacity utilization investigates some of the issues you cite. 
General comment: it would be helpful if the report were better to reflect the 
breadth of the work that has been done on the process industries, a summary of 
which is provided in Stoutjesdijk's note referenced previously. Additional 
material should perhaps be made available. 

5. Nelson: No comment, except that it would be helpful to identify a bit 
more concretely who it is that finds various research to have made the significant 
contribution or to be important. 

6. Donges: On page 3, paragraph 5, I fea the ease of collecting the 
required information through eocnomic missions may be greatly overestimate. 
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7. Bacha: On page 3, the purpose of the Patterns project is not to 
provide a consistent data set for the following two projects on Sources; 
the Patterns and Sources projects used two completely different bodies of · 

.. 

data, the latter being input-output focused whereas the former is not. Page 4, 
several cases can be cited of the operational staff of the Bank using the data 
bank~ for work on Sri Lanka by IDF staff; for work on electricity use patterns 
in India by regional staff. Page 7, end of page, is it meant to suggest doubt 
exists regarding the rigorous incorporation of the full flavor of the advanced 
general equilibrium theory in the models to be constructed under the Sources II 
project; if so, this should be communicated to Mr. Robinson; specifically, what 
appears to be missing? 

8. Bueno: I am providing a copy of Cortes' interim report, which provides 
some insights into the direction of work in Colombia. I cannot identify 
specifically what personnel problems are referenced in paragraph 11 - there 
may be some misunderstanding here. 

LEWestphal :mm 



To: Assar Lindbeck and Members of the Reveiw Committee 

From: Richard Nelson 

Subject: The draft of chapter one. 

I like the draft of Chapter One very much. I have the following 

suggestions. 

I don't think I fully agree with the statement regarding the 

emphasis of bank resear:£b_.on the_ top of Page 2. It seems to be in 

particular for a long time the bank has been doing substantial amount 

of work in the Field 6. On the other hand I am not impressed by the 

scope of the work unde;;Field 2. I do agree that only recently has -
the bank seriously 

that paragraph. 

gotten into Field 5. I suggest that we rethink 

On Page 4 in the discussion of sectorial planning, shouldn't we 

make an explicit statement that in many of the less developed countries 

a number of key sectors are in fact under relatively detailed governmental 

control. (I grant it a complicated question to identify exactly where 

that control resides.) Thus planning models are directly relevant to 

these sectors. 

I find something strangely missing in the listing of broad developmental 

philosophies; an explicit articulation that one can view the bul~ of_.the. 

development process as being guided by decentralized units motivated by 

profit and stimulated and constrained by markets. Shouldn't we have a 

paragraph that says that explicitly at the top of Page 5? 

At the bottom of Page 7 I think a phrase can be added noting that the 

bank work on production functions and the range of technical choice has been 

strongly influenced by the interests of Westhal. This remark is cons~ntent 

with my earlier one that this field long has been an important area of bank 

research. 
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On Page 11 in the paragraph 

that the practioners in the bank 

on "externalities" I think we should remark/ 

surely need to be aware, at least dimly, ! 
I 

about what the world of research generally, not merely research at the 

bank, is doing. About the only way for practioners in an organization to 

stay broadly aware of what researchers are doing is to have a number of 

researchers in their organization. 

I propose that in the opening sentence of the last paragraph of Page 12 

you list the "four principles 11
• Thereader may not have the four in mind. 

On Page 14 we might want to distinguish between two options: having 

people vdth research backgrounds more or less permanently in operating 

positions, and having people with such backgrounds occasionally in operating ---
positions. My conjecture is that the latter policy is much more plausible. 

While I agree with everything that is said on the top of Page 15, 

the field of industrial organization is generally is understood to include 

considerations of "competition and entry", so those words are redundant. 

If you wanted to elaborate the notion a bit you might say things like 

"with a particular interest in topics like the effect of regulation and 

protection on performance. 11 

In the bottom paragraph of Page 16 and the second paragraph on Page 18 

we might make use of the iErm "bridge people" to refer to the role of 

researchers in an operating agency 3erving as ari intellectual bridge 

between the world of scholarship and world of action. 

I don't like the first part of the opening sentence under Topic 4 

on Page 18. My experience is that it is not very useful to try to 

solicit lots of suggestions for research from "applied people 1
'. What is 

useful is for the researchers to try to u~derstand what the applied people 

really need to know. 

On Pa9e 22, and adjacent pages, I worry about the way the term 

"market imperfections" is used. It seems to carry the connotation that 



-3-

the world basically comes equipped with 11 perfect markets 11 but there a re a few 

1mperfections around that one ought to note. For myself, I doubt if there 

is now or ever has been any thing like a 11 perfect market 11
• All markets are 

flawed institutions. This implies that it is s1lly to model the economy 

as if there were lots of perfect markets, and rather dangerous to take a 

Panglossium position with respect to markets in general. The main reason 

that one should be cautious about regulating markets or nationalizing things 

or otherwise mucking around in microeconomic activity is that such policies, 

unless carefully choosen and carried out, have about as much chance of making 

things worse as they do of making things better. Don 1 t we want to say something 

like that straight out rather than using the rather lame 11 market imperfections 11 

language? 

On Pages 23 and 24 I think we ought to say something like the follm•Jing. 

Practial people always have known, and theoretically trained economists now 

are beginning to understand, that economic development is a dynamic disequil

ibrium process. It can't be characterized as a moving competitive equilibrium 1~ 

which changes results from augmentation of factor supplies. What is driving 

the system is innovation, imitation, learning, competition in the sense of 

Schumpeter not in the sense of price theory textbooks. Research at the bank 
J the 

increasingly is coming to realize this. If one views 1development process in 

such a way, one also sees the requirements on institutional structures, the 
the 

role of markets in competition, and a variety of other features on 1economic 

landscape in a quite different way than did orthodoxy of the 1950s and 1960s. 

The bank is beginning to adopt this vision. We think they are clear visioned and we 

·"'~ want to reinforce them in their articulation of growth as a dynamic process. 
I 



Questions Arising from Lindbeck's Chapter 

1. Retrospective Judgements: 

a) To what audience has past Bank research primarily 
been addressed? 

b) How much has been downright irrelevant by any 
conceivable standard? 

c) How innovative and risk-taking has Bank research 
been? 

d) How useful has it been for policy analysis, advice? 
What evidence is there of its use? 

e) What kinds of research does the Bank seem able to 
do well? What kinds badly. 

f) How directed and focussed a research effort has it 
been? 

g) What have major om;.issions been? 

2. Prospective Recommendations 

a) Takes as starting point the notion that Bank should 
do research. Other than 'residual supplies', why? 

b) What are the Bank's 'operational needs' for this 
kind of research? 

c) How basic is the most basic research that the Bank 
should do, and why? 

d) Project-focussed or macro research? Does Bank have 
particular expertise in either? 

e) What should be the audience for Bank research? 

f) What are the appropriate standards for judging Bank 
research, if not publication? 



' 
g) Apparent inconsistency between 'enclave' recommendations 

and 'links', putting researchers into operations. Raises 
several questions: 

(i) Should researchers aim for careers at the 
Bank? Should Bank encourage this? Should 
Bank employ researchers only for specific 
projects? 

(ii) Why would researchers move into operations? 
What would they do there? 

(iii) If you favor 'enclave' research community 
should policy, mission support work be 
suspended? If so, how do they come into 
contact with problems, operations? 

(iv) How to reconcile 'enclave' research with 
research units in regional offices? 

h) Why is culture of bank operations so unreceptive to 
research? Does this seem unusual relative to other 
comparable institutions. Relates to question 2 above. 
What are the ways in which research findings might be 
expected to influence Bank's ways of doing things, but 
where this doesn't happen. Why has programming type 
work made so little dent into Bank's own sectoral 
planning? 

i) Gaps in knowledge more generally (c.f. General Panel) 

2. 
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CONTENTS 
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Chapter II 
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Incentive policies (for firms) and economic inte

gration 

Chapter III Patterns of growth of production and trade, includ

ing changes in compa7ative advantages 

Chapter IV Export promotion policies in the LDCs and access 

to markets in the DCs 

Chapter V Institutional conditions and institutional reforms 

Chapter VI Capital utilization, capital-labor substitution, 

and technological change 

Chapter VII Investment programming 



A.L. 

FOREWORD 

This is a preliminary draft of the Report by the World Bank 

Panel on Industrialization and Trade. Though we have a joint 

responsibility for the report, the division of work within the 

group has mainly been as follows: Chapter I Lindbeck, Chapter 

II Donges, Chapter III Bacha, Chapter DI Jae-Ik Kim, . Chapter V 

Bueno, Chapter VI Nelson, and Chapter VII Parikh. 
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1978 . ll . 16 

CHAPTER I 

GENERAL ISSUES 

Second dr af t 

Wor ld Bank Panel on 

Industr iali zation and Tr ade 

The general quality of research in the field of industry and 

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

both to university research and to research activities of non

university organizations, including org~izations connected . ,s~ 
with the UN system. Thus, ~he basic problem of research within 

the Bank in this field is usually not the quality of research -
but rather the type of research produced by the Bank and the 

use of research within the Bank . 

When surveying and evaluating the production and use of research 

on industry and trade within the Bank~ we have found it useful to 

start with some general issues and then to classify the Bank's S:.,~ 

research in the area under consideration into six main fields . 

This gives the following disposition of the Report: 

(I) General issues . 

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

(III) Patterns of growth cf production and trade, including 

change# in comparative advantage#. 

(IV) Export promotion policies in the LDCs and access to 

markets in the DCs. 

(V) Insti tut ional conditions and institutional reforms. 
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(VI) · Capital utilization, capital-labor substitution and 

technological change. 

(VII) Investment programming. 

It is probably correct to say that the main emphasis of the 

Bank's research, quantitatively and qualitatively, has been on 

the fields covered by chapters II and III. However, in recent 

years there has been some shift in emphasis to the fields 

covered by chapters VI and VII, and more recently also to the . 

field dealt with in chapter IV. The most modest research effort 

has probably gone into the field covered by chapter V. 

Before trying to evaluate whether this has been a good choice 
. 

of fields, and of emphasis between and within the chosen fields, 

and whether the research efforts have been successful, it is 

useful to discuss two broader issues concerning the Bank's 

research, namely 

(1) What "visions" of the development process in the LDCs under

lie, and should underlie, the accumulation and use of research -knowledge concerning industry and trade in the Bank? 

(2) What principles ("criteria") seem to guide -and, in the 

light of the "visions" referred to above, should guide . the 

research priorities of the Bank, and hence also the division 

between production and "import" of research knowledge by the 

Bank? 

After a general discussion of these two issues, we shall discuss 

the possibilities of making production, import and the use 

("dissemination" and "assimilation") of research more effective 

within the Bank (section 3). Finally, a summary is presented 
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3 

of our suggestions for future priorities concerning research in 

the Bank in the field under consideration (section 4). 

~~~ 

(1) Consequences of alternative visions of the development proce~~ 

Given its type of organization, it is perhaps natural that the 

Bank does not have an official philosophy of how the development 

process should be shaped. However, to answer the question about 

what type of research knowledge that is useful for the Bank, it 

is nevertheless, necessary to have some "vision" of what the 

crucial factors are for economic development. 

For instance, if we subscribe to a strong emphasis on central 

planning, research on 1.1ationwide.,-'t_lanninA models, and empirical 

studies · of the process of central planning in various countries, 

including the possibilities of delegating authority and respon

sibility, would probably be top priorities. The reason why the 

Bank has not put many resources into the acquiring of research 

knowledge in this field is most likely that very few member coun

tries follow that·strategy of economic development, though of 

course elements of central planning exist everywhere, because of -
the great role of government decisionmaking in all economies of 

today. 

A more modest version of central planning would be sec tor/al 

planning of investment decisions, for instance in sectors where 

there are large returns to scale, externalities, or (direct) 

intersector/al linkages. Then it may also be possible to con-
f./ 

sider aspects which are not usually well crught, if at all, in 

conventional static microeconomic investment calculations. With 
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this approach to development, or rather with this emphasis on 

development problems, investment programming and planning in 

some sectors would be of rather high priority, which it has in 

fact also been for the Bank in recent years (chapter VII), mainly 

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

same magnitude (or larger) than the entire national market. 1 

However, it is important to emphasize that microeconomic invest

ment planning models of this type are quite consistentwith a 

market-oriented philosophy of economic development. In fact, 

the research in the Bank in this field has not been pursued 

in the context of nationwide central planning, but rather as a 
\i..,.. 

means of exploring the range of choice by firms operating.,...ca,tr' 

markets. The same holds for Bank research on capacity utiliza

tion, capital-labor substitution and technological change 

(chapter VI) - a research field of great interest both in the 

case of centralized and decentralized visions of the development 

process. 

Research knowledge on patterns of growth of production and trade 

(the field covered by chapter III) too is probably of consider

able importance - in particular perhaps for acquiring a broad · 

understanding of the development process - in the case of~ 

rather centralized and more decentral ized strategies of economic 

development. 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. 

\ 

1) The fact that such projects are often highly capitalintensive, 
also in countries with abundant supply o~ labor, is not an argument 
against careful studies of such projects. It is not less important 
for l abor-abundant countries to economize with the scarce factor 
capital than to try to find labor.-intensive projects. 
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The adherence to a..p~uAeee decentralized vision of economic devel

opment does not imply the absence of central policies and planning, 

but rather an emphasis on policies that concentrate on institu

tional reforms and improvements of the system of incentives. 

With this emphasis on economic development it would be logical 

to try to find out how conducive alternative institutional 

arrangements and incentive systems are for releasing efficient 

decentralized initiatives. While research on incentives for 

firms (the field covered by chapter II) has been given a high 

priority in Bank research, the same cannot be said about 

I research on incentives for 

institutional arrangements 

employees (households) or on 

(the field covered by chapter V)' 

increased interest in institutional factors can be 

I 
though an 

detected in various research efforts by the Bank in recent years. 

As the economic systems of the LDCs which are members of the 

World Bank are characterized by various combinations of centralized 

and de centralized decision-making, with strong elements of both 

markets and centralized government economic decisionmaking, 

it is reasonable that the Bank tries to improve the understanding 

of both types of mechanisms, though in the context of market

oriented systems rather than economic systems characterized 

. by central administrative allocation of resources. 

(2) Criteria for the production and import of research 

Given this rather "mixed" vision of development strategies, 

within the context of market-oriented economic systems , 
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the next question is what criteria should be applied when 

deciding the priorities of the production and import of 

research. It is tempting to try to decide this issue on the 

basis of the comparative advantage of the Bank as a research unit, 

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

of falling comparative advantage of the Bank as a producer of 

research - a list to be "cut off" at the point where the research 

budget of the Bank is used up. It would seem that this approach 

to research priorities would follow from a research philosophy 

according to which the Bank, in the most efficient way possible, 

tries to contribute to the accumulation of research knowledge in 

the world as a whole. The choice of research priorities of the -----Bank would then be determined solely by the Bank's ability to 

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

research knowledge. 

On the basis of this approach, the following aspects of research 

priorities seem to be particularly relevant: 

(a) The research of the Bank should concentrate on fields 

where 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 acquired within the Bank in its operational activities as a 

lender and adviser. -~1~ 

(c) 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. 
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t (d) . The Bank should concentrate on large projects and projects 

where a continuity of research efforts is important. t,..-~ 

A special reason why the World Bank has a comparative advantage 'k~ 
relative to universities in research in areas such as (b) - (d) 

is that these activities, to be efficient, often require a rather 

strong and permanent research organization, . which the social 

science departments of universities often do not have. Another 

very 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 a very high 

"status" in the academic world. Perhaps the World Bank could 

to some extent break out of the academic status ranking system? 

Conclusion (a) would imply that the Bank continues with roughly 

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

(assuming that leading researchers within the Bank are not likely 

lto leave), 

k or highly 

but also that it moves into areas that are suitable 

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" 

J 

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

its previous research activities, as illustrated by the emphasis 

of research on trade policy, effective protection and domestic 

resource costs (the field ~ ea Balassa), growth patterns (the 
?) 

field of Hollis Chenery, D eesing and others), and investment 

progranuning (the field of Ardy Stoutjesdijk and Larry Westphal). 

~iA. 
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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, it would seem that projects dominated by noutsidei:;s" -
have usually not succeeded as well as projects dominated by 

leading researchers permanently employed by the Bank. Perhaps 

I open competition when choosing outside researchers 

some cases, improve the quality of such research . 

could, in 

Conclusion (b) above would suggest a shift to fields such as 

comparative studies of the consequences of different types of 

institutions, rules and incentive systems in the markets for 

~ · se~s, ~t and _labor, including the role of govern

ment regulations and policies - and the implications of these 

circumstances for rates and patterns of economic development. 

In fact, some research capacities have already been built up in 
JL .k.ns,-

these fields within the Industrial./"11a. Finance ~islou {IFD) 

by way of sector reviews and studies of problems of small-scale 

enterprise and financial intermediaries. Studies of investment 

projects that are relevant for several countries at the same 

time may also be very suitable ones for the Bank. 

Conclusion (c) would suggest a shift in Bank research activities 

to more collection, processing and publishing of data, and 

conclusion (d) a heavy emphasis on large projects and research 

where "updating" and "follow-up" research is important. 

( 
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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. It is 

obvious, however, that such a "comparative advantage" approach 

is not a sufficient criterion upon which to base Bank research 

strategies. 

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

operation~ 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

ficity of required knowledge, anothar is the lack of interest 

outside the Bank for certain types of research knowledge that the 

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

for research knowledge, the Bank certainly has to perform also a 

role as residual supplier of research in some fields. 

What would be the concrete consequences of following this 

principle rather than the principle of comparative advantage 

in production? 

In the light of the activities of the Bank as a lender, investor 

and policy adviser - and considering the often highly distorted 

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

. the Bank of effective protection and domestic resource costs 

could probably be defended on the basis of the principle of 

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

these studies have been regarded as particularly useful by 
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operations people, though some complaint comes out to the 

effect that the techniques may have been somewhat "overelabo

rated" for the purp~se of Bank operations. 

Another inference of the principle of "residual supplier of 

research" is probably that it motivates research concerning 

large investment projects (in particular where the Bank is 

involved as lender), including analyses of the externalities -
(such as learning by doing) of the projects, returns to scale_ 

and the linkages between sector!: The research within the Bank 

on investment~..a~g 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. 

We would argue that an adherence to the princii:le 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 reflect severe bottlenecks 

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

a recommendation of some research that earlier was motivated by 

"comparative advantage principle", i.e. research on institutions, 

distortions of incentives and the consequences of government 

regulations. This argument is probably particularly strong if 

the Bank would choose to concentrate research more than earlier 

on the least developed LDCs, and on the consequences of 

industrialization for the least favored group within individual 

countries. 



11 

Thus, the residual supply of research approach and the 

comparative adv_.fil!.~e ~£~Ch ~seem to imply a strong 

emphasis ert stt!.eie:, of. thQ co.nse.quences_of alternat ive institu

tionaL arrangements, incentives and government regulat ions . The 

reason is that both approaches to research are based on the 

assumption that research should be related to the fields of 

Bank operations - either because the Bank acquires special com

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

knowledge is needed in these fields for Bank operations (and 

not easily imported). 

A second reason why Bank research cannot be based only on 

the principle of compara~ive advantage in the production of 

research is that there are important "externalities" of 

research within an organization. In many cases research 

done within the Bank, and by Bank staff, may be more "visible" 

to the operations people in the Bank than research done else

where, even when the work is identical. Moreover, the general 

level of sophistication of an organization,for instance in 

the field of policy advising and economic surveying, is 

probably 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 perfonus 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-
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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 

producer of the research, or to the innnediate demands of the 

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

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

application of these principles suggests that the Bank should 

build up research competence in many fields where it operates -

regardless of what research priorities that would follow from 

the application of the principle of "comparative advantage" or 

the principle of "residual: supply of research". 

Thirdly, the Bank should also be interested in the effect of 

the "externalities" of its research on the research potential 

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

for organizing joint ventures by researchers of the Bank and 

individual scholars and research institutions in the LDCs. How

ever, there is some risk, of course, both that the Bank then 

will not always get the most canpetent researcher for a specific 

project, and that the Bank will be criticized for "distorting" 

research in the LDCs ("research imperialism"). 

In reality, it would appear that all these four principles for 

research do prevail within the Bank. Controversies over research .--
strategies within the Bank proba~ly 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 
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research efforts of the Bank on .the basis of only one of 

these principles. 

It would seem to us that the management of the Bank should 

clarify, to itself as well as to others, which of these prin

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

· (3) How to make import, production and dissemination of 

research more effective? 

ImEort_of_research knowled&e 

The size of the research budget of the Bank is rather modest. 

Approximately$ 10 mill~dn are officially earmarked for economic 

research. Out of this approximately$ Y are used for research 

on industry and trade, with an input of researchers in this 

field corresponding to about 10-11 man-years. However, with a 

more "liberal" definition of economic research - to in-

elude country studies and empirical studies of sectors and 

markets - another $ 25 million should probably be added, raising -
expenditures on economic research from 4 to 14 percent of the 

administrative budget of the Bank. 

But, regardless of definitions, the research that · is made 

within the Bank will always be only a marginal contribution 

to the pool of knowledge that is relevant for operational 

people within the Bank. The bulk of research knowledge that 

is potentially useful within the Bank certainly will be pro

duced outside the Bank. Thus, the issue of "dissemination" and 

"assimilation" of research knowledge within the Bank should be 
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connected with research knowledge in general rather than with 

research knowledge that is produced by the Bank itself. We 

therefore suggest that the Bank strengthens its capacity to 

' . ' ) 

b '(NUS owe,...- ... 
most efficient ways of doing this is probably to place people 

import research knowledge in a systematic way. One of the 

~ '~~ 
~ ~ \ wi~h a research background in operating positions in various 

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

~ ~ ~ 
~~ 

1 

' 

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

by the operating staff. In fact, the biggest import of research 

knowledge probably occurs when someone with a background as 

researcher is hired by the Bank; knowledge is often most 

effectively imported "in the heads" of people already when they 

are employed, rather than by reading research documents or doing 

research later on. If the Bank is anxious that research which 

is financed by the Bank is highly relevant for Bank operations, 

i.e. if a heavy emphasis is 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. 

Production of research ----------------------
If the Bank in its own research activities is more than earlier 

going to emphasize research on institutional issues, the most 

important thing to do is probably to make new hirings of 

specialists in fields relevant for such research. What this 

means in concrete terms has to be considered carefully by the 
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One obvious possibility would be to hire some special-

industrial organization, competition, entry and inno

Specialists in "relevant aspects" of credit market 

analysis and labor economics may also be important, if the 

Bank wants to put a heavier emphasis than previously on 

studies of "market imperfections" in the markets for credit 

and labor. Specialists in applied research on economic ----systems and analytical aspects of modern economic history and 

economic policy analysis might also be of interest to the Bank 

if projects are going to be launched in order to highlight 

"success stories" and "failure stories". 

o conceivable t~?t a broader social-science sweep 

would be psychological and 

instance to 

entrepreneurship is likely to flourish. I~~uch an approach 

is attempted, researchers with a broader backgro 

"technical" economics would probably have to be hired, 

as consultants. 

Dissemination of_research knowledge 

When trying to improve the use of research knowledge - imported 

as well as produced - within the operating units of the Bank, 

considerable improvements in the processes of "dissemination" 

and "assimilation" of research within the Bank are called for. 

In fact, one of the most striking findings of our interviews 

among people in the Bank is the enormous "gap" - one is tempted 

to say tension - between researchers and operating officers. 
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Researchers within an organization that deals with "practical 

affairs" will probably always be somewhat of an "academic 

enclave". Research is a full-time, highly specialized job, _.::..:.:....:...:::::...:.==.!....:.:~..::.t.:.::;.;.::..,a--~--
which has to be :'protected" to a l~ge extent from demands £ran 

practical and administrative duties. The "enclave" character 

of a research unit helps to give such a "protection", and thus 

helps to create the "community of scholars" 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 to let them "do their own thing" to a large 

extent, without too many disturbances from other activities 

within the organization. 

Moreover, researchers are usually concerned with a much longer 

time perspective than operating officers. And, 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 policy 

issues. The "production 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. (T~ some extent the studies 
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of effective protection and domestic resources costs, have 

suffered from this U,l.Eltmm-.) d I ~ 

Besides, many operating officers are not aware of, interested 

in, or able to absorb results of research or paradigms supplied 

by the researchers. In fact, usually they cannot possibly know --
in advance the type of research that could help them in their 

work. 

Thus, for good research to be made, researchers should not, in 
c,J 

our vie/, only do the things that are immediately relevant to 

operating officers. On the other hand, it is also obvious that 

I 
it would be fruitful if researchers were better informed about 

the usefulness of research knowl edge among operating people, and 

if researchers could cormnunicate more effectively with operating 

officers. 

To help solve some of these problems of "dissemination", "assimi-. 

lation" and "feed back" on research issues within the Bank, 

several reforms suggest themselves. 

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

popularly written reports on research - concerning research pro

duced both inside and outside the Bank. In some cases it may be 

a good idea to ask outside consultants,rathe! than researchers 

inside the Bank to make surveys . However, when outside research 

results and paradigms are summarized, it is probably important 

that not only outstanding "academic" 

/ rized. It may also be use_ful to try 

contributions are summa-

to find out what types of 

research that have been successfully used in other "operating" 

organizations. 
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©~J~ (2) That joint seminars are organized by researchers and 

operating people - preferably at some distance from Washington 

. ~~ _....., II (with disconnected telephones!) to make undisturbed discussions 

~ U\v,1 ~ possible. 

\.:;/ ~ iW"t>= f, \c~ , t.t""~~, (3) That more circulation of people between research and operat-

~ \Iv"- ~ ing activities is brought about. "Sabbatical" leave for research, 
-.IL~~ 
~.... within or outside the Bank1 for the operational staff may be one method 

I 
I 

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

field of methodological and highly technical (model-oriented) 

researc~, where the rate of skill depreciation is often very rapid. 

However, in more applied fields - where experience, empirical 

knowledge and common sense· are important - circulation may be 

both possible and highly useful. 

(4) That attempts are made to bring about more re'search sugges

tions from operations people, and to form more joint ventures 

between researchers and operating people - certainly in operating 

activities, but also in the design and to some extent also in the 

execution of research. More informal - i.e. less bureau-

ratic - procedures when drafting and planning new research pro

jects would probably increase the possibilities of operating units 

to contribute to initiating and participating in research. 

(5) The establishment of some finor research units within the 

operation units, such as within regional offices, would probably 

l also help 

\ among the 

the dissemination and assimilation of research results 

staff members of the operating units. 
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(6) Moreover, the earlier suggested employment of people 

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 diffecult to disseminate and assimilate than "in

house research". 

I ' . . ~~ h h 1· . f . tis important to tat t e imits o using more 

research knowledge within the Bank are probably determined more 

by the "absorptive capacity" of research among the operating 

people - limited time as ~.,ell as limited ability and interest 

to absorb research knowledge - than by the capacity of research

ers within the Bank to produce and summarize research. This 

means that a larger volume of research within the Bank should 

perhaps not be expected to have much effect on the operational 

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

dissemination and assimilation of research within the Bank have 

not been removed. 

Also the procedure of the research within the Bank should to 

some extent be influenced by the principles (motives) that 

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

best possible contribution to the research knowledge of the 

world, a rather concentrated research portfolio is suggested. 

It is then also important. to allow a very broad freedom for the 

researchers "to do their own thing". Moreover, the more success

ful the Bank is in hiring competent scholars, the smaller the 

need for strictly formal organizations, and bureaucratic admin

istration of research within the Bank. 
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On the other hand, if the Bank follows the ."residual supply of 

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

organizating and monitoring . research, that the research 

becomes "relevant" for the operations in the Bank. 

If instead a heavy emphasis is put on the idea of creating 

"high sophistication" among the Bank staff in general, a rather 

dispersed research portfolio would probably follow, perhaps with 

some risk of not achieving the "critical mass" of resources 

that is necessary for a breakthrough on the international 

research frontier. Thus, this research principle comes into 

some conflict with the others because of returns to scale in 

research. 

Finally, if a high priority is given to the ambition to create 

research capacity in the LDCs, the interests of research insti

tutes there should probably play a major role in choosing research 

research projects. Participation of researchers from the LDCs 

then becomes a crucial criterion in the design of research 

projects. Research would then often have to be organized as 

joint ventures, with a rather concentrated research portfolio 

of the Bank to assu~e reasonable efficiency. (The studies of 

effective protection illustrate that this can successfully be 

done.) 

(4) Surrmary of recommended research priorities 

In the discussion above, a distinction was made between four 

different principles (motives) for research within the Bank. 

It was argued that different principles suggest somewhat differ-
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ent priorities and strategies of research. However, rather than 

giving unconditional recommendations, we have chosen to make our 

reconunendations conditional on the emphasis of the Bank on these 

various principles. However, if we would emphasize some recom

mendations m~ re than others, we would suggest that research is 

concentrated on fields where 

(a) knowledge is particularly strongly needed for Bank lending 

and policy ad,rising, as suggested by the principle of "residual 

supply of research"; 

(b) the Bank in its operations acquires knowledge that is 

unique as compared to other institutions, as suggested by the 

principle of "comparative advantage"; 

(c) a strong organization and follow-up of research,mainly in 

the case of large projects, is required. 

We argued above that the comparative advantage approach suggests 

a considerable emphasis on the generation and compilation of 

data and other inf oramtion that comes out "naturally" from the 

operational activities of the Bank. However, to make this latter 

activity a main task of the Bank - i.e. to turn the Bank in to a 

dominant "data Bank" in the development field - would require 

truly enormous resources. We know how great such a task is 

already on a national scale. To do the same thing for about 

100 countries would therefore be a formidable task. We will 

therefore not go further on this issue than to recommend tha t 

the Bank takes a greater responsibility for the data which it 

actually collects and uses in its own research and surveys . 
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Resource constraints make it necessary, we believe, to take a 

rather selective approach to the collection, processing and 

publication of data. 

We also argued above that a strong emphasis on both the compara

tive advantage approach and the residual supply of research 

approach suggests a rather high priority for . analytical research 

on institutions, including the systems of incentives and govern

ment intervention. (In some cases it may even be possible, and 

of interest, to explain how certain types of institutions tend 

to emerge under various circumstances.) We believe that the 

Bank should seriously consider greater research efforts in this 

field. 

Examples of topics along these lines include: 

Studies of the consequences for industry and trade of various 

types of market imperfections and institutional peculiarities 

- with conceivable consequences for the allocation of resources, 

entry of firms, and innovati~n. Concrete examples are (1) imper-

~ fection in credit markets, for instance the discrimination of 

credit allocations, including widely differing interest rates 

for different firms; (2) discriminatory effects of systems of -----------------
licensing and rationing of permits for investment, imports and 

the purchases of intermediary products; (3)"price controls and 

restrictions on the return on capital; (4) deficiencies in the 

infrastructure including the weakness in training of managers, 

technicians and skilled workers; (5) market imperfections 

created by the tax system, such as discrimination of certain 

types of income (sometimes due to tax evasions); (6) problems 

related to labor-management relations; (7) the supply of and 
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the obstacles for entre- _) 

t;;eneurship; (8) the role of public enterprises; (9) the role 

of marketing (trading) firms and technical service centers, 

free zones and multinationals; (10) incentives and training 

facilities for employees to migrate, shift job and acquire skills; 

(11) the effects of minimum wage legislation, union policies and 

rules about hiring and firing employees - with conceivable 

effects also on the choice of technologies of firms; (12) the 

supply of highly competent "national elites" - public administra

tors, engineers, managers, and perhaps in particular (considering 

our interest here for the development of industry and trade) 

entrepreneurs and innovators. 

Thus, in general we would like to suggest that the Bank takes 

initiatives to begin studies of problems of industrial organi

zation and microeconomic efficiency - not only "allocative effi

ciency", but also what Harvey Leibenstein has baptized "X-effi

ciency", i.e. basically the problem of "efficienty slack". 

The list of interesting problems related to the role of institu

tions can of course be made very long, and a choice of a 

limited number of projects has to be made. In fact the 

difficult task is not to enumerate important research topics, 

but to cut down the research ambitions to reasonable size. 

However, in view of the enormously important role that 

entrepreneurial initiatives has played historically in the 

present developed economies, we do suggest a serious attempt 

to study in particular the obstacles to entrepreneurship, entry 

of firms and innovation. The fact that nearly half of 
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Bank lending to industry goes through Development Finance 

Companies (DFCs), which finance small and medium-sized firms, 

suggests that the avai lability of entrepreneurs and the obstacles 

to entry and expansion of small and medium-sized firms are poten

tially important to study. Our suggestions also imply that the 

emphasis of the study of firms is shifted from optimization 

studies of the firm (or sector) to behavior studies of firms, 

and from problems of choice of project to the problems of -
implementation of projects. This would include more emphasis 

on various institutional constraints and imperfections of imple

mentation - red tape, improper organization, inappropriate 

incentives of management, inadequate skills and counterproduc

tive political interventions. We believe that the potential 

gains from designing more effective organizational and institu--tional frameworks and better incentive systems, both for managers 

and for employees, are very lar.!e - perhaps even larier tban th~ 

gains that can be achieved by better selection pf pr~cts. 

We have in discussions with operating officers in the Bank got 

a strong impression that more information on institutional 

issues - in particular perhaps entrepreneurship and discrimina-
~. 

certain types of firms and activities - is highly 

useful for Bank activities, in lending as well as policy 

advising. The good reception of previous research on effective 

protection and domestic resource ·costs also suggests that research 

on various types of distortions in prices and resource alloca-

tion would be of interest for operating people. In fact, 

studies of the consequences of various types of government 

interventions, and various types of "spontaneous" market imper-
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fections, may both be regarded as an extension of the previous 

studies of effective protection and resource costs. Examples 

of studies where similar types of quantifications may be possible 

are the "excess costs" of requirements of domestic components 

in production and of a certain compulsory export share for 

domestic output. 

These recommendations imply that Stl\,dies of incentives for firms 

should be shifted somewhat from trade to production in general, 

and that incentives for employees, and hence imperfections in 

the labor market, should be given more emphasis. It is also 

our judgement that a potentially very serious obstacle to in

dustrialization and trad~ .of the LDCs stems from limited access 

to export markets. As the Bank has recently launched large · 

projects on the issue of access to markets in the DCs, it may 

be a good idea to consider some future studies of the possibil

ities of expanding trade among the LDCs themselves. 

Areas where research could perhaps be cut down are the projects 

such as "sources of growth", and purely descriptive institutional 

studies, as we want to emphasize that good institutional research 

requires a very high level of competence, and also the develop

ment and modification of methodologies. Thus, a stronger empha

sis on institutional research would not reduce the need for the 

researchers of the Bank to follow, and contribute to, methodo

logical research. 
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EXAMPLES OF QUESTIONS ABOUT WORLD BANK PANEL ON INDUSTRY AND TRADE 

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

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

process; 11comparative advantage approach" then adequate. 

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

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

"Residual supply of research approach" then adequate. 

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

among staff of the Bank. 

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

(2) What are the possibilities of importing research knowledge 

rather than producing research within the Bank? 

(a) By employing people with research knowledge. 

(b) By systematically sUI!IIIlarizing and disseminating imported 

research knowledge within the Bank. 

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

cooperation with other UN organizations possible and useful? 

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

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

be for the data it publishes? 
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(5) Are research reports read by operating people? Could they be 

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

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

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

Bank by going through systematically some general reports by 

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

quality has increased over time? Should this task be suggested 

to the General Panel? 

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

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

and (d) LDC representatives? 

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

evaluate the research done by the Bank? 

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

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

obstacles for the Bank to pursue such studies? 

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

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

is not the ideal organization for research - for instance in 

the case of highly sensitive issues? 

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

because of the rapid deterioration of research capacities of 

people when they do other things? 
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(12) Will good researchers in fact always be something of an "enclave" 

because of the special features and long time horizon of that 

type of work? 

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

each region - with good connections between these researchers 

both with resear chers in the mairt research departments in the 

Bank and with the operating people in the regional offices? 

Some of these researchers in the regional divisions will 

then most likely move over to operating activities. 

(14) How imp~rtant is it to study incentives for employees - for 

instance incentives to acquire skills? ·Are wage rates 

flexible enough to create incentives both to acquire skills 

and to reallocate labor? 

(15) Are the studies just started about access to markets in the 

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

field? 

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

studied more carefully? 

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

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

be given a higher or lower priority? 
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FOREWORD 

This is a preliminary draft of the Report by the World Bank 

Panel on Industrialization and Trade. Though we have a joint 

responsibility for the report, the division of work within the 

group has mainly been as follows: Chapter I Lindbeck, Chapter 

II Donges, Chapter III Bacha, Chapter IV Jae-Ik Kim , . Chapter V 

Bueno , Chapter VI Nelson, and Chapter VII Parikh. 
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CHAPTER I 

GENERAL ISSUES 

Second draft 

World Bank Panel on 

Industrialization and Trade 

The general quality of research in the field of industry and 

trade at 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, ~he basic problem of research within 

the Bank in this field is usually not the quality of research 

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

use of research within the Bank. 

When surveying and evaluating the production and use of research 

on industry and trade within the Bank, we have found it useful to 

start with some general issues and then to classify the Bank's 

research in the area under consideration into six main fields. 

This gives the following disposition of the Report: 

(I) General issues. 

(II) Incentive policies (for firm~) and economic integration. 

(III) Patterns of growth , of production and trade , including 

changes in comparative advantages. 

(IV) Export promotion policies in the LDCs and acc es s to 

markets in the DCs. 

(V) Institutional conditions and institutional reforms. 
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(VI) · Capital utilization, capital-labor substitution and 

technological change. 

(VII) Investment programming. 

It is probably correct to say that the main emphasis of the 

Bank's research, quantitatively and qualitatively, has been on 

the fields covered by chapters II and III. However, in recent 

years there has been some shift in emphasis to the fields 

covered by chapters VI and VII, and more recently also to the . 

field dealt with in chapter IV. The most modest research effort 

has probably gone into the field covered by chapter V. 

Before trying to evaluate whether this has been a good choice 
. 

of fields, and of emphasis between and within the chosen fields, 

and whether the research efforts have been successful, it is 

useful to discuss two broader issues concerning the Bank's 

research, namely 

(1) What "visions" of the development process in the LDCs under

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

knowledge concerning industry and trade in the Bank? 

(2) What principles ("criteria") seem to guide -and, in the 

light of the "vis ions" referred to above, should guide . the 

research priorities of the Bank, and hence also the division 

between production and "import" of research knowledge by the 

Bank? 

After a general discussion of the-se two issues, we shall discuss 

the possibilities of making production, import and the use 

("dissemination" and "assimilation") of research more effective 

within the Bank (section 3). Finally, a summary is presented 
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of our suggestions for future priorities concerning research in 

the Bank in the field under consideration (section 4). 

(1) Consequences of alternative visions of the development process 

Given its type of organization, it is perhaps natural that the 

1 . 1 Bank does not have an official philosophy of how the development 

I ? I 

.,..,.... f\JA 

r, ... 
') 
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.,(., process should be shaped. However, to answer the question about 

what type of research knowledge that is useful for the Bank, it 

is nevertheless, necessary to have some "vision" of what the 

crucial factors are for economic development. 

For instance, if we subscribe to a strong emphasis on central 

planning, research on nationwide planning models, and empirical 

studies · of the process of central planning in various countries, 

"'including the possibilities of delegating authority and respon

sibility, would probably be top priorities. The reason why the 

Bank has not put many resources into the acquiring of research 

knowledge in this field is most likely that very few member coun

tries follow that.strategy of economic development, though of 

course elements of central planning exist everywhere, because of 

the great role of government decisionmaking in all economies of 

today. 

A more modest version of central planning would be sectorial 

planning of investment decisions, for instance in sectors where 

there are large returns to scale, externalities, or (direct) 

intersectorial linkages. Then it may also be possible to con

sider aspects which are not usually well caught, if at all, in 

conventional static microeconomic investment calculations. With 
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this approach to development, or rather with this emphasis on 

development problems, investment programming and planning in 

some sectors would be of rather high priority, which it has in 

fact also been f or the Bank in recent years (chapter VII), mainly 

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

same magnitude (or larger) than the entire national market. 1 

However, it is important to emphasize that microeconomic invest

ment planning models of this type are quite consistentwith a 

market-oriented philosophy of economic development. In fact, 

the research in the Bank in this field has not been pursued 

in the context of nationwide central planning, but rather as a 

means of exploring the range of choice by firms operating on 

markets. The same holds for Bank research on capacity utiliza

tion, capital-labor substitution and technological change 

(chapter VI) - a research field of great interest both in the 

case of centralized and decentralized visions of the development 

process. 

Research knowledge on patterns of growth of production and trade 

(the field covered by chapter III) too is probably of consider

able importance - in particular perhaps for acquiring a broad 

understanding of the development process - in the case of both 

rather centralized and more decentralized strategies of economic 

development. 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. 

1) The fact that such projects are often highly capitalintensive, 
also in countries with abundant supply of labor, is not an argument 
against careful studies of such projects. It is not less important 
for labor-abundant countries to economize with the scarce factor 
capital than to try to find labor.-intensive projects. 
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The adherence to a pr onounced decentralized vision of economic devel

opment does not imply the absence of central policies and planning, 

but rather an emphasis on polic ies that concentrate on institu

tional reforms and improvements of the system of i ncentives. 

With this emphasis on economic developmect i t would be logical 

to try to find out how conducive alternative institutional 

arrangements and incentive systems are for releasing efficient 

decentralized initiatives, While research on incentives for 

firms (the field covered by chapter II) has been given a high 

priority in Bank research, the same cannot be said about 

research on incentives for employees (hous eholds) or on 

institutional arrangements (the field covered by chapter V), 

though an increased interest in institutional factors can be 

detected in various research efforts by the Bank in recent years. 

As tha economic systems of the LDCs which are members of the 

World Bank are characterized by various combinations of centralized 

and decentralized decision-making, with strong elements of both 

markets and centralized government economic decisionmaking, 

it is reasonable that the Bank tries to improve the understanding 

of both types of mechanisms, though in the context of market

oriented systems rather than economic systems characterized 

by central administrative allocation of resources. 

(2) Criteria for the production and import of research 

Given this rather "mixed" vision of development strategies, 

within the context of market-oriented economic systems, 
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the next question is what criteria should be applied when 

deciding the priori ties of the production and import of 

research. It is tempting to try to decide this issue on the 

basis of the comparative advantage of the Bank as a research unit, 

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

of falling comparative advantage of the Bank as a producer of 

research - a list to be "cut off" at the point where the research 

budget of the Bank is used up. It would seem that this approach 

to research priorities would follow from a research philosophy 

according to which the Bank, in the most efficient way possible, 

tries to contribute to the accumulation of research knowledge in 

the world as a whole. The choice of research priorities of the 

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

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

research knowledge. 

On the basis of this approach, the following aspects of research 

priorities seem to be particularly relevant: 

(a) The research of the Bank should concentrate on fields 

where 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 acquired within the Bank in its operational activities as a 

lender and adviser. 

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

where a continuity of res~arch efforts is important. 

A specia l .reason why the World Bank has a comparative advantage 

relative to universities in research in areas such as (b) - (d) 

is that these activities, to be efficient, often require a rather 

strong and permanent research organization, . which the social 

science departments of universities often do not have. Another 

very 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 a very high 

"status11 in the academic world. Perhaps the World Bank could 

to some extent break out of the academic status ranking system? 

Conclusion (a) would imply that the Bank continues with roughly 

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

(assuming that leading researchers within the Bank are not likely 

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

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

In 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 certainly been the case in 

its previous research activities, as illustrated by the emphasis 

of research on trade policy, effective protection and domestic 

resource costs (the field of Bela Balassa), growth patterns (the 

field of Hollis Chenery, Don Keesing and others), and investment 

programming (the field of Ardy Stoutjesdijk and Larry Westphal). 
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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, it would seem that projects dominated by "outside~s" 

have usually not succeeded as well as projects 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. 

Conclusion (b) above would suggest a shift to fields such as 

comparative studies of the consequences of different types of 

institutions, rules and incentive systems in the markets for 

goods, services, credit and labor, including the role of govern

ment regulations and policies - and the implications of these 

circumstances for rates and patterns of economic development. 

In fact, some research capacities have already been built up in 

these fields within the Industrial and Finance Division (IFD) 

by way of sector reviews and studies of problems of small-scale 

enterprise and financial intermediaries. Studies of investment 

projects that are relevant for several countries at the same 

time may also be very suitable ones for the Bank. 

Conclusion (c) would suggest a shift in Bank research activities 

to more collection, processing and publishing of data, and 

conclusion (d) a heavy emphasis on large projects and research 

where "updating" and "follow-up" research is importa~t. 
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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. It is 

obvious, however, that such a "comparative advantage" approach 

is not a sufficient criterion upon which to base Bank 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

ficity of required knowledge, another is the lack of interest 

outside the Bank for cer tain types of research knowledge that the 

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

for research knowledge, the Bank certainly has to perform also a 

role as residual supplier of research in some fields. 

What would be the concrete consequences of following this 

principle rather than the principle of comparative advantage 

in production? 

In the light of the activities of the Bank as a lender, investor 

and policy adviser - and considering the often highly distorted 

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

. the Bank of effective protection and domestic resource costs 

could probably be defended on the basis of the principle of 

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

these studies have been regarded as particularly useful by 
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operations people, though some complaint comes out to the 

effect that the techniques may have been somewhat "overelabo

rated" for the purpose of Bank operations. 

Another inference of the principle of "residual supplier of 

research" is probably that it motivates research concerning 

large investment projects (in particular where the Bank is 

involved as 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 (!PD). 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. 

We would argue that an adherence to the princii:le 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 reflect severe bottlenecks 

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

a recommendation of some research that earlier was motivated by 

"comparative advantage principle", i.e. research on institutions, 

distortions of incentives and the consequences of government 

regulations. This argument is probably particularly strong if 

the Bank would choose to concentrate research more than earlier 

on the least developed LDCs, and on the consequences of 

industrialization for the least favored group within individual 

countries. 
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Thus, the residual supply of research approach and the 

comparative advantage approach both seem to imply a strong 

emphasis on studies of the consequences of alternative institu

tional arrangements, incentives and government regulations. The 

reason is that b_oth approaches to research are based on the 

assumption that research should be related to the fields of 

Bank operations - either because the Bank acquires special com

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

knowledge is needed in these fields for Bank operations (and 

not easily imported). 

A second reason why Bank research cannot be based only on 

the principle of compara~ive advantage in the production of 

re.;aarch is that there are important "externalities" of 

research within an organization. In many cases research 

done within the Bank, and by Bank staff, may be more "visible" 

to the operations people in the Bank than research done else

where, even when the work is identical. Moreover, the general 

level of sophistication of an organization,for instance in 

the field of policy advising and economic surveying, is 

probably 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 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-
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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 

producer of the research, or to the immediate demands of the 

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

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

application of these principles suggests that the Bank should 

build up research competence in many fields where it operates 

regardless of what research priorities that would follow from 

the application of the principle of "comparative advantage" or 

the principle of 11 residuaJ. '. supply of research11
• 

Thirdly, the Bank should also be interested in the effect of 

the "externalities" of its research on the research potential 

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

for organizing joint ventures by researchers of the Bank and 

individual scholars and research institutions in the LDCs. How

ever, there is some risk, of course, both that the Bank then 

will not always get the most competent researcher for a specific 

project, and that the Bank will be criticized for "distorting" 

research in the LDCs ("research imperialism"). 

In reality, it would appear that all these four principles for 

research do prevail within the Bank. 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 
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research efforts of the Bank on .the basis of only one of 

these principles. 

It would seem to us that the management of the Bank should 

clarify, to itself as well as to others, which of these prin

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

· (3) How to make import, production and dissemination of 

research more effective? 

ImEort_of_research knowledge 

The size of the research budget of the Bank is rather modest. 

Approximately$ 10 millkdn are officially earmarked for economic 

research. Out of this approximately$ Y are used for research 

on industry and trade, with an input of researchers in this 

field corresponding to about 10-11 man-years. However, with a 

more "liberal" definition of economic research - to in-

elude country studies and empirical studies of sectors and 

markets - another $ 25 million should probably be added , raising 

expenditures. on economic research from 4 to 14 percent of the 

administrative budget of the Bank. 

But , regardless of definitions , the research that · is made 

within the Bank will always be only a marginal contribution 

to the pool of knowledge that is relevant for operational 

people within the Bank. The bulk of research knowledge that 

is potentially useful within the Bank certainly will be pro

duced outside the Bank. Thus, the issue of "dissemination" and 

"assimilation" of research knowledge within the Bank should be 
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connected with research knowledge in general rather than with 

research knowledge that 1.s produced by the Bank itself. We 

therefore suggest that the Bank strengthens its capacity t o 

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. In fact, the biggest import of research 

knowledge probably occurs when someone with a background as 

researcher is hired by the Bank; knowledge is often most 

effectively imported "in the heads'' of people already when they 

are employed, rather than by reading research documents or doing 

research later on. If the Bank is anxious that research which 

is financed by the Bank is highly relevant for Bank operations, 

i.e. if a heavy emphasis is 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. 

Production of_research 

If the Bank in its own research activities is more than earlier 

going to emphasize research on institutional issues, the most 

important thing to do is probably to make new hirings of 

specialists in fields relevant for such research. What this 

means in concrete terms has to be considered carefully by the 



15 

Bank. One obvious possibility would be to hire some special

ists in industrial organization, co~petition, entry and inno

vation. Specialists in "relevant aspects" of credit market 

analysis and labor economics may also be important, if the 

Bank wants to put a heavier emphasis than previously on 

studies of "market imperfections" in the markets for credit 

and labor. Specialists in applied research on economic 

systems and analytical aspects of modern economic history and 

economic policy analysis might also be of interest to the Bank 

if projects are going to be launched in order to highlight 

"success stories" and "failure stories". 

It is also conceivable t~~t a broader social-science sweep 

would be useful, e.g. to try to catch psychological and 

sociological factors in economic development, for instance to 

shed some light on work ethics and the conditions under which 

entrepreneurship is likely to flourish. If such an approach 

is attempted, researchers with a broader background than 

"technical" economics would probably have to be hired, at least 

as consultants. 

Dissemination_of_research knowledge 

When trying to improve the use of research knowledge - imported 

as well as produced - within the operating units of the Bank, 

considerable improvements in the processes of "dissemination" 

and "assimilation" of research within the Bank are called for . 

In fact, one of the most striking findings of our interviews 

among people in the Bank is the enormous "gap" - one is tempted 

to say tension - between researchers and operating officers . 
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Researchers within an organization that deals with "practical 

affairs" will probably always be somewhat of an " academic 

enclave". Research is a full-time, highly specialized job, 

which has to be "protected" to a large extent from demands frcm 

practical and administrative duties. The "enclave" character 

of a research unit helps to give such a "protection", and thus 

helps to create the "community of scholars" in which high

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

like the Banlc wants to acquire and keep competent researchers, 

it is necessary to let them "do their own thing" to a large 

extent, without too many disturbances from other activities 

within the organization. 

Moreover, researchers are usually concerned with a much longer 

time perspective than operating officers. And, whereas re-
l 

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 policy 

issues. The "production 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 
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of effective protection and domestic resources costs, have 

suffered from this dilemma.) · 

Besides, many operating officers are not aware of, interested 

in, or able to absorb results of research or paradigms supplied 

by the researchers. In fact, usually they cannot possibly know 

in advance the type of research that could help them in their 

work. 

Thus, for good research to be made, researchers should not, in 

our vies, only do the things that are irmnediately relevant to 

operating officers. On the other hand, it is also obvious that 

it would be fruitful if researchers were better infonned about 

the usefulness of research knowledge among operating people, and 

if researchers could cormnunicate more effectively with operating 

officers. 

To help solve some of these problems of "dissemination", "assimi

lation" and "feed back" on research issues within the Bank, 

several reforms suggest themselves. 

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

popularly written reports on research - concerning research pro

duced both inside and outside the Bank. In some cases it may be 

a good idea to ask outside consultants,rathe! than researchers 

inside the Bank to make surveys. However, when outside research 

results and paradigms are summarized, it is probably important 

that not only outstanding "academic" contributions are summa

rized. It may also be useful to try to find out what types of 

research that have been successfully used in other "operating" 

organizations. 
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(2) That joint seminars are organized by researchers and 

operating people - preferably at some distance from Washington 

(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 Bank1 for the operational staff may be one method 

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

field of methodological and highly technical (model-oriented) 

research, where the rate of skill depreciation is often very rapid. 

However, in more applied fields - where experience, empirical 

knowledge and common sense· are important - circulation may be 

both possible and highly useful. 

(4) That attempts are made to bring about more re.search sugges

tions from operations people, and to form more joint ventures 

between researchers and operating 'people - certainly in operating 

activities, but also in the design and to some extent also in the 

execution of research. More informal - i.e. less bureau-

cratic - procedures when drafting and planning new research pro

jects would probably increase the possibilities of operating units 

to contribute to initiating and participating in research. 

(5) The establishment of some minor research units within the 

operation units, such as within regional offices, would probably 

also help the dissemination and assimilation of research results 

among the staff members of the operating units. 
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(6) Moreover, the earlier suggested employment of people 

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 diffecult to disseminate and assimilate than "in

house research". 

It is important to realize that the limits of using more 

research knowledge within the Bank are probably determined more 

by the "absorptive capacity" of research among the operating 

people - limited time as -';ve 11 as limited ability and interest 

to absorb research knowledge - than by the capacity of research

ers within the Bank to produce and summarize research. This 

means that a larger volume of research within the Bank should 

perhaps not be expected to have much effect on the operational 

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

dissemination and assimilation of research within the Bank have 

not been removed. 

Also the procedure of the research within the Bank should to 

some extent be influenced by the principles (motives) that 

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

best possible contribution to the research knowledge of the 

world, a rather concentrated research portfolio is suggested. 

It is then also important to allow a very broad freedom for the 

researchers "to do their own thing". Moreover, the more success

ful the Bank is in hiring competent scholars, the smaller the 

need for strictly formal organizations, and bureaucratic admin

istration of research within the Bank. 
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On the other hand, if the Bank follows the "residual supply of 

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

organizating and monitoring . research, that the research 

becomes "relevant" for the operations in the Bank. 

If instead a heavy emphasis is put on the idea of creating 

"high sophistication" among the Bank staff in general, a rather 

dispersed research portfolio would probably follow, perhaps with 

some risk of not achieving the "critical mass" of resources 

that is necessary for a breakthrough on the international 

research frontier. Thus, this research principle comes into 

some conflict with the others because of returns to scale in 

research. , 

Finally, if a high priority is given to the ambition to create 

research capacity in the LDCs, the interests of research insti

tutes there should probably play a major role in choosing research 

research projects. Participation of researchers from the LDCs 

then becomes a crucial criterion in the design of research 

projects. Research would then often have to be organized as 

joint ventures, with a rather concentrated research portfolio 

of the Bank to assu!e reasonable efficiency. (The studies of 

effective pr otection illustrate that this can successfully be 

done.) 

(4) Sutrmary of recommended research priorities 

In the discussion above, a distinction was made between four 

different principles (motives) for research within the Bank. 

It was argued that different principles suggest somewhat differ-
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ent priorities and strategies of research. However, rather than 

giving unconditional recommendations, we have chosen to make our 

reconunendations conditional on the emphasis of the Bank on these 

various principles. However, if we would emphasize some recom

mendations more than others, we would suggest that research is 

concentrated on fields where 

(a) knowledge is particularly strongly needed for Bank lending 

and policy ad•rising, as suggested by the principle of "residual 

supply of research"; 

(b) the Bank in its operations acquires knowledge that is 

unique as compared to other institutions, as suggested by the 

principle of "comparative advantage"; 

(c) a strong organization and follow-up of research,mainly in 

the case of large projects, is required. 

We argued above that the comparative advantage approach suggests 

a considerable emphasis on the generation and compilation of 

data and other inforamtion that comes out "naturally" from the 

operational activities of the Bank. However, to make this latter 

activity a main task of the Bank - i.e. to turn the Bank into a 

dominant "data Bank" in the development field - would require 

truly enormous resources. We know how gTeat such a task is 

already on a national scale. To do the same thing for about 

100 countries would therefore be a formidable task. We will 

therefore not go further on this issue than to recommend that 

the Bank takes a greater responsibility for the data which it 

actually collects and uses in its own research and surveys. 
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Resource constraints make it necessary, we believe, to take a 

rather selective approach to the collection, processing and 

publication of data. 

We also argued above that a strong emphasis on both the compara

tive advantage approach and the residual supply of research 

approach suggests a rather high priority for . analytical research 

on institutions, including the systems of incentives and govern

ment intervention. (In some cases it may even be possible, and 

of interest, to explain how certain types of institutions tend 

to emerge under various circumstances.) We believe that the 

Bank should seriously consider greater research efforts in this 

field. 

Examples of topics along these lines include: 

Studies of the consequences for industry and trade of various 

types of market imperfections and institutional peculiarities 

- with conceivable consequences for the allocation of resources, 

entry of firms, and innovation. Concrete examples are (1) imper

fection in credit markets, for instance the discrimination of 

credit allocations, including widely differing interest rates 

for different firms; (2) discriminatory effects of systems of 

licensing and rationing of permits for investment, imports and 

the purchases of intermediary products; (3)"price controls and 

restrictions on the return on capital; (4) deficiencies in the 

infrastructure including the weakness in training of managers, 

technicians and skilled workers; (5) market imperfections 

created by the tax system, such as discrimination of certain 

types of income (sometimes due to tax evasions); (6) problems 

related to labor-management relations; (7) the supply of and 
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the obstacles for entre- .) 

~eneurship; (8) the role of public enterprises; (9) the role 

of marketing (trading) firms and technical service centers, 

free zones and multinationals; (10) incentives and training 

facilities for employees to migrate, shift job and acquire skills; 

(11) the effects of minimum wage legislation, union policies and 

rules about hiring and firing employees - with conceivable 

effects also on the choice of technologies of firms; (12) the 

supply of highly competent "national elites" - public administra

tors, engineers, managers, and perhaps in particular (considering 

our interest here for the development of industry and trade) 

entrepreneurs and innovators. 

Thus, in general we would like to suggest that the Bank takes 

initiatives to begin studies of problems of industrial organi

zation and microeconomic efficiency - not only "allocative effi

ciency", but also what Harvey Leibenstein has baptized "X-effi

ciency", i.e. basically the problem of "efficienty slack". 

The list of interesting problems related to the role of institu-

tions can of course be made very long, and a choice of a 

limited number of projects has to be made. In fact the 

difficult task is not to enumerate important research topics, 

but to cut down the research ambitions to reasonable size. 

However, in view of the enormously important role that 

entrepreneurial initiatives has played historically in the 

present developed economies, we do suggest a serious attempt 

to study in particular the obstacles to entrepreneurship, entry 

of firms and innovation. The fact that nearly half of 
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Bank lending to industry goes through Development Finance 

Companies (DFCs), which finance small and medium-sized firms, 

suggests that the availability of entrepreneurs and the obstacles 

to entry and expansion of small and medium-sized firms are poten

tially important to study. Our suggestions also imply that the 

emphasis of the study of firms is shifted from optimization 

studies of the firm (or sector) to behavior studies of firms, 

and from problems of choice of project to the problems of 

implementation of projects. This would include more emphasis 

on various institutional constraints and imperfections of imple

mentation - red tape, improper organization, inappropriate 

incentives of management, inadequate skills and counterproduc

tive political interventions. We believe that the potential 

gains from designing more effective organizational and institu

tional frameworks and better incentive systems, both for managers 

and for employees, are very large - perhaps even larger than the 

gains that can be achieved by better selection of projects. 

We have in discussions with operating officers in the Bank got 

a strong impression that more information on institutional 

issues - in particular perhaps entrepreneurship and discrimina

tion of certain types of firms and activities - is highly 

useful for Bank activities, in lending as well as policy 
. 

advising. The good reception of previous research on effective 

protection and domestic resource costs also suggests that research 

on various types of distortions in prices and resource · alloca-

tion would be of interest for operating people. In fact, 

studies of the consequences of various types of government 

interventions, and various types of "spontaneous" market imper-
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fections, may both be regarded as an extension of the previous 

studies of effective protection and resource costs. Examples 

of studies where similar types of quantifications may be possible 

are the "excess costs" of r equirements of domestic components 

in production and 0£ d certain compulsory export share for 

domestic output. 

These recommendations imply that studies of incentives for firms 

should be shifted somewhat from trade to production in general, 

and that incentives for employees, and hence imperfections in 

the labor market, should be given more emphasis. It is also 

our judgement that a potentially very serious obstacle to in

dustrialization and trad~.of the LDCs stems from limited access 

to export markets. As the Bank has recently launched large 

projects on the issue of access to markets in the DCs, it may 

be a good idea to consider some future studies of the possibil

ities of expanding trade among the LDCs themselves. 

Areas where research could perhaps be cut down are the projects 

such as "sources of growth", and purely descriptive institutional 

studies, as we want to emphasize that good institutional research 

raquires a very high level of competence, and also the develop

ment and modification of methodologies. Thus, a stronger empha

sis on institutional research would not reduce the need for the 

researchers of the Bank to follow, and contribute to, methodo

logical research. 
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To: Gerardo Bueno and Members of the Research Evaluation Committee 

From: Richard Nelson 

Subject: Your draft on bank research on 11 small enterprises, credit markets, 

and public institutions". 

I like your draft. I have the following relatively modest suggestions. 

I think we ought to elaborate a little bit your discussion under Item 

7 and 8 about differences of opinion regarding the project 670-77. ~L. the 

one hand, as I read what came out of that project I see a perfectly reasonable 
J 

and useful disstellation of wisdom that might be useful to practitbners. On the 

other hand, I see analysis of great intellectual shallowness, with no significant 

effort being made to really understand the problems. I can see why some of 

the practitioners liked what came out of the project. But one also can see 
v ..... ,~~ 

and agree t{~ the research community at the bank that the project was at a .. . 
,. ~ l..._~. ,-t l_.l,J '~ 

dead end. In order to make progress one had to ~tart o~t in a quite different 
>. 

{' 
way, and do some hard conceptualizing as well as data gathering. If we make 

~ ,, ~ ( i i ... \. \ '; • ~., ... I. : .:"'!;, ~ ""' -: '1_ ·.--i ..:., i 
these kinds of points, we then can go on to r.einfu.~~~5:Y.::~e~:rc::!7~~-;;~,~-~ 

the bank research portfolio ought to contain both kinds of projects - both those 

aimed at informing the community of practitioners, and those aimed at advancing 

understanding in some significant way. 

My second suggestion is that we note that some·of the more interesting 

of the studies being done under these projects are tending to view development 

as a dynamic process involving innovation, imitation, learning, competition in 

the sense of Schumpeter, rather than as a moving competitive equilibrium . The 

former view carries very different implications regarding the role of financial 

institutions, mechanisms for channeling information, etc., than does the latter. 

I think we want strongly to reinforce that the view that recognizes the 

dynamic disequilibrium aspects of growth is the right headed view. I think we 

also ought to remark that the research has been somewhat timid about taking an 

explicitly evolutionary position . For example, there is precious little one can 



• 

-2-

find in the reports that even recognize that today small firms might also 

have been small yesterday, they might have not been around yesterday, or 

they might have been bigger yesterday. The growth and decline of firm size 

is an essential aspect of dynamic process. The research report show little 

awareness of the literature on this. 

Finally, I tt"link we ought to remark that this growing recognition 

of the ·importance of innovation, and dynamic competition in the growth 

process revealed in 

developments and 

1.r 
these projects is quite const&ntent with complimentary 

1/t ~""'" vae11~ 1~ other arenasfl For example, I note the same intellectual 

develepment in bank work related to capital labor substitution and choice of 

technique . 
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~or ~ircui ation within the 
industry and trade panel 

EVALUATION OF BA..'lK RESEARCH ON INDUSTRY AND TRADE 

Small Entero r ises; Credit Markets; Public Enterorises 

Introduction 

1. - The following discussion treats each one of these in a se
parate wanner, although it could be argued that t~e diffe
rent subjects are, in some sense, interrelated. It rests 
on the analysis o= five RPO project and two non- R?O pro
jects, which are detailed in Annex I, as well as in other 
rele ·;ant docu."tlents. - · -- .. 

2.- The theme s are important for the Bank from the operation~l 
angle. These themes appear also in the £era of d~scus
sions and, in particular, within the LDC's, where it seems 
important to have a better understanding of the prcble~s 
involved for policy formulation . The progress in the re 
search done in these areas by the Bank will allcw i~ to i~ 
crease its capacity to give meaningful and releva~t recc~
mendations for policy. 

3. - Gndoubtedly, the quality of the research effort done in 
these areas by the Bank is high in general . However, this 
is not so in all cases and, to a certain extent, this can 
be attributed to a co~mon factor which should be ~entioned. 
All of the~ are relatively "new" fields of resear:::h i n the 
Bank . Thi s me ans, of course, that here the Bank h as no ~ 
yet either the experience or the influence on policy reco~ 
mendations that it has gained in other research areas. FuE 
thermore, a large part of the projects have not bee~ fi 
nished and, in some cases, they are still at the concep
tual stage. In spite of this, in my opinion, the Bank has 
managed not only to avoid possible duplication of e~forts 
v~s a v is other ir.stitutions and researchers but a~so, a~d 
more i mportantly, to open new avenues for promisi~g ra 
search. Nevertheless, to ~aterialize these oossi~ilities 
ar.d 'CO h ave· a more so l id base for policy recom."t\er.c.a-:.icns 
it will also be !lecessary £or the Bank to consi:::e= 3.n i:-.
tensification of its research efforts in these fields. 
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Small Enternrises 

4.- The research on -the small enterprises area has been to a 
large extent the result of a growing interest in the Bank 
in these questions at the policy formulation and the ope
rative levels. Not only one finds a sector,ial policy pa
per (Employment and Development of Small Enterprises) but 
also the subject is frequently referred to in the latest 
Bank's annual reports~~nd in the President's addresses to 
the Board of Governors. Accordingly, and although the 
subject does not fall squarely within the Bank's traditiOE 
al lines of research the decision was taken to support it. 
This appears to be, thus, one instance in which the opera
tive and policy formulation needs determined to a large ex 
tent the opening of new lines of research. 

5.- In other parts also, the subject is very much in vogue on 
account of the relations that seem to exist between SES · 
deve:opment and the growth of employment among other 
things. SES have become fashionable not cnly in interna
tional and regional organisations but also on the national 
level on both, developed and underdeveloped co.untries. Ho~ 
ever, it can be validly affirmed that up to now this inte
rest has manifested itself mainly through the formulation 
of prograrrunes to support SES and in the adoption of seve
ral specific measures to that effect; on the other hand, 
little has been done yet in terms of policy formulation in 
the context of a global strategy. In short, the emphasis 
has been placed more on acticn than on reflexion. Research 
on the other hand, has tended to be a descriptive and gene
ral character and, to a certain extent, repetitive. The aE 
preach taken by the Bank is more original and appe ~rs to be 
more promising. 

6.- Research by the bank in this area started with the RPO 570-
77 project (.fj.n~_£1_<;_~~g_9J_§_ma~_l . ~cc!le Il"!d\l~_tries) ; in addi
tion there were two other non-RPO project on Brasil and one 
in :-ialaysia. The two non RPO project· on Brasil ---a:re econom~ 
tr{c " ·re·search of a good quality whose main conclusions were 

The Bank's position in relation to these auest~ons is sum 
;na=:-ized in its latest annua: report: "'I':i.e ·Bank ha s found
that the benefits of the growth cannot be assumed to 
"trickle down" automatically; to ensure that development 
bene:its the poorest it must be deliver~tely directed to 
the poorest --- (thus) --- financing for industrial develcE 
::nent (should) shift towards small sca l e enterprises". 
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that the SES sector had lost in reiative importance and 
that new SES had tended to concentrate in the growth pc
les of the South East Brasil. Therefore, reconunended 
(something that the Braziliens were already doing) the 
formulation cf support programmes for SES giving special 
attention to its geographical di~tribution. The conclu
sions, as can be seen, were not particularly different 
from those reached in similar studies. 

The RPO Project 670-77, has perhaps the peculiar cha=acte 
ristic of being the sole research project by the 3a:1k 
whose cost was only 50% of the figure originally en7isaged 
{37,500 dollars vs. 75,000). Besides this anecdotary as
pect, it may be mentioned ~hat it was the first time t~at 
the Bank aimed to have an overall view on the importance o: 
SES in different economies. The results of oro4ect were 
afterwards discussed in the Bank and what was maybe ~Qre i:1te 
resting to point out are the reactions that took place. In -
the O?inion of some, particularly at the regional leve:, the 
stud~es were found interesting and ~seful and there:ore a 
recc.:n:nendation followed to increase research on these ~~es
tions; other people, however thought it a waste of ~i~e a~j 
considered that a ''2-4 days mseting would have been pre:era 
ble"to that research project. 

Adequatedly, however, the follow up of this was ~PO project 
671-59 (Small Scale Enterprise· Development) The :cr:::ulat:!..c:1 
of ':.r:.e ?reject owes much ·-to P=of. Ian Little, as ·...-·e2.l as to 
D. A:1derson and L. Westphal, and to their insatisfacticn 
with the type of research that was being done; and, in par
ticular with the absence of ways and means that NCUld allcN 
one to evaluate different policy alternatives. The project 
has two main objectives. On the one hand, a review cf the 
existing information and literature on small enterprises in 
developing countries, and through trial surveys, attempt· to 
define ways in which the information can be improved . T:1e 
other which should be the most interesting at medi~~ te!::':I, 
is to develop a basis for assessin \ the impact on i~corne acd 
employment of various policy optio~s and attempt to esti~a
te the costs and benefits of various policies towards small 
enterprises. For this last part the Bank seems partic~lar
ly well equipped taking into consideration its vast exoe
rience in this area. 

The first phase of the oro~ect wnicn is the rescc:1.s~bi::!..~~ 
cf :1r. D. Anderson covers i review of the li tera t'..lre as 
Ne~l as ~ase studies and enterprise surveys. Tte =ase 
studies will co~:er India, Colonibia, Philipines, .:-apa:1, ~,.:
rea, Tai~an, ~igeria, and the enterprise survey !nd.:..a. a~j 
CQlo:rnbia. From th.:..s point of view, one could say -:.::at -:.::.e 
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the investigation has a good approach and that it will con 
tribute to diffusion of the knowledge through the partici 
pation of researchers from t.~e developping countries. Ho~ 
ever, in my opinion it would have been desirable to inclu
de a larger number of countries taking advantage of the i~ 
creasing interest on the subject. It is true that later 
on some difficulties could have arisen in regards to data 
handling, but it seem also true that the advantages would 
have been superior. 

10 .- RPO 671-59 was started in November 77 and the first phase 
if expected to be finished in September 79. Two papers 
have already been produced, one by D. ·Anderson and the 
other b y Ms . Cortes. The latter in fact constitutes a propo 
sal for a specific investigation on the relations ·. :!:)etwee:i. -the 
technology factor and the small enterprise and the other 
is an attempt to formulate a methodology to estimate the 
economic benefits of small scale enterprises credit pro-
ject. Both are well conceived a~d make interesting metho
dolc;;ical contributions. In my opinion the paper by Ms. 
Cortes discusses an important problem which seems to have 
been left on the side on the actual work done in the ?ro
ject. However, it is a key problem about which it is ne 
cessary to do muctt more research that h as been done in the ~ 
past. As it concerns, specifically ~he role of the technclo
gy factor in the development of SES, for thi s purpose it 
',vould be required the participation in the project cf tec:1.n9. 
logical research.institution. The paper by D. Anderson pre
sents the difficulties that SES face in financing. It i~tro 
duces working hypothesis some of which, if confirmed, could
have a significant impact in the setting up of "financial faci 
lities" for SES in a large number of countries. 

11. - In conclussion, although a lot of work remains· to be done 
and therefore 671-59 cannot be adequately e valuated at this 
stage, the · research done so far, the competence shown and 
the original approach taken, leads one to think that it 
will be· succesfully completed and that it will be useful 
both for the Bank and for LDC's. However, there are at 
least three problems that we should mention. First, is 
that the number of participating researchers is very sr::al! 
in comparison with the aims of the project or less signifi
cant projects. Second, but which in any case seems to be 
the rule and not the exception, that the support g~ven to 
the project by the operating areas has been very reduced . 
Personnel originally adscribed to it h ave gone back to 
thei~ De?artments. ,;nd finally, in s~ite seeming reitera
tive, that the 0ocortunities for external collabcra~ions 
appear to be arnpier than thos e e~visagec in the original 
fcrmulation of the project. 
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Credit Markets 

In this area we find two RPO's one of them (671-65) on 
"Small Enterprise Financing" and the other (671-64) on 
"Market Imperfections and Economic Developments" both of 
them under the responsibility of the Public and Private 
Finance Division. The discussion that follows also took 
in consideration a paper prepared by this Division (Domes
tic Financ~ Studies number 43) presentinf its research pr~ 
gram. 

13.- RPO 671-65 does not count, as yet, with any paper. We 
have· therefore, only a research proposal to study the ro
le of informal credit markets. The project is jus~1r1ed 
en the basis of the importance of those informal c=edit 
mechanisms for financing small enterprises and trade i n 
various Asian and African countries. It is suggested 
that the studies could serve to ascertain whether the real 
cost of lending in this markets is significantly lowe= 
than in the formal financial market and if it is 9ossible 
to ~stablish some sort of a link between the two. 

14.- A pilot study has been initiated which focuses on "a sign_! 
ficant element of the informal credit markets in ~r.dia, na 
me ly t~e Sh roff i s". The Shroff i s are (indigenous s~yl e 
bankers that extend and create credit through the issue of 
hundis as well as other credit instrument ). . Be that as it 
may , there are non the less certain questions t ~at arise 
in relation with this project and for which there don't 
seem to be sufficient answer · as yet on the research propo
sal. Perhaps this may be due to the lack of time t~ dwel
ve more thoroughly on this matters but nevertheless, it is 
convenient to state at least a few of these questions. One 
of them, of course has to be with the fact that we are 
left in the dark about the significance of these mechanis
mes from the point of view of financing and allocation of 
resources. The second would concern the significance of 
these questions for the normative asoects of the ooerations 
of the-Bank, and so forth. Without ~iming to cast- doubts 
en the v alid~ty of this research proposal -which in f~ct 
did not =eceived an overNhelmi ng support in the bank- the 
po i nt that we would like to make here is that special care 
should ~e excercised in formulating research in t:iese II ne·.'I° 11 

fields .of research i n the bank; least they may be r:pic.ly 
abandonned in favor of ~ore "proved" lines. 

15.- RPO 6 71-6 9 on capital markets imperfections and eccnomy ce
velopmen ts alway s match to -the formulations of i)r. Se~ and 
to previous work that was done in the Division itsel~. The 
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project was iniciated in January 78 and it is expected 
that the final report \_':ill be finished by Mar ch 79 .. Va
rious papers have allready been produced. One by v . Bhatt
who is overall responsible for the project - on"Interest 
Rule, Transactions Costs and Financial Innovations". 
Other by Alan Roe on "Some Theory of the Financial Interme
diation in Developed Countries" and one by K. Ande:-son Saito and 
D. P. Villanueva on "Portfolio Determinant ot Com."nercial Bank 
Earnings i~ Selected Asian Countries" . These sere fellowed 
by A. Roe ~n "Financial Intermediation and Economic Develop
ments: An Empirical investigatiol'.1" and wich ·shoulc be consi-. 
dered as a sister paper to his early one. The output, thus, 
has not been a negligible one at all. 

16.- In the development of the project three types of preoc~pa
tions are clearly discernible. The first one is w~th the 
need that was felt to make an examination of the impact ~hat 
transaction costs have in lending as well as in borrowing in 
different markets. This is a s~bject in wich there are ob
vious gaps in the literature and in particular in relation 
wit~ the financial systems of LDC's . The second reponds 
to the preocupation of the possible effects that bank~ng re
gulations in LDC's may have on the banking structure a~d in. 
the long run financial viability of the banks. The third one 

• concerns the need to have a modelthat would exoress the oos
sible interaction between the development of c~pital ~ar~ets 
and seneral economic development. These will be brie:ly exa
~ined in reverse order. 

17.- The third subject of research is covered by the two pa?e:-s 
presented by A. Roe. The first one ?resents a ge~eral ~odel 
and the second at t empts an empirical verification of scme the 
issues raised in the first one. But the latter, . in fact, 
is more than an extension of the former. Their aim is to bet
ter understand the role that financial intermediation plays 
in the development process as well as an identification cf 
the factors which limit its effectiveness and the bene:its 
which may accrue from improving it. This was justified en the 
other hand by the fact -which seems a valid one- t~at eccnomic 
analysis in the past has generated "nei~her a body of r~asona
bly rigorous theory nor a wealth of credible economic results" 

18.- The central argument o= the ;:nodel, which seems adequa":::• 
proven, is that for a given production func~ion and state of 
non financial technology there is a role to be played by !i
nancial inter~ediaries channelling resources frcm lcw t~ 
high return sectors therebv raisinc the acreaate ~~rc:~a: Dro 
ductivity of capital. T~e-limits ;n this~roie have ~ee~ d~-
fined at one end by the ov~rall =ate cf return ~hich ~o~ld 
prevail in the absence of financial institutions and, a~ ~he 
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other, by the rate which would prevail when capital markets 
are perfect. 

Together with the presentation of the model the papers in
clude a relatively thorough review of the existing litera
ture and, as mentioned above , an empirical verification of 
a limited version of the model. In spite of data problems 
for most of• the 19 countries included in the sample some 
conclusions seem imoortant for the operations of the Bank 
and in particular in its role as finantial advisor to the 
LDC's. However, it is obvious that further work will have 
to be done in the future. One obvious need concerns the 
nature of the data and also further examination of the re
sults ~rovided by the model. One possible approach cou~d 
be to ta~e countries not based solely on geographical co~
siderations but taking also into account their lev~l of de 
veloprnent and the structure of their economies. 

The 9aper by Anderson S. and Villanueva examines the rela
tionshi? between earnings and port.:olio of the colT'.rnercial 
banks of three Asian Countries: Philippines, Thailand and 
Singapore. The technique used was that of statistical 
cost accounting and followed with some variations cie metho 
dology previously used by Hester and Zoellner. As in other 
cases the research was also j ustified on the grounds that 
analysis of this type are scant in developping cou~tries. 

The investigation is well conducted and the conclusions are 
interesting in that both, the rate of return on loans and 
ad."llinistrative costs seem to be positively correlated with 
the degree of regulation in banking operations. The lowest 
figures correspond to Singapore which of the countries exami~ 
ed is the one that presents the more competitive financial 
market and is the less regulated. This is an analysis that 
undoubtedly, can be further · refi~ed and extended to a lar
ger number of countries although we should mention data pr~ 
blems in several cases will prove to pe quite significant. 

The paper by V.V. Bhatt on the relations between interest 
rate and transaction costs is an interesting one and ceve 
loped with technical competence. It raises a valic poin~ 
in calling attention to the importance of transaction 
costs for the borrower and the le~der and thus, in ace~
tain sense, to the need to innovate in the process cf fi
nancial intermediation. However, it is no~ clear yet, t he 
significance of this factor alone. The study previously 
referrec too~ banking in the Ph il~ppines, Thaila~j a~d 
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Singapore estimated the administrative costs of lending 
at 0.1-0.5, 1.4- 2.0 and 0.77 percent respectively. · It 
seems, therefore, that there are other more important fac
tors to take into consideration. 

Public Enterorises 

23.- RPO project 671-11 (Managerial Structures and Practices: 
Public Manufacturing ~nterprises), is up to now the only 
research project by t~e Bank on this area. It sta=ted on 
March 78 and it is expected that the final report will be 
subnitted in January 1980. In addition it is also being 
considered in a certain sense as an extension of scme ~re 
vious work and in particular reconnaisance missions t~at
were previously made to Egipt, India and Yugoslavia. As 
yet, the only report available is a case study of a pu
blic enterprise: · India's Swaraj Tractor. 

24.- The research proposes to examine a set of hypot~es:s which 
it is said, "are best described by the general pro?os:ticn 
that the performance of public manufacturing enter~rises 
is de?endent U?On their organizational and rnanage=:al 
structures and practices as well as the policy env:=o~~e~t 
within which they operate". It is justified on the basis 
of the fact that a large part of the lending opera~io~s c: 
the Sank cor.cern public enterprises and that they are a 
growing sector in LDC's industries. And, in addit:c~, a 
type of enterprises about which not much is knowr. ar.d 
where in general, little research has been done. 

25.- As mentioned before, the only report available up to now, 
is on the Swaraj tractor plant in India. The report is 
quite interesting but does not allow one either to evalua 
te the overall approach taken by the Bank on this sues- -
tion or to reach some type of conclusions. Therefore, it 
will only be pointed out here the significance tha~ indi
genous technical developments had in the shaping and ulte
rior growth of this plant. This can be related to what 
was mentioned above on the importance of the technclo~y 
:actor for on small enterprises development. 

General Conclusions 

To be drafted l 
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Draft 

For circulation within the 
industry and trade panel 

EVALUATION OF BANK RESEARCH ON INDUSTRY AND TRADE 

Small Enterprises; Credit Markets; Public Enterprises 

Introduction 

1.- The following aiscussion treats each one of these in a se
parate manner, although it could be argued that the diffe
rent subjects are, in some sense, interrelated. It rests 
on the analysis of five RPO project and two non-RPO pro
jects, which are detailed in Annex I, as well as in other 
relevant documents. 

2.- The themes are important for the Bank from the operational 
angle. These themes appear also in the fora of discus-

.sions and, in particular, within the LDC's, where it seems 
important to have a better understanding of the problems 
involved for policy formulation. The progres3 in the re
search done in these areas by the Bank will allow it to in 
crease its capacity to gi ve meaningful and relevant recom= 
rnendations for policy. 

3.- Cndoubtedly, the quality of the research effort done in 
these areas by the Bank is high in general. However, this 
is not so in all cases and, to a certain extent, this can 
be attributed to a co~mon factor which should be mentioned. 
All of them are relatively "new" fields of research in the 
Bank. This means, of course, that here the Bank has no ':" 
yet either the experience or the influence on policy recom 
mendations that it has gained in other research areas. FU£ 
thermore, a large part of the projects have not been fi
nished and, in some cases, they are still at the concep
tual stage. In spite of this, in my opinion, the Bank has 
managed not only to avoid possible duplication of efforts 
vis a vis other institutions and researchers but also, and 
more importantly, to open new avenues for promising re
search. Nevertheless, to materialize these oossibilities 
and to have a more solid base for policy recommendations 
it will also be necessary for the Bank to consider an in
tensification of its research efforts in these fields. 
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Small Enternrises 

4.- The research on the small enterprises area has been to a 
large extent the result of a growing interest in the Bank 
in these questions at the policy formulation and the ope
rative levels. Not only one finds a sectorial policy pa
per (Employment and Development of Small Enterprises) but 
also the subject is frequently referred to in the latest 
Bank's annual reports~and in the President's addresses to 
the Board of Governors. Accordingly, and although the 
subject does not fall squarely within the Bank's traditioE 
al lines of research the decision was taken to support it. 
This appears to be, thus, one instance in which the opera
ti ve and policy formulation needs determined to a large ex 
tent the opening of new lines of research. 

5.- In other parts also, the subject is very much in vogue on 
account of the relations that seem to exist between SES 
development and the growth of employment among other 
things. SES have become fashionable not only in interna
tional and regional organisations but also on the national 
level on both, developed and underdeveloped countries. Ho~ 
ever, it can be validly affirmed that up to now this inte
rest has manifested itself mainly through the formulation 
of programmes to support SES and in the adoption of seve
ral specific measures to that effect; on the other hand, 
little has been done yet in terms of policy formulation in 
the context of a global strategy. In short, the emphasis 
has been placed more on action than on reflexion. Research 
on the other hand, has tended to be a descriptive and gene
ral character and, to a certain extent, repetitive. The a_2 
proach taken by the Bank is more original and appe ~rs to be 
more promising. 

6.- Research by the bank in this area started with the RPO 670-
77 project (_financing of Small Scale Industries); in addi
tion there were ·two oth-er -non-RPO project on Brasil and one 
in Malaysia. The two non RPO project· on Brasil are econom~ 
tric research of a good quality whose main conclusions were 

The Bank's position in relation to these questions is sum 
marized in its latest annual report: "The Bank has found
that the benefits of the growth cannot be assumed to 
"trickle down" automatically; to ensure that development 
benefits the poorest it must be deliverately directed to 
the poorest ---(thus)--- financing for industrial develoE 
ment (should) shift towards small scale enterprises". 
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that the SES sector had lost in relative importance and 
that new SES had tende i to concentrate in the growth po
les of the South East Brasil. Therefore, recorrunended 
(something that the Braziliens were already doing) the 
formulation of support programmes for SES giving special 
attention to its geographical distribution. The conclu
sions, as can be seen, were not particularly different 
from those reached in similar studies. 

7.- The RPO Project 670-77, has perhaps the peculiar characte 
ristic of being the sole research project by the Bank 
whose cost was only 50% of the figure originally envisaged 
(37,500 dollars vs. 75,000). Besides this anecdotary as
pect, it may be mentioned that it was the first time that 
the Bank aimed to have an overall view on the importance of 
SES in different economies. The results of oro1ect were 
afterwards discussed in the Bank and what was maybe more inte 
resting to point out are the reactions that took place. In -
the opinion of some, particularly at the regional level, the 
studies were found interesting and useful and therefore a 
recommendation followed to increase research on these ques
tions; other people, however thought it a waste of time and 
considered that a "2-4 days meeting would have been prefer~ 
ble"to that research project .. 

8.- Adequatedly, however, the follow up of this was RPO project 
671-59 (Small Scale Enterprise Development) The formulation 
of the project owes much to Prof. Ian Little, as well as to 
D. A~derson and L. Westphal, and to their insatisfaction 
with the type of research that was being done; and, in par
ticular with the absence of ways and means that would allow 
one to evaluate different policy alternatives. The project 
has two main objectives. On the one hand, a review of the 
existing information and literature on small enterprises in 
developing countries, and through trial surveys, attempt to 
define ways in which the information can be improved. The 
other which should be the most interesting at medium term, 
is to develop a basis for assessin~the impact on income and 
employment of various policy optioris and attempt to estima
te the costs and benefits of various policies towards small 
enterprises. For this last part the Bank seems particular
ly well equipped taking into consideration its vast expe
rience in this area. 

9.- The first phase of the project which is the responsibility 
of Mr. D. Anderson covers a review of the literature as 
well as case studies and enterprise surveys. The case 
studies will cover India, Colombia, Philipines, Japan, Ko
rea, Taiwan, Nigeria, and the enterprise survey India and 
Colombia. From this point of view, one could say that the 
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the investigation has a good approach and that it will co~ 
tribute to diffusion of the knowledge through the partici
pation of researchers from the developping countries. Ho~ 
ever, in my opinion it would have been desirable to inclu
de a larger number of countries taking advantage of the i~ 
creasing interest on the subject. It is true that later 
on some difficulties could have arisen in regards to data 
handling, but it seem also true that the advantages would 
have been superior. 

10.- RPO 671-59 was started in November 77 and the first phase 
if expected to be finished in September 79. Two papers 
have already been produced, one by D. Anderson and the 
other by Ms. Cortes. The latter in fact constitutes a pr~p~ 
sal for a specific investigation on the relations between the 
technology factor and the small enterprise and the other 
is an attempt to formulate a methodology to estimate the 
economic benefits of small scale enterprises credit pro
ject. Both are well conceived and make interesting metho
dological contributions. In my opinion the paper by Ms. 
Cortes discusses an important problem which seems to have 
been left on the side on the actual work done in the pro
ject. However, it is a key problem about which it is ne
cessary to do much more research that has been done in the 
past. As it concerns, specifically the role of the technolo
gy factor in the development of SES, £or this purpose it 
would be required the participation in the project of techn~ 
logical research institution. The paper by D. Anderson pre
sents the difficulties that SES face in financing. It intro 
duces working hypothesis some of which, if confirmed, could
have a significant impact in the setting up of "financial faci 
lities" for SES in a large number of countries. 

11.- In conclussio9, although a lot of work remains•to be done 
and ther"efore 6 71-59 cannot be adequately evaluated at this 
stage, the research done so far, the competence shown and 
the original approach taken, leads one to think that it 
will be succesfully completed and that it will be useful 
both for the Bank and for LDC's. However, there are at 
least three problems that we should mention. First, is 
that the number of participating researchers is very small 
in comparison with the aims of the project or less signifi
cant projects. Second, but which in any case seems to be 
the rule and not the exception, that the support given to 
the project by the operating areas has been very reduced. 
Personnel originally adscribed to it have gone back to 
their Departments. And finally, in spite seeming reitera
tive, that the 0pportunities for external collaborations 
appear to be ampler than those envisaged in the original 
formulation of the project. 
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Credit Markets 

12.- In this area we find two RPO's one of them (671-65} on 
"Small Enterprise Financing" and the other (671-64 ) on 
'"Market Imperfections and Economic Developments" both of 
them under the responsibility of the Public and Private 
Finance Division. The discussion that follows also took 
in consideration a paper prepared by this Division (Domes
tic Finance Studies number 43) presentinf its research pr~ 
gram. 

13. - RPO 671-65 does not count, as yet, with any paper. We 
have· therefore, only a research proposal to study the ro
le of informal credit markets. The project is justified 
on the basis of the importance of those informal credit 
mechanisms for financing small enterprises and trade in 
various Asian and African countries. It is suggested 
that the studies could serve to ascertain whether the real 
cost of lending in this markets is significantly lower 
than in the formal financial market and if it is possible 
to establish some sort of a link between the two. 

14.- A pilot study has been initiated which focuses on "a sign_! 
ficant element of the informal credit markets in India, na 
mely the Shroffis". The Shroffis are (indigenous style 
bankers that extend and create credit through the issue of 
hundis as well as other credit instrument}.. Be that as it 
may, there are non the less certain questions that arise 
in relation with this project and for which there don't 
seem to be sufficient answer~as yet on the research propo
sal. Perhaps this may be due to the lack of time to dwel
ve more ·thoroughly on this matters but nevertheless, it is 
convenient to state at least a few of these questions. One 
of them, of course has to be with the fact that we are 
left in the dark about the significance of these mechanis
mes from the point of view of financing and allocation of 
resources. The second would concern the significance of 
these questions for the normative aspects of the operations 
of the Bank, and so forth. Without aiming to cast doubts 
on the validity of this research proposal -which in fact 
did not received an overwhelming support in the bank- the 
point that we would like to make here is that special care 
should be excercised in formulating research in these "new" 
fields of research in the bank; least they may be rapidly 
abandonned in favor of more "proved" lines . 

15.-· RPO 671-69 on capital markets imperfections and economy de
velopments always match to the formulations of Dr .. Sen and 
to previous work that was done in the Division itself. The 
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project was iniciated in January 78 and it is expected 
that the final report will be finished by March 79. Va
rious papers have allready been produced.One by V. Bhatt
who is overall responsible for the project - on"Interest 
Rule, Transactions Costs and Financial Innovations". 
Other by Alan Roe on "Some Theory of the Financial Interme
diation in Developed Countries" and one by K.Anderson Saito and 
D.P. Villanueva on "Portfolio Determinant ot Com.~ercial Bank 
Earnings in Selected Asian Countries''. These sere followed 
by A. Roe on "Financial Intermediation and Economic Develop
ments: An Empirical investigation" and wich should be consi~ 
dered as a sister paper to his early one. The output, thus, 
has not been a negligible one at all. 

16.- In the development of the project three types of preocupa
tions are clearly discernible. The first one is with the 
need that was felt to make an examination of the impact that 
transaction costs have in lending as well as in borrowing in 
different markets. This is a subject in wich there are ob
vious gaps in the literature and in particular in relation 
with the financial systems of LDC's . The second reponds 
to the preocupation of the possible effects that banking re
gulations in LDC's may have on the banking structure and in 
the long run financial viability of the banks. The third one 
concerns the need to have a model that would express the pos
sible interaction between the development of capital markets' 
and general economic development. These will be briefly exa
mined in reverse order. 

17.- The third subject of research is covered by the two papers 
presented by A. Roe. The first one presents a general model 
and the second attempts an empirical verification of some the 
issues raised in the first one. But the latter, in fact, 
is more than an extension of the former. Their aim is to bet
ter understand the role that financial intermediation plays 
in the development process as well as an identification of 
the factors which limit its effectiveness and the benefits 
which may accrue from improving it. This was justified on the 
other hand by the fact -which seems a valid one- that economic 
analysis in the past has generated "neither a body of reasona
bly rigorous theory nor a wealth of credible economic results" 

18.- The central argument of the model, which seems adequatly 
proven, is that for a given production function and state of 
non financial technology there is a role to be played by fi
nancial intermediaries channelling resources from lcw to 
high return sectors thereby raising the agre gate marginal pro 
ductivity of capital. The limits on this role have been de-
fined at one end by the overall rate of return which would 
prevail in the absence of financial institutions and, at the 
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other, by the rate which would prevail when capital markets 
are perfect. 

19.- Together with the presentation of the model the papers in
clude a relatively thorough review of the existing litera
ture and, as mentioned above,an empirical verification of 
a limited version of the model. In spite of data problems 
for most of the 19 countries included in the sample some 
conclusions seem important for the operations of the Bank 
and in particular in its role as finantial advisor to the 
LDC's. However, it is obvious that further work will have 
to be done in the future. One obvious need concerns the 
nature of the data and also further examination of the re
sults provided by the model. One possible approach could 
be to take countries not based solely on geographical con
siderations but taking also into account their level of de 
velopment and the structure of their economies. 

20.- The paper by Anderson S. and Villanueva examines the rela
tionship between earnings and portfolio of the commercial 
banks of three Asian Countries: Philippines, Thailand and 
Singapore. The technique used was that of statistical 
cost accounting and followed with some variations the metho 
dology previously used by Hester And Zoellner. As in other 
cases the research was also justified on the grounds that 
analysis of this type are scant in developping countries. 

21.- The investigation is well conducted and the conclusions are 
interesting in that both, the rate of return on loans and 
administrative costs seem to be positively correlated with 
the degree of regulation in banking operations. The lowest 
figures correspond to Singapore which of the countriesexamin 
ed is the one that presents the more competitive financial -
market and is the less regulated. This is an analysis that 
undoubtedly, can be further refined and extended to a lar
ger number of countries although we should mention data pr~ 
blems in several cases will prove to pe quite significant. 

22.- The paper by V.V. Bhatt on the relations between interest 
rate and transaction costs is an interesting one and deve
loped with technical competence. It raises a valid point 
in calling attention to the importance of transaction 
costs for the borrower and the lender and thus, in acer
tain sense, to the need to innovate in the process of fi
nancial intermediation. However, it is not clear yet, the 
significance of this factor alone. The study previously 
referred to on banking in the Philippines, Thailand and 
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Singapore estimated the administrative costs of lending 
at 0.1-0.5, 1.4-2.0 and 0.77 percent respectively. It 
seems, therefore, that there are other more important fac
tors to take into consideration. 

Public Enterprises 

23.- RPO project 671-11 (M~n~gerial Structures and Practices: 
Public Manufacturing Enterprises), is up to now the only 
research project by the Bank on this area. It started on 
March 78 and it is expected that the final report will be 
submitted in January 1980. In addition it is also being 
considered in a certain sense as an extension of some pre 
vious work and in particular reconnaisance missions that
were previously made to Egipt, India and Yugoslavia. As 
yet, the only report available is a case study of a pu
blic enterprise: India's Swaraj Tractor. 

24.- The research proposes to examine a set of hypothesis which 
it is said, "are best described by the general proposition 
that the perfo.mance of public manufacturing enterprises 
is dependent upon their organizational and managerial 
structures and practices as well as the policy environment 
within which they operate". It is justified on the basis 
of the fact that a large part of the lending operations of 
the Bank concern public enterp rises and that they are a 
growing sector in LDC's industries. And, in addition, a 
type of enterpris~s about which not much is known and 
where in general, little research has been done. 

25.- As mentioned before, the only report availabl~ up to now, 
is on the Swaraj tractor plant in India. The report is 
quite interesting but does not allow one either to evalu~ 
te the overall approach taken by the Bank on this ques
tion or to reach some type of conclusions. Therefore, it 
will only be pointed out here the significance that indi
genous technical developments had in the shaping and ulte
rior growth of this plant. This can be related to what 
was mentioned above on the importance of the technology 
factor for on small enterprises development. 

General Conclusions 

( Tobe drafted t 
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Evaluation of Bank Research on Industry and Trade: 

- Incentiv e Polic i es; Economic I n t e gration -

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

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

of them dealt with the role of incentive systems, particular

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

retical. and an empirical standpoint. In view of the widespread 

belief among policy-makers in many developing countries {LDCs) 

that they cannot develop {i.e. industrialize) their economies 

without a direct interference in the market mechanism, the 

focus of these projects is of essential nature on the applied 

I. level. Not only could the finding.s, if accurately substanti-

N ated, provide the goue1rnroe.o.t offic i als of LDCs with guidelines --
~ J. •,,,_.t.W""' for appraising the allocative, growth, distributional and 

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

reforming them where necessary. The studies co~ ~ 

strengthen the ability of the Bank's operational departments 

to assess both the economic feasibility of individual invest

ment projects and the overall effects of the economic policies 

pursued in LDCs. Most of the studies under review meet these 

objectives. 

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

distinct features: one is the hi h rofessional quali~y of 

the work. This has allowed various authors to already publish 

part of the research results in highly reputable journals. 

Second, in most of the cases the authors have made a substan

tial effort to improve the methodology for policy analysis 

and investment appraisal. The Bank's research has been inso

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

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

where (U.N. organizations, OECD, academic research insti tu

tions). There has been, however, some overlapping wi th 

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

reflection of the uneven distribution of useful statistical 

data among LDCs. 

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

4. 

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

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

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

and Singapore are relatively new in the group of countries 

studied in this field, which is an important aspect in itself, 

because they represent the two extremes of economic policy 

shaping: highly interventionistic in one case, and strongly 

market-oriented in the other. The six country studies could 

no doubt also profit from prior methodological and empirical 

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

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

the policy conclusions and recommendations rest upon firm 

theoretical foundations and a sound factual basis. 

The methodological framework underlying this (and most other) 

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

extended to include export subsidies as well as credit and 

tax preferences, in addition to import tariffs and quotas. 

By doing this, fortunately of a reasonable level of sector 

disaggregation, the DS project has increased the knowledge 

inside and outside the Bank about the effects of incent~ve 

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

which have proven useful in earlier analyses, can be improved 

in theoretical and computational terms. It is particularly 

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

Only price comparisons between domestic production and import 

values make it possible to calculate overall effective protec

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

degree of tariff redundancy which often exists. 

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

framework, does not reduce its practica l relevan~ , provided 

the estimates are taken as rough orders of magnitude and their 

economic implications are interpreted in a comparative way 

rather than in isolation. General equilibri~ odels tend to 

have a rather limited explanatory power, let alone their high - - -
sensibility to the parameter specifications. What could have 

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

that the country studies had been completed earlier or that 

the quantitative estimates had been more updated. The quanti

fication of the incentive measures refer to the end-sixties. 

While this is fine to understand the past economic performance 

of the countries under study, most sample countries have 

changed these measures, especially those related to the 

foreign sector, significantly since then. By not including 

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

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

we are aware of the practical difficulties in maintaining up

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

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

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

staff and it can collect the required information through 

the economic missions which regularly review the LDCs. 

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

ever LDCs want to industrialize their economies and think that 

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

instance, that import substitution should and could be 

achieved without discriminating against exports, particular

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

the case in reality. Neutrality between production for 

domestic sales and for exports is in the interesu of LDCs 

because, as the DS resea rch shows, it will result in faster 

growth, more employment creation and higher levels of effi

ciency than when industrialization is aided only in relation 

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

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

that this work has been found quite helpful, particularly so 

by the country economists in the Regional Departments and 

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

the useful ness of this type of research prevails within the 

IPD staff. We strongly feel that one of the objectives 

identified for the Bank's Research Program - "to· improve 

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

has been accomplished by this project. 

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

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

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

as diversity in contents.But it also has contributed to stimu

late policy-or iented research in the countries themselves 

which otherwise would not have been undertaken and, more im

portan t for Bank' s purpos e, it has stimulated policy discussi?n 

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

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

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

ly the current thinking of the government in the direction of 

decreasing the high average level of protection, of narrowing 

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

tries which have, or could develop, international competi

tiveness. Furthermore, one of the authors of the chapter 

on Argentina of the DS project has recently followed up the 

earlier findings, taking 1977 as the year for calculating 

effective rates of protection. We have also found for Colom

bia and Israel a growing amount of research resources devoted 

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

DS project has contributed, directly and indirectly, to pro

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

also a central objective of the Research Program. 

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

may assist in shaping more rational incentive policies in the 

countries studied. They are also important for the lessons 

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

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

these externalities will be automatically internalized by 

those other countries, it should be helpful to extent the 

regional coverage in the research on incentives. The project 

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

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

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

research in this field. Other (comparative) country studies 

on incentive schemes could follow. From a purely academic 

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

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

additional studies need not be undertaken in the Bank. But 

yet, many LDCs still favour policies of import substitution, 

maintain high levels of effective protection and prefer quan

titative interventions over pricing incentives. And the Bank 

will presumably continue lending to them. A regular analysis 

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

Moreover, if incentive schemes are to be changed in order 

to make development policies in LDCs more effective in the 

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

this forcefully to national governments, whereas individual 

researchers of academic institutions, including ~hose of the 

LDCs themselves, frequently lack this influence. This is 

particularly important with regard to the 'question of how 

a transition to a more efficient incentive scheme could be 

made in practice. The answer to this question still requires 

a good amount of research anyway. 

9. The internal needs of the Bank relating to incentive policies 

do not exhaust themselves with country reviews. As a lending 

institution, it has also a great interest in knowing whether 

the economic viability of individual investment projects 

financed by the Bank depends on protection. It also has to 

possess appropriate guidelines for appraising the significance 

of a protection element in such projects. In this respect, the 

non-RPO study on "Industrial Protection in IFC Projects", 

assigned to a research consultant, could be useful. 

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

was used to examine empirically the relationship between 

levels of protection afforded to nine individual IFC projects 

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

to country analyses, conventional measures of effective rates 

of protection only have a limited value for making decisions 

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

about the economic viability of a new investment also depends 

on future changes of protection (and other incentives) which 

can be expected to talce place over the life of the project. 

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

While this is recognized in the corresponding offices (in

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

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

cers would face serious data problems. The OS project referred 

to above shows how difficult it is to obtain adequate data for 

making price comparisons for past periods. It might prove even 

more difficult to make such comparisons for a period of years 

in the future, as required ideally in solid investment appraisal 

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

of research, including methodological research, which, if 

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

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

searchers in academic institutions frequently are reluctant 

in embarking on large data collection activities which are 

regarded as not adding much to professional reputation. And 

they may not work hard enough on the methodology of project 

appraisal because they do not perceive this issue as crucial 

as researchers closely connected with an operational staff 

might do. In fact, literature on project appraisal shows that 

pioneering work on investment appraisal has been done by re

searchers within international organizations involved in this 

business. 

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

is, by comparison, more descriptive. Its significance for 

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

policies of LDCs have a substantial impact on the evolution 

of new manufactured exports, and in this regard this project 

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

research findings relating to incentive policies can be success

fully diffused, among both the Bank's operational staff and 

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

a12Eraising incentive policies should not be discontinued, 

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

While there may be studies which do not provide the opera

tional staff with ready-made solutions to pressing problems, 

the overall research work in this field can contribute, and 

in fact has contributed in the past, to sensibilize the coun

try economists in the regional offices. Particularly, this 

work helps them to fully understand the efficiency problem 

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

tions to LDC governments. As the research in this field 

places hi~h demands on the data, the Bank is an appropriate 

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

the fact that researchers from academic institutions do not 

have a comparable access to all information required. Further

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

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

in a good position to induce LDC governments to draw as many 

benefits as possible from the flow of thinking coming from 

its research units. That research on incentive policies and 

economic integration is also undertaken by both academic 

research institutions and other international organizations 

should not be considered as an argument for not doing it at 

the Bank, mainly for two reasons: first, research inside and 

outside the Bank is complementary to a significant extent; 

the Bank could exploit its comparative advantage even more 

by doing comparative studies. Second, and more fundamentally, 

advances in policy-oriented research, including its methodolog

ical foundations, are normally greater, · the greater competi

tion among researchers is. 
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Evaluation of World Bank Research on Trade and Industrial Development: 

- Export promotion policies in the LDCs and access to markets in the DCs -

(1) Research and the Bank 

Jae-Ik Kim 
Economic Planning Board 
Seoul, Korea 

In evolving from the lending institution initially envisioned by the 

Articles into a comprehensive world development organ, the World Bank 

has developed various research needs. As a lending institution, the 

Bank's main concern is project evaluation and implementation. The 

research needs for this function of the Bank are relatively stable and 

easy to ft:lfill, and methods and data for detennining creditworthiness 

can best be generated by the operational staff after the underlying 

policy framework is determined by the political organs of the 

insti i,-11tion. 

The research needs of the Bank as a development institution are more 

extensive and fundamental. In this capacity, the Bank has to concern 

itself not only with project conception, but also with the crucial task 

of education and training of its own staff and also officials of 

member governments. Unlike lending operations, development policies 

research has many dimensions. Fi~st of all, the Bank needs to keep 

abreast with external studies on the process of world development. 

On the most macro-level, a global economic picture has to be captured 

and a development philosophy promoted which is suitable and appropriate 

to the Bank. The Bank assists its members and the providers of loan 

capital in attaining their respective economic goals. Knowledge on 

individual countries and industries is essential for this task, which 

may be acquired through external or internal processes. 
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. 
Considering .the diversity and magnitude of the problems that attend to 

world economic developnent and the limited resources of the Bank available 

for this purpose, it is essential that the Pank set clear priorities for 

itself on research needs. 

In setting these priorities, the Bank should consider the fact that it 

has served its mambers as a catalyst for internal policy reforms . 

These reforms are frequently considered to be as valuable as the loan 

itself by the governments of developing countries. 

Frequently the members of the !lank staff are regarded a~ expert 

arbitrators in a member's domestic policy conflict. Rational policies 

advocated by Pconomists in the government frequently run into objections 

from traditional elements of the society. In order to resolve such 

impasses governments may request the participation of the !lank in 

research and consultations. How persuasive the staff are in proposing 

a solution will depend in large measure on their ability to distinguish 

the essential cause of the problem from the rest of the conditions . 

(2) Research Projects on Industrial Development and Trade 

Projects on industrial development and trade are grouped together under 

six categories, which as a whole cover a wide range of subjects that 

are crucial to the expansion of trade in manufactures . Government 

policies regarding industrial incentive systems, and economic and 

institutional variables for promoting export expansion seem to have 

been analyzed by methodologically sound projects conducted by capable 

investigators. 

• •• /3 



. 
~ 

3 

In the case of industrial developnent, the research projects rightly . 
give emphasis to promotional policies, incentive syste~s , programming, 

credit markets, and investment strategies. Cross-national , albeit 

selective, studies of industrial incentive systems have provided 

valuable knowledge that is helpful to the :Bank's operational wing as 

well as to the borrower governments. 

Given sufficient resources, it is highly desirable that the Bank take 

initiatives to extend the present studies to more LDCs. The target 

set for industrialization in the Lima Declaration by UNIDO seems to be 

only generally stated. What is required to meet this goal by individual 

LDCs is not well analyzed. In addition to economic conslderations for 

industrial development covered by the research projects under way, 

study into the fundamental questions regarding industrialization such 

as social and political prerequisites for industrial development should 

be attempted on a comparative basis. 

,, . 

(3) Export Promotion Policies in the LDCs and Access to Markets in the DCs 

The seven commissioned studie~ (RPOs) and five references may be 

grouped into -£our categories: (1) surveys 0£ selected industries, data 

compilations, and analyses of commodity markets , (2) problems of 

import restrictions by the DCs on the LDC's manufactured goods, 

(3) national policies and institutions for trade promotion in the LDCs , 

and (4) syntheses dealing with the over-all environment of trade . 

The last category, assuming that the project (RPO 671-56) on the 

marketing of Colombian clothing exports will be of similar quality to 

others directed by Keesing, generates useful knowledge to exporters of 

the manufactured goods . The study by Plesch on electronics and 
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electrical machinery captures the past trend and produces generalizations 

which would be of va.lue to the Bank 's operational staff as well as to 

the potential exporters of the products. The study by Keesing on 

developing countries• exports of textiles and clothing is an original 

and thorough analysis of the industry based on primary statistical data. 

This study emphasize the importance of the trade intthese items for 

developing the export industry in the LDCs. The study also shows that 

the quantitative restrictions by the European Community and the 

United States adopted in 1977-78 will be effective through 1982, thus 

putting an end to the rapid growth of these exports. Having put this 

trade in perspective, the study proposes the possibility of reciprocal 

reductions of protectionist measures as one of the policy choices for 

the future, which seems to be an useful idea for policy makers in both 

the LDCs and developed countries. The thorough Keesing and Plesch's 

statistical analysis of global trends in the export of manufactures in 

developing countries also deserves notice. 

Baldwin (RPO 671-67) and Waelbroeck and others (RPO 671-66) are 

investigating the market share of manufactured products from 

developing countries and the sources of protectionist pressures in 

industrialized countries. The European group proposes to study the 

role of the EEC in trade restrictions in the future. These proposals 

hold good promise. Although much has been written about the economic 

impa.cttof manufactured imports to developed countries, few studies so 

far have made any serious attempt to analyze the political impact of 

these imports. This sort of analysis should be very valuable, and 

should provide important insights into the political processes that 

transfonn these impacts into protectionist pressures and eventually into 

protectionist policy actions. Both studies began with .identical hypotheses 
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on protectionism. Protectionism and its successful reflection in 

government policies is believed to be ·a function of some dozen or so 

broadly defined factors , some quantifiable and others not. It is not 

clear from the proposals how weights will be assigned to each of these 

multiple factors. In the case of the American study, :Baldwin measures 

the market penetration of some 400 items, classified on a 4-digit SITC 

basis for a time span of 8 to 10 years. The history of the protectionist 

trend and its political-economic causes will be studied. Both projects 

will provide useful empirical analysis of the structure of protectionism. 

In view of the various trade restrictive policies being adopted by 

developed countries for political and social reasons, existing 

studies on the income elasticity of manufactured exporta from developing 

countries will have limited practical relevance. These studies which 

are mainly economic analyses of the effects of protectionism on trade 

and employment have served their .function. Yet, the fundamental causes 

of protectionism need to be better understood. Developing countries 

and various lending agencies that must predict the expected return on 

investment in manufacturing for exports need to tackle this problem, 

although it may be amorphous and intractable to traditional methodology. 

Seen from the same perspective, Keesing's study of key institutions and 

the expansion of manufactured exports (RPO 671-68) is expected to make 

an equally important contribution. Its purpose is clear, its frame of 

investigation concrete, ·and its theoretical and methodological foundations 

sound. As a.'ly export promoter knows, marketing has been the most 

serious bottleneck for export expansion. -Particularly for the inexperienced 

exporter, who usually takes low prices ~or granted and bases his export 

projections on them, a marketing bottleneck is a frustrating, and 

frequently invisible, roadblock. Keesing's research will therefore 

fill a large gap in existing information and be a valuable educational 



6 

. 
tool for exporters of consumer goods to the U. S. market . Sharpston ' s 

study of international sub-contracting was a thorough analysis of an 

important method of seeking access to ma:rkets in developed countries. 

"Export Incentives in Developing Countries" (RPO 671-35), under the 

supervision of Balassa, evaluates the export promotion efforts of four 

developing countries with a comparative framework using a cross-section 

investigation of major export products and a time-series analysis of 

the effects of ·export promotion measures. The project is a major 

effort i.ri data collection and is designed to yield practical information 
.,. 

for other countries that contemplate the introduction of·a system of 

i ncentives for export promotion or reform of the incentive system • 

. If the project is successfully completed, the results would be relevant 

to the World Bank in advising developing countries on the scope and 

met hods of export promotion. 

. 
On the other hand "Export Promotion and Preferences : A Case Study of 

India" (RPO 670-21) used an inadequate methodology to attain the purpose 

of the project. It failed to identify the system 0£ policy measures 

that would be desirable and suffici~nt in India to enable entrepreneurs 

to r espond to new opportunities in foreign markets . 

The editor and authors of contributions to uindustrialization and Trade 

Policies for the 1970's (RPO 670-20) made an important contribution in 

documenting recent growth in manufactured exports from the LDCs and its 

impact on industrialized countries . Systematic and comprehensive studies 

of the effects of :f:...~creased manufactured exports from low income countries 
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on employment , social policies , and investment in the developed countries 

was long overdue. Without effective policy measures on adjustment 

assis~ance in developed countries, economic growth in many low- income 

countries will have to slow down, causing a long chain reaction. This 

work which contains important statistical information based on a 

thorough analysi s of primary data has also stimulated other studies . 

Ba.lassa•s recent paper, ''Worl d Trade and the International Economy: 

Trends , Prospects and Policies" (Nay 1978), is a timely study valuable 

to the entire devel opment economics community. It compares trade 
, 

liberalization and economic growth prior to the oil crisis.....-~th trade 

barriers adopted during the post-crisis recession. Recent non-ta.riff 

res trictions, government aids to industry, international cartels, and 

market- sharing in major developed countries are documented and their 

effects evaluated. Concluding that the risks of new protectionism are 

high, Ealassa proposes policies for lone-te:rm growth, structural 

adjustment assistance, and an international code of good conduct . 

Semi- industrial developing countries were also advised to reduce existing 

protection, to upgrade and diversify their exports , and to gradually 

abandon the export of simple, unskilled-labor intensive manufactures for 

the benefit of countries at lo~1er levels of development, a course of 

action which some developing countries in Asia have already set out 

to foll ow. 
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(4) Future Research 

In the past, l3ank-financed research has been well respected for the quality 

of infonnation on specific problems or situations. The country reports 

and industry surveys filled large eaps in existing knowledge which other 

research was not able to fill . because of its distance from the scene. A 

continuation of this "division of labor", is still a good arrangement. 

In research, the l3ank 1s comparative advantage lies in its proximity to 

on-going development problems. It has a unique global network of in

formation, and l3ank researchers, whether in-house or commissioned, are 

well received by most member gove:rnments. As in the ·past, the Bank 

should seek the active participation of LDC institutions in its research 

efforts, whenever the quality of work can be assured. 

Judging by the project descriptions, more research can be commissioned 

on several new areas that so far seem to have escapted professional 

scrutiny. Restrictions on market access for manufactured exports from 

developing countries, which are expected to intensify, will increase the 

need for research on protectionism in industrialized countries and their 

adjustment policies. The same trend will encourage further research on 

manufactured trade between developing countries. 

Research on trade between LDCs will have to be conducted with methodological 

schemes that are quite different from those commonly used. The historical 

backgrounds of institutional deficiencies, which restrict trade between 

the LDCs, for example, call for a broad social-science approach. In the 

future when such research is commissioned the following issues should be 

thoroughly investigated~ (1) The transportation bottlenecks to trade 

between the LDCs, (2) the desirability of setting up an LDC preferential 

system, (3) special problems in marketing LDC-produced manufactured goods · 

in developing .countries, and (4) payment problems that are unique to 

developing countries. 

. , 
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Evaluation of World Bank Research on Trade 
and Industrial Development: 

First draft 

- Export promotion policies in the LDCs and access 
to markets in the DCs -

(1) Research and the Bank 

Jae-Ik Kim 
Economic Planning Board 
Seoul, Korea 

The research needs of the World Bank derive from its 

functions, which have evolved from the lending institution, 

initially envisioned by the Articles, into a comprehensive 

world development . organ. As a lending institution, the 

Bank's main concerti is over project evaluation and 

implementation. Research needs for this function of the 

Bank are relatively stable and easy to fulfill, and methods 

and data for determining creditworthiness can best be 

generated by the operational staff after the underlying 

policy framework is determined by the political organs of 

the institution. 

c+ ~ ·,:,.,....r; 
~ ~ l,5\.,,...- are more extensive and fundamental. In this capacity1 

Research needs of the Bank as a development institution 

""~ "'- .J,,,,, JJ. ,,,.,..- the Bank has to concern itself not only with project concep-
~ : - ,.,._ _? 

vtvV""" ' 
tion, but also with the crucial task of education and train-

ing of its staff and officials of member governments. 

Unlike in research for lending operations, research needs 

for development policies have many dimensions. First of 
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v.,>-~ all, the Bank needs to keep abreast with external r esear ch 

on the world development pro cess. On the most macro-level, 

a global economic picture h as to be captured and a Bank 

~ desired develoEment philosophy p r omote d . The Bank assists ---
its members and the providers of lending capital to attain 

. 
their respective economic goals. Knowledge on individual 

countries and industries are essential for this task,· which 

may be acquired through external or internal processes. 

Considering the diversity and magn itude of · the problems 

that attend to world economic development and the limited 

resources of the Bank availabie for this purpose, it i s 

essential that the Bank set clear priorities for i t self 

on research needs • . In doing so, the Bank should consider the 

fact -that it has served its members as a catalyst for internal 

poli~ reforms. These reforms are frequently considered to 

be as valuable as the -loan itself by t he governments of develop

ing countries. 

The Bank staff often is looked upon as expert arbitrators 

in a member's domestic policy conflict. Rational policies 

advocated by economists in the government frequently run 

into objections from traditional elements of the society. 

In order to resolve such impasses governments may request the 

participation by the Bank's staff i n research and consultati ons. 

How persuasive the staff is in propos ing a solution will 

depend in large measure on its ability to sort out the essence 

of 'the problem from the rest of the conditions. 



(2) Research Projects on Industrial Development and Trade 

Projects on industrial development and trade are grouped 

together under six categories, which as a whole cover a wide 

range of subjects that are crucial to the expansion of~ 

in inanuf~U)::~. Government policies regarding industrial 

incentive systems, and economic and institutional variables 

for promoting export expansion seem to have been analyzed 

by methodologically sound projects conducted by capable 

investigators. 

Regarding the industrial development, the research projects 

rightly give emphasis to promotional policies, •incentive systems, 

programming, credit market, and investment strategies. 

Cross-national, albeit selective, studies of industrial incentive 

systems have provided valuable knowledge that is helpful to the 

Bank's operational wing as well as to the borrower governments. 

Given resources, it is h~ghly desirable· that the Bank take 

initiatives to extend the present studies to more LDCs. The 

targets set for industrialization in the Lima Declaration by 

UNIDO seems to be only a general target. What is required to 

meet this goal by individual LDCs is not well analyzed. In 

addition to economic considerations for industrial development 

covered by the research projects under way, a research into 

the fundamental questions regarding industrialization such as 

social and political prerequisites· to industrial development 

may be attempted on a comparative basis. 
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(3) Export Promotion Policies in the LDCs and Access to 
Markets in the DCs 

The seven commissioned studies (RPOs) and five references 

may be grouped into several categories: (l)~ Synthesis dealing 

with over-all environment for trade, (2) national- policies and 

institutions for trade promotion in the LDCs, (3) problems 

of import restrictions by the DCs on the LDC's manufactured 

goods, and (4) industry surveys, data compilatiQ.Ds, and analyses 
: I 

of commo ity markets. The last category, assuming that the 

project (RPO 671-56) on the marketing of Colombian clothing 

exports will be of similar quality to others directed by Keesing, 

generates useful knowledge to exporters of the manufactured 

goods. The study by Plesch on electronics and electrical 

machinery, captures the past trend and produces generalizations 

which would be of value to the Bank's operational staff as 

well as to .the potential exporters of the products. The 

study by Keesing on developing countries' exports of textiles 

and clothing is an original and thorough analysis of the in

dustry based on primary statistical data. The study documents 

the importance of the trade in these items for developing the 

export industry in the LDC. The study also shows that the 

quantitative restrictions by the European Community and the 

United States adopted in 1977-78 will be effective through 

1982 thus putting an end to the rapid growth of these exports. 

Having put this trade in perspective, the study proposes the 
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possibility of reciprocal reductions of protection as one of 

the policy choices for the future, which seems to be an useful 

idea for the policy makers in both LDC and developed countries. 

The statistical work by Keesing and Plesch also deserves our 

notic.e. It is a thorough anal ysis of g l obal trends in develop

ing countries expo rts of manufactures. 

Baldwin (RPO 671.-67) and Waelbroeck and others (RPO 671- 66) 

are investigating the market share of manufactured products 

from developing countries and the sources of protectionist 

pressures in industrialized countries. The European group 

proposes to study the role of the EEC in trade restrictions -
in the future. These proposals hold a good promise. Although 

much has been written about the economic impact of manufactured 

imports to developed countries, few studies so far have made 

any serious attempt to analyze the political impact of these 

imports. There is a need to analyze the political- economic 

impacts of these irnp0rts and the political processes that 

transform these impacts into protectionist pressures and eventually 

into protectionist policy actions. 
r 

Both studies begfn with identical hypotheses on protectionism. 

Protectionism and its successful reflection in government 

policies is believed to be a function of some dozen or so 

broadly defined factors, some quantifiable and others not . 

It is not clear from the proposals, how weights will be assigned 

to each of these multiple factors. In the case of the American 

study, Baldwin measures the market penetration of some 400 

items, classified on a 4 digit SITC basis for a time span of 8 
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to 10 years. The history of the protectionist trend and its . 

political-economic causes will be studied. Both projects will 

provide useful empirical analysis of the structure of pro-

tectionism. 
l 

Research like th s1 deserves our ·uiia·i'Vided attention .. 

In view of various trade restrictive policies being adopted 
. 

by developed countries for political and social reasons, studies 

on the income elasticity of manufactured exports from developing 

countries will have limited practical relevance. Existing 

studies, which are mainly economic analyses of the effects of 

protectionism on trade and employments, have served their 

function. Yet, the fundamental causes of protectionism need 

to be better understood. Developing countries and various 

lending agencies that must predict the expected return on in

vestment in manufacturing for exports need to tackle this 

problems, although it may be more a..r.iorphous and intractable 

to traditional methodology. 

Seen from the same perspective, Keesing's study of key 

institutions and expansion of manufactured exports (RPO 671-68) 

is expected to make an equally important contribution. Its 

purpose is clear, its frame of investigation concrete, and 

its theoretical and methodological foundations sound. As any 

export promoter knows, marketing has been the most serious 

bottleneck for export expansion. Particularly, for the beginning 

exporter, who usually takes low prices for granted and bases 

his export projection on them, a mar~ting ~~~ene~ k is a 

frustrating, and frequently invisible, roadblock. Keesing's 

research will therefore fill a large informat ion va~and 
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b e a valuab le e duc a t i o nal t ool for e xport ers o f c o n sume r goods 

to the U.S. market. Sharpston's study of international sub

contracting was a thorough analysis of an important method of 

seeking access to markets in developed countries. 

"Export incentives in developing countries" (.RPO 671-35), 

under the supervision of Balassa, evaluates export promotion 

efforts of four developing countries with a comparative frame

work through a cross-section investigation of major export 

products and a time series analysis of the effects of export 

promotion measures. The project is a major effort in data 

collection. It is designed to yield practical information 

for other countries that conte~plate the introduction of a 

system of incentives for export promotion or reform of the 

incentive system. If the project is successfully completed, 

the results would be relevant to the World Bank in advising 

developing countries on the sccpe a..~d methods of export promotion. 

"Export promotion and preferences: A case study of India" 

(RPO 670-21) used an inadequate methodology to attain the 

purpose of the project. It failed to identify the system of 

policy measures that would be desirable and sufficient in 

India to enable entrepreneurs to respond to new opportunities 

in foreign markets. 

The editor and authors of articles to Industrialization 

and Trade Policies for the 1970's {RPO 670-20) made an important 

contribution by documenting rece~~ growth in manufactured 

exports from LDCs and its impact en industrialized countries. 
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Systematic and comprehensive studies of the effects of increased 

manufactured exports from low income countries on employment, 

social policies , and investment in the developed countries was 

long overdue. Without effective policy measures on adjustment 

assistan ce in developed countries, economic growth in many 

low income coun.tries will have to slow down, causing a long 

chai n reactio n. This volume also stimulated other studies 
I r:t;. 

and, _tqgether . with important statistical information bas ed 

on a thorough analysis of primary data. 

Balassa'.s recent paper, "World trade and the international 

economy: Trends, prospects and policies", May 1978, is a 

timely study valuable to the entire development economics 
~ 

community . It compares the trade liberalization and economic 

growth prior to the Oil Crisis with trade barriers adopted 

during the post- crisis recession. Recent nontariff restrictions . 

government aids to industry, i~~ernational cartels, market

sharing in ~3jor developed col!ntries are documented and their 

effects evaluated. Concluding tha~ the risks of new protection

ism are high, Balassa proposes policies for long- term growth, 

structural adjus tment assistance, and an international code of 

good conduct. Semi- industrial developing countries were also 

advised to r educe existing pro~ection, to upgrade and diversify 

their exports, and to gradually abandon the exports of simple, 

unskilled-labor intensive manufactures for the benefit of 

countries at lower levels of development, a course of action 

which some developing countries in Asia have already set out 

to follow . 
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(4) Future Research 

In the past, Bank financed research has been well respected 

for the quality of information on specific problems or situations. 

The country reports and industry surveys filled in a knowledge 

vacuum, which other research was not able to fil-1-in because 

~-r-,:1::r:i.r:~,,of·its distance fronr-the scene~; The same "division of labor",.".; 

we believe, is still a good arrangement. In research, the 

_ ", -''' :{ .. ,_,_~,.Bank's comparative advantage lies in its proximity to on-going , , 

development problems. It has a unique global network of in

formation, and Bank researchers, whether in-house or commissioned, 

are well received by most member governments. As in the past, 

the Bank should seek an active participation of LDC institutions 

in its research effort, whenever the quality of work can be 

assured. 

Judging by the project cescriptions, more research can 

be commissioned on several new areas that so far seem to have 

escaped professional scrutiny. As was pointed out by Lindbeck, 

restrictions on market access for manufactured exports from 

developing countries, which are ex?ected to intensify, will 

increase the need for research on protectionism in industrial

ized countries and their adjust8ent policies. The same trend 

will further encourage research on manufactured trade between 

developing countries. 

Lindbeck's call for more research on incentives for 

employees and the institutional issues and their implications 

for development patterns also merit a response. 
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will have to be conducted 

with methodological schemes that are quite different from -------------
commonly used ones. The historical backgrounds of institutional 

deficiencies, which restrict trade between LDCs, for example, --~-- ---~ Gall ~or a broad social-science approach. - In the future when 

such research is commissioned the following issues should be 

.:{-;_<,;r-s~-:.. f;-:-.-;..;. ·,thoroughly ~investigated : ·-~ (1) The· transpo·rtation bottlenecks 

to trade between LDCs, (2) the desirability of setting up an 

=~ . - .::. : ... -;."!!'- --::1 .... ---LDC:: . preferential system., ,(.3} ·. special problems-"in::. marketing 

_LDC-produced manufactured goods in developing countries, and 

(4) payments problems that are unique to developing countries. 
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Crrter-Off;ce Correspo~dence Date: October 23, 1978 

To: Assar Lindbeck, Kirit Parikh, and the Panel on Research on Industrial 
Development and Trade 

From: Richard Nelson 

Subject: Evaluation of World Bank projects on capital utilization, capital 
labor substitution, and technological change. 

I. Remarks on my interpretation of my assignment. 

There are at least two different assignment lists. Therefore I am not 
fully sure as to the projects for which I have primary reviewing responsibility. 
However, beca use the particular ass ignment made sense, I have taken it upon 
myself to review th~ set of projects under the above heading : project numbers 
670-23, 670-25, 670-54, 670-95, 671-51. I also am not certain as to the 
appro priate form of my rPviev, recognizing its preliminary stage. It seems 
to me that, to fa c ilitate discus:=inn 2::1ong the poncl, a rathi:>r informal 
presentation is warranted. This I present below. 

II. Project Review 

Reading through the project proposals and the papers written under the 
projects ena bles one to trace the development of thinking at the Bank about 
production fu:tc:tion relntes phenomer::1. One can see how work unccJ: one project 
ge:ne:.·ated jns .i..ght and puz ,. les which ir;fl.uenced wori: under a subsequent p-cojec:.t. 
Th e o·,c:r.'.lli i1r.p,~ession i s th2.t of J. cu:nu1ativ2 1·es2a.rch pro gra;n t;1at is 
ccntriL.:ti :1:;. significant.ly no t oul:; to tbnking at th e ea nk about iPclusl:rinl.
izatic,n p;~CJbl ew.c;, but which is infit:encing thinki,1g within the de:velopn:c'.nt 
econr,mics com;:rnnity more broadly. 

Three of tl1e projects (rea]ly two because 670-25, and 670-95 are h~sically 
on the same Lopic) new nre closed d0~in, an( h~ve rece i ved earli~~ re~iews. The 
Bank research on industrial capacity utiliz2tion (670-25 and 670-95) was path 
breaking and importa1it. The objective was to assess carefully and empirically 
casu8l irnprP ~sions that d0s~ite the sc a rcity of r2rital in less dev~loned 
co;_mtries, capital was n,,t :;,,ing used very intcnsivcd.y, and if t:iat propo s .Lt:icm 
held up, to contribute to und~rscanding of the ph2norncna. The endeavor posed 
methological, empirical, and tl1eoretical problems: by in large th~y were 
adequately resolved. This work now is widely recognized as having raadc a 
significant contribution to understo.ncling of pntterns anc1 problems of economic 
dcvelopmenc. 

The J)"r. oj c-:t. on ~q:loy,ncnt and c:=1pital l:cibnr s·ib c>t i tut ion (670 --5!;), no,:: 
also complet erl, was mor2 cf a mixed bng . It w2 s r elated to the ~ork on 
capacity uti]:i.z.::ition in t i,dt tit .L s pcoject .:i.li, o ,J,lf:' concc·rned with c.:-:am:i.,dn,:; 
ways in 1s':1ich c:J;-i.Ltzil could be ui:;~,J mor e fru '.~ally. The research L:ndcr ti1,:. 
proj ec t did ,wt hZJ'.'c: the. coh~rc,ncl"' of 1,ork u~Lie r t;1e c2pi1:nl ut:i Li..;:a tion 
proje c t, anci S'-' nnd Ltr:~;0 t f,,: ot· '~ p1it of th<::' pr<.1j,_·~t: 1, a·c; h,1d t1(,1•:1l,, 1-e n e:.r the 
iIT,p ;,c:t . li O'·h·v::r., :.:he q11 ec;L j,)11S consi.cl,.; rcd nndc-c tl1(! ;:·::eject still ar~, of 
r r 1. !ih !. !...rn p Ort. 0 11 C l..'. :_ ,_J th(.: E ~; i. l k ' ~~ l H] t l: ,:: .i L~ c~ X pl Or. i1 ~ ·i_ C) ll Cu n l i il u (~ s u n r2 r:~ r :1 i 'j () t l 1 _. '( 

proj (:,~t: , 670-c:3. 
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The two major projects currently underway at the Bank are the above 
mentioned 670-23, "Scope for Capital - Labor Substitution in the Mechanical 
Engineering Industry", and 671-51, "Appropriate Industrial Technology". 
The former project has been underway for much longer than the latter, more 
resources have been invested in it, and the output is much more impressive. 
The latter project is just beginning, and while it is too early to judge, 
it appears promising. 

The research tack taken by the current project on capital labor sub
stitution is to explore in microeconomic detail the nature of the production 
processes involved in particular areas of manufacturing, and to ex~mine the 
range of capital - labor substitution available in each. The project has 
had to face methological, empirical, and theoretical questions of consider
able difficulty. The struggle has been valiant, and the project has provided 
an analyses of production processes and the range of choice that is more 
detailed and more sophisticated than any other work I know probing similar 
questions. Other studies under the project have explored the choices of 
technique actually made by firms, and the market and other institutional 
factors which hnve influenced those choices (which in a number of cases 
have been much more capital intensive than would make sense from an econo
mists point of view). The project appears to be having considerable i mpact 
within the Bank , and uhile academics tend to lag in the development of their 
appreciation of work of this sort, the importance of the project is beginning 
to be recognized by the academic development economics community. 

As mentioned above, the project on Appropriate Industrial Technology 
is just beginning. The project has two thrusts: measuring the gains to less 
de,.,eJ.oped countries from adopting more app-.:opriate technologies, and examining 
the capital goods sector in less developed countries as a possible major. 
deierminant of the availability of appropriate technologies. A few illustrative 
numbe~s has been put together on the first issue, and some lj_terature review, 
casual empiric.ism, and thought have been directed at the second. The work 
thus far is promising but :i.t is too early to tell how successful the endeavor 
will be. Projects 671-51, and 670-23 compliment and support each other. 
The relevance to good policy making of better understanding of choice, or 
(more sharply) understanding why more capital using techniques are chosen 
when less capital using ones are available, is obvious. The more recent 
reports on both projects reveal the authors growing concern about innovation, 
as contrasted with choice among "obvious and available" alternatives and, 
as mentioned above, a complimentary interest in institutional structure. I 
shall comment on these intellectual developments later. 

I already have made comments on most of the points we are to try to assess, 
but let m~ rundown the check list. 1) What has been the contribution to know
ledge - direct and indirect? Very considerable. The projects score high in 
thi3 <lim~nsion. 2) Has there been an attempt to survey existing knowledge, 
and has the project avoided duplicating work that was already done elsewhere? 
Yes, on both counts. Several of the projects commissioned literature review 
papers early in cheir careers. Most of the papers written under the projects 
reveal, through their. siting of the literature, a good awareness of what was 
going on . .And, ns remarked above, far from duplicating other work, several 
of the projects wcr2 path breaking and unique. 3) What has been the relcvunce 
of the work to a) bonk operations b) extending knowledge of development 
proce:ss c) meec:ing needs of LDC policy makers? From what I am able to under-
stail<l, tl1e research has significantly inf d thinking at the Bnnk r egarding 
how to evalu:1te industri::i investment projects, an the institutional environ
ments and constraints t!i.'.lt facilitate .-:?fficient development. The projects have 
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contributed s i gn if i cantly t o under s t an ding of deve l opmen tal pr ocesses . I do 
no t know how t he wo r k has affec t ed po licy making in t he l ess developed co un tr ies , 
but I would think that potentially the work could have a real impact. 
4) Was any real basic research attempted? Successfully? The answer is a 
strong yes on both counts. 5) Has the research output been used hy operating 
people at the Bank? This question seems to me to duplicate 3a. My under
standing is that it has influenced tl1inking in the operating departments. 
6) What type of involvement has there been by resear chers in less developed 
countries? At least two of the projects certainly have involved researchers 
in research institutions in less developed countries. Two of the other 
projects were in effect, one person shows (by economists with a base in the 
U.S.). 7) What is the mix of insiders and outsiders doing researcn? I find 
i t hard to pin down what "insiders" and "outsiders" might mean. I remarked 
above about the use under the projects of researchers from less developed 
countries. In the United States, both full time bank members and consultants 
have been used. It would appear that two projects, 670-25, and 670-54, largely 
involved a contract with outsiders with little direct connection with researcl1..:!rs 
at the Bank. The work under these projects seems a bit distant from the re s ea rch 
at the Bunk. In the more successful projects, bank er.iployces or nore o r less 
full time consultants were involved importantly or dominantly. 8) How ca n one 
characterize the allocation of resources in various d~~ensions? As I sugg~s t ed 
above, the projects have tended to involve a mix of methological, empirical, 
and theoretical research. Some of the work has been Guitc basic, other studies 
have been really quite close to oper2t:i_ng policy is,_;1.1e2. 9) How could the 
research allocation be explained? I suspect th:1::: thi_s q•_t?.stic n ,,:as 1,1eant tu 
apply to project areas where the allocation has been unsRtisf~ct~rv. In tl1is 
case, the allocation seems to me to have been quite sati~:factury. lG) rny 
recommendations? Ha i nl:, 1 i1avc applause rather thail SL:~~gestions for ch2ngr~. 
However, I would like to call attention to three r elated topics of interest 
that appear t 1 be arising in the re searcl1: industrial innov2 t1on, entre
preneurship, end the institutional s tructure ,<l1ich molds nnd constrains not 
only incentives but also informaticn flows. 

Ill. Where should they go from here? 

The banks research under the current two projec ts reported above 
increasingly is highlighting that effective capital la~or substitution, 
and the adop tion of appropriat ,: technology more general l y , is 'JOt :::dLqu,'.l tel y I r~ 
described in terms of picking th j_r.gs oif the shelf. At the lea:,l n~c1ptation, · 
and in many cases innovation is involved in effective choice of techni que . w-{~"""'-
Recognition of the importance of adaptation and i!,CIOvation calls attention ft...{,r, 
to the entrepreneurial dimension in business leaderslli]1, and to the institutional c.,,..,..~a.,Jt 
structures that encourage, support, constrain, and deter entrepren2urship. ~ 

I detect an amh~_v:1lence on the pc1rt of thP B.:i. r, 1~ rc~ . .::rrl i:F' pntt:~ng t!wir 
research co11:mitc12r:.ts \·;here tl ieir c,,n H'SLcarch findi.i,[:S i1,~'.l~at-,:: the:'-' ou~ht t o 
be put. Tl1e tradition of economic n~search at the Pen;..: h:.1~~ sr.-css,_:J ne.'.lt, 
qtwntil:iltive, formally specified model:,: tlu2r 2 hos been ;_i n~}uccanc.," to delve 
into ;:re2 s of cc,,nomic r csc:1. rch whe re rrc 0 _j_se r.1ode:l:, ancl e,:o,,oi;:,_,tric t,~chniqt,c 
C.Jn not serve as the primnr:7 t ools . IssuL:s ,~f inno'.r:-ttioti, ent1--cpr,:::nourshi_p, 
ard instj_tutiona1 s::rucLurc t e nd to be v.iu:cd ~·::; "unrc- ,,;,,;;r cl1ubl,, 11 Dr ;it lL·::,-t 
not :Jm1.:-11c,ble tn l"i~;orous rcs -2a rd1. 1~:it I p1~op o,;e that the loD,ic of: the 13.:rn:·.,; 
C\-Jtl p.'.lst rc~-;e::1rch c1Hh'~1vors h.'.ls Jed it l11c::c.r:.t!,ly to ;1 r,·quircirncnt t o Ctlf:;,;,''.':2 

in this kind of research. .\nd tli.:_! m.:-t11uclolo gt.c:1l si.tu::.t:.i,m is not as b:id :is 
some pe0p:! e in the Ecmk mny thi!1k. Over tile L,.c;t C, c;1dl· both the intcrci;t and 
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the rigor of research on industrial organization has increased greatly. A 
considerable body of good and rigorous research on the economics of technical 
change has evolved. However, for the most part, research in these fields has 
been focused on issues and phenomena in advanced countries, not developing ones. 
I think the Bank should accept the obvious challenge. 

RRN/rg 





1 

A ~esearc~ of ~a.Ii.: ~esearc~ on ?rosramoine; in the 

Hanufactnring Gector 

Intr.oductinn 

The research proerw::i carried out under the h~ading 

"Progracmine in the Hanui'acturin_e :Jector" {F.ef . No . 67C-2la) 

has dealt with the problec cf investoent piannine in indus-
; 

tries chnracterisetl by increasine r eturns to scale. It 

focuses on. improv·?d net~ods for selecting investi:ient pro jects 

from aciong the many alter~atives in size, tii:;dng, location, 

technology and output nix. 

A IlllDber of r eseerch reforts and ~ono~aptls are 

expected from tcis program. The list ~f reports/draft 

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

1. 

;·fe first Sw:l?!larize tI.ie major theoes and i.m:portruit 

r ·~sul ts of the ressarch progre£'.l nnd then comnant on the 

quality and usefulness to LDCs and to 3e.nk. Finally some 

sug3estions er~ given for possible future directions. 
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2 The Nature of ii.esc .~ 

The major themes focussed upon by the research prograc 

~ave been as follows : 

Importance of intertependence due to increesing returns 

Extent to which sue~ interd~pendence aff ect project 

selection end planning for the developC1ent of a sector 

and offer scope for co-operation eLiong the countries 

of a region. 

These issues ere explored within the context of specific 

investment ~lanning prcbleos in two sets of empirical studies, 

one set deeline with what is termed as "process industries" 

and the other ·with "non-process industries*' {The terns are a 

bit confusing particularly as the models for both are described 

as process enalysis oodels). Th~se industries characterised 

by a JDQilufacturisi,ne process streW!l which is oore or less 

continuous, has a licited numter of processes nnd where the 

cost of carrying cid-str~em inte~uediate products is large 

are tert:led process industries. lfxamples of such industries 

are gas trens~is3ion, fertilizer, cement, etc. These induotries 

aloo have a lmited number of :products whicl: 3re o.cre or less 

unii.::irm. 
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The II mechanical engim~erill€ sectcr on t:.,.c ot!ler hand 

has a variety of pr oducts and processes and t~e sar;:ie processing 

equipment can be usec for LJ.e.nufacturir..g many different products. 

Such industries are termed anon-process industries". 

The studies carried oat for the planning of the ferti

lizer sector in Egypt and in .:!inst 1 ... frica hnve explored the 

choices of technolo57 size, l ocation, transport, product ond 

trade. The Enst Lfricnn study has in addition explored i.~ 

quantitative tarn:.s the gains fro~ co-oper&tion in fertilizer 

sector development for the three countries of t~e regicn 

{Uganda, :Kenya and Tanzania). 

The stucy of the ?.or~an i1echanical Engineerine sactor 

~as explore~ the gains from plann ing si~~ltaneoasly t~e supply 

of a large number of products (120 endoeeneous itecs). The 

gains in the economico of doc.estic prcduction arc derived 

frou selecticn of technique end sc~le of procuction taking 

into account possibilities of sanring capital equipcent for a 

var~et7 of prolucts, ns elso, th~ poooibil ities of doceatically 

producing on a laree scale intermediate goods used inn nuober 

of products. The i.Dport or dot.eatic producti~n decisions are 

taken after considering the effects of such sector-wide 

interdependence. 



Both these sets cf st· :!ies have used mi:l:<?d intar;er 

progralllt.ling oodels in a fixed charge formulation to account 

ior eccnonies of scale. Whereos the formul atbns of the models 

for the :fe~tilizer sector nre conventional and strnight for

ward the codel for the aechmlical engineering aector is not 

eesy to fol'tlU.l.ate in the conv~ntional way. ?roblecs of 

appropriate descript i on and specification of products and pro

cesses have to be faced. This itsalf poses a not nn insigni

ficant problem. 

However, the mnjor probleI:l in these studies apa:..-t from 

the considerable effort s and time that usuall y go into data 

collection and organisation, h~s b~en the problem of obtaining 

· solutions of the cixed integer progracmine ~odels with a 

large number of iutecrer variebleo . A nuober of procedures 

hav~ been developed to elim~.:nate throUf;h si..J:ple awilysis a 

nuober of integer vari&:.:Oles ,;1hich repr-Jse.ateCA. .;.neconomical 

choicec, to reduce the 3ize of the pro~ror;ning model . 

3 Important Results 

Apnrt from t~e specific sect~r development plans that 

emerge from these sector studies, they i:ave also provided 

soc~ insights intc the natu.re cf tec:i.mology and its consequences. 

(a) Sit7u.ificant ecc-nooics of scale ere pr esent in produ

ction activities end t.;'lLlt tb.-arc it:: c ec:.:d d~nl of pctenti.:ll 
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interdependence within the s7stem ea a whole. 

(b) The cost of complete neglact of interdependen_ce 

in choosing between production and imports in thepart of the 

mechunicnl engineering sector of :Koren that was st· ..... died, 

increase sector-wide total su; ply cost by core thnn 3 percent 

of tota.l value added for tile limited nUinber of prodi::.cts involved 

in the study. 

(c) The absolute cost of neglect of interdependence is 

by no ceanstrivial ond is well above cost of conducting studies 

that account fer inter i e?endence . 

(d) For ,articular prod~cts, the conventional benefit 

cost analysis which neglects interdependence, ·, ma,;r (!;i ,.,e wrong 

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

interdependence. 

(e) The use of progralil.ling models hel;.:> in avaluatin& 

the consequences of alternative volicies. The c~st nn~ or 

benefits of particular :?Olicias oay be si~nificant. 

(f) Prograwcin~ models provide a tco l to estiuote the 

benefits of reei~n::i.l co-opernti: n to individunl countries and 

help in des~ing acher.les f'Jr sharing d benef its. 
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Fr~m i a methodol o~ical point cf view the m~st significe.nt 

ccntributi\i::i of the rasearc:i is the demonctrotL,n of th~ use of 

larze mixed intecer progr&.Ding models. 

(a) 3van with0ut obtaini ne cloball7 vptimum solution, 

progrm:imin,z !!lOdels provide~ lot of insight. 

(b) ?roblec witil a fairly large nUI!lber ~f integer variables 

cen be solved with reasonable costs. 

(c) i1ith a syste~.a.tic exploration of bree!t-evan nnalysis 

a nunber ex useful decision rules can be employed to eliminate 

significant number of intecer variables. 

ii. Quality of Research 

The reBear~ .,is_ ·certainly of a high calibre. Mor eover, such 
research is hardly carried out outside the bank. 

5. Usefulness 

For LDCs 

Larc;e pr0grar.oing c.od~-s and partici.:.larlJ econuoy wide 

progracmi.ng oodelo create nn icpr~soion th~t the visiJn behind 

the process of cevelopmant that aotivat~ such st~dies is one 

in wi:ich an elite ell ku.:,win: pl er:ninc authority attnin econooic 

growth throue;h effectively allocating resources tc various 

s ect?rs. Yet one need not share this 7ision before one considers 

such codels t0 bo useful . ?recess industries ouc~ es fertilizers ~ 

ceoent, etc., cr~racterio~~ ~y ec~nouias ol ocale and relatively 

a anall nuober of ~lant s, er~ the i ndustries w~ich ar~ usually t~e 
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ones ,:hose development arc gu:.1ed and procoted by 1,10st 5overn

ments of developing countrias. Startinc a f ew l ar 3~ i nnustriel 

projects is on~ of the easiest t ~in,s that GOVerilillents do to 

procote developnent. The plannine codels developed by Bank's 

research bas the potential to improve the rationality of 

government decisions in developing these scct0rs. 

Eowever, this potenti~.l usefulness can be ~aliscd only 

if adequate II extension work ;i f ollows this Bank Eesearch. 

We shall return to this later. 

For Bank 

Clearly, the studies related to specific ar :.:as 6ust have 

been carried out in collaboration with the operations staff 

of the F..egional Depart?:.ent concerned. The results should have 

been useful in guidine; Bank's lending operations, pr~via2d they 

were available in time. (Thi~ I would like t o explore ocre 

in talks with operationo staff). Eut clearly lot of potenticl 

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

Part cf the work on the fertilizer sector plnn for East 

Africa &light have been made irrelevant by the subsequent 

political development in East Africa nnd the break up of the 

econo1.1ic union. Even then the non-cc<:·pere.ti.:>n solutions could 

still have bean useful to the polic7 ruo.kers in the three countries. 
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The Bank way have a uz: · :ue cooperat ive aC:.7antage in 

carrying out studies such as the fertilizer study for East 

Africa that identify area& for regional' cooperation and which 

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

authority which lends ooney to the various countries of a 

region, it may have ~ccess to data v.nd policy m.aAers in the 

various ccuntries. Mor2over, ns a third ~ie.rt7 its analysis cay 

be less suspect. On the other hand Bruik ah~uld also be inte

rest ed in proooting such coopernt i · n that reduces need !or 

credit in the region. 

6 Development of Research Capacity in Li..--C 

Though country specific sector st~dies shoul d involve 

participation of local persons, the reseorcli in this aree 

does not seeo to have involved adequate number of pers~ns 

from the LDC's and it seems l~ubtful if even in the countries 

in which case studies have been carried cut, there would be 

any capability to either update D.D.d/or i.cprove the particular 

sector study or to · carry out a simil~ study for another 

sector. 

Creating research capability is a time consuoing task 

end learning by ci.o ing is an essentitl element of devel ~pment 

of research skills. Significa..~t participation oi r esea.rchers 

from the LDCs seGms to be inadequate. The cocp~l s ions of tine 
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bound r esearch pr ocracr:Jes, th_ incor. .. .rani ence of ooa:runic:i.tion 

across lnrg3 distances and t~e convenience of access to comput,rs 

and xerox r..cchines ar ::? unt:.erstandable . And yet the outcooe is 

regrettable. An eff ective prcgracce has to ~e ~esigned ~ 

facilitate participati~n of researchers fr~c the LDCs. 

7 ~uggestiQns for Rese~rch in Future 

(a) Consecueuces Jf Int G:i.~de -Jndence for allll!:ing 

The !indings of the Kor ean Mecbllllical Engineeri113 

Indust1"7 study raise a nucber of fucdOI!l8.Iltal questivns ra~nrding 

appropriate policy ~casures for developing each 

industries. 

non-process 

If econcm.i3s of scale and interde,endence are icportnnt 

the industry developcent ought to be centr ally planned. On the 
~ 

ether band, effective iopl:iI.lcntationAcentral plr.nning of a 

sector characterised by a l arge nucber of products nnd processes 

is difficult to say the l east. Moreover, the study elso finds 

that project apprais~l techniques tl.'.ly be in.appr opriate and cay 

give evoneous results cs it ne~l ects i ntertlcpendence. Yet i t 

ciay be argued that tae iopact of neglectine; inter de?endence oc 
total 

the sectors/value atlaad is scall ond cculd be nes lected; the 

conventional project ap:r ai sal techniques er~ apprcpriate . 
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Nonetheless, the issue. are s1::fficiently .L.1pcrta.nt for 

policy purposes thnt furtler e:::plor~tion ia called for. 

(b) Extention 

In order to brins the research results and the Qethodo

loeY developed to practioners, planners and ~clicy cakers in the 

LDCs considerable eoount of "extensi0n11 work should be r equired. 

Writing nanuals Qccessible tc technical persons, even 

h th 1 . tt t ' . .: l~ . l' t \i en e ruannua s are wr1 en Q oe access10 s non-specie. 1s a, · ,. 
is only a beginning. :3'NG.Sno1·t training cou.rses6',, wvuld also 

be inadequate. What would be requir ~d is a case study for a 

sector, which ic carried out with on active perticipction of a 

local teao or better ~ill, o lucol institution. It 1:10.y even 

be desirable thnt the st~dies be cnr~ied out bye local teac. 

Such studies cay be co-crdir.r. 1d by Bank staff "ho arc 

faoiliar with such r~secrcil work, and should certainly be 

financed bJ the Bonk. Evon when t~e s~ccess rete of such 

research is not high, it nay be considered a 1:,:}cesso.r.r invest

ment in building up r esearch ca~ability in LDCs. Such support 

should also include prvvision of couputer hardwa:-e in the caoe 

of ccn7 LDCs. A sector study bcsed on MI:? codals neefs 

convenient and substantial access to fairly large cocputers if 

the otudy is t0 be c~a~leted in reasonable ti~e . 
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( c) Appropriute Tec.hn·?L· :-.z fc,r E.ural Inc·istrinl . 
Develoeent. 

This set of studies bas viewed the probleras of develop-

~ent inn pur~l y technical wny. Tho objective h~s b~en to 

find least cost solutio~s . Institution~! issues in the orga

nisation of sectors , in t!:e difficulties c,f iopleoent~.tbn, or 

'in t!ie realn of selecti'.:"·n of ~10lic7 instrm:1cnts hnve bean 

beyon<i the sc:.pe 0f these stu.dies. 

And yet, with soae additi~nal effort, one could have 

oade these studies throw sooe li3ht on issues of considercble 
I 

interest in LDCs. To wile.t extent c::iu· d one develop n decentre.
StV"t.tt+t.\~ • 

lized industr ial? What are the costs of a rural baaed ,. 
i~dustriol develol)l:ilent? Whet is t:~e inplicntion for ecploy-

cent ~d incooe genernticn of developoent b~scd on s;:.all 

scale ind~str ies? Th~se iosucs need to be ~xplored in a 

systecctic, techniccl ruid dispasoionnte way. The models 

develc :,ed tc.- nee.sure tile benefits of largeness should be of 

usa to ~easure the costs and benefits of saallness. 

In evaluating the appropriateneos or otherwise of techno

logy not only r~lative fector scarcities should be taken care of 

but e.lso the limi to.tions. of public policy in using certain 

instruoents. Thus if inc~ce redistribution policies 3re poli

tically anrt to per3ue, cne oig~t lay an e~pbasis on incooe 

gcmer!ltion in salecti0::; "nppropriat2n techniques . 
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(d) Institutional issues in I::l?lewent.ntion and 
Capacity Utilization 

- ( ~"'.{14~,h.,~I t,ro"t"~.wt~!) ) 
Though .the Bruili: reseerch in this area '.las been useful 

"' 
and has indicated b-.mefi t in exc~os ·~f costs, .:)ne cw.y still 

ask i! there ~re the nest inportll.Ilt issues th~t need to be 

researched. 

The pr oblem of i opleoentetion of projects and the 

eff iciency with which ev~n laree industri~l prcjects are 

operated in cany LDCs ~re perhaps of cuch greater consequence 

tban the se l ection of~~ opt~~uc set of project s . To what 

extent del ays in installation of capacit7 P.lltl inefficient use 

of install ed capacity in largo industr ial projects &re due to 

i c proper organisat ion or due to inappropriate objectiv-as of 

the _nnageoent or due to in£ Jerience and inad~~uate skills 

nead to be exerri.ncd. The potential 0e.i~ •f being able to 

des ign affective orgc.nisational ruid i~stit~tioncl fraz:reworks 

are enc.rccus. Hor eovc:.: the B-:mk would have a coojtere.tive 

advontage i n carryin3 o~t research in this ar~a as it would be 

able to pull t ogather expeLience froc a nur.iber of countries with 

range of characteristics . 
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Interim Report of the 
Indu s try and Tra<le ~es earch Steering Group 

A. Introduction 

1. This memorandum at.tempts to summarize discussions of the Industry 
and Trade Research Steering Group over the past three months~ on .the major 
blocks of subject mc:..tter comprising Bank research in these areas (schedule 
of meetings in Annex I). For each of these topical blocks, one or more 
memoranda were prepared as a basis for discussion; these are also attached 
for refereuce (Annex II), along with a more general initial memo by the 
Chairman of the Steering Group, dated July 13, 1978 (Annex III). 

2. A matter of general concern is · the basic orientation of the Bank ' s 
research on industry and trade. The ·rcsearcl1 obJectives cited in the terms · 
of reference for · the External Panel include, inter alia, "to support all 

· aspects of Bank operations . . • " and to "broaden our understanding of the 
development process.n To meet these objectives the research program will 
necessarily involve a mix of work on innoyatjye methodologies .with work of 
immediate relevance to specific operational problems. The time required to 
develop new methoaolog:tcal approaches and to perc~ive operational ."payoff" 
may be lengthy. Ultimately, however, all such work should be related to and 
"'orvalue for°policy and operational purposes, and in areas where the Bank has 
so~e comparative advantages over ~~ademia. 

3. This relationship needs to be continuously reviewed, its definitior. 
ref!ned, - in order to avoid a widening gap between researchers and their work 
on the one hand and the ractitioners in the Bank's project and industrial 

o cy wo on the other, and worsening of the aiready serious problem of 
clsscmination/assimilation. At present, the staff of both th~ restarch 
um ts · and those engaged in operations are fully committed to ongoing pro·· / 
gratIUUed activity. There is virtually no lee-;..•ay to permit the researche:.:s to 
communicate in systematic fashi,Qll the -::esults · and potential applications of I.A, ........ ~ 
the!.r studies, nor for the practitioners to receive and digest any sucfi t\ 
information or to formulate their needs for further research in a way that 
'-Culd enable the -researchers to try to mF!F!t the.se needs. Opportunities for 
operational applications an<l feedback are thus probably wasted in substan1inl 
fart, or exploited only spcradically. 

4. It would be hizhlv desira·.,1e .;.lso fo= the research staff to work 
closely ~ the operational. and se~ departments a~r'f"icipa~o1:y 
rolP. in the B"ank' s Industry sector work and policy dialogue. _ Staff _ ·~o_nstr.!l.:'nts, 
however, also ~~verely limit such participatio..1; and even. so l:itni te.d, . it · 
~ntails a · substantial cos:: to their· primary -functior:.. 

B. 

5. 

Incend.ves ::ncl D".lmestic Resource Costa~ Ec-,n011:ic I'1teg1·at:ton in 
l,evelq£i.ng Countr:!.es; .?,nd EY.po.?:'t Promotion c.r.d Ha1:ket AccP.ss 

Incentives and Domestic- I{e.iou~·ce Cost:s ·-
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in Developing Countries, the research project· 670-01 "Development Strategi es 
in Semi-Industrial Countries" analyzed relative incentives provided to exports 
and import substitution in countries following different devel opment strategies. 
The findings, reported in several working papers and in a volume, have inf lu
enced the orientation of Bank policy analysis and, in some instances, policy
making in the countries studied • . 

(b) 671-87 "Industrial Policies and Economic Integration in Western 
Africa" provides detailed estimates on incentives and domestic resource costs 
in industrial and agricultural activities · in four Western African countries . 
The research project has led to the preparation of a tariff and tax reform in 
Senegal and an investment project in Mali; also, the methodology employed has 
found several applications in the Bank. 

(c) While. future research on semi-industrial countries is likely to 
bring diminishing r.eturns, demands for country applications of the effectiv~ 
protection-domestic resource cost methodology shoufd be m;S,. Furthermore, it 
would he des1.r a6!e to unttettt.lte r esearch on industrial strategies in non
industrj Lil and natural resanrce-rj cb countries (on this ·point see a'"Iso Paras 
23 and 24 below).' Research on an efficient import substitution export promo- J 
tion sequence and on adjustment problems involved in policy changes may also 
be desirable. 

6. Economic Integration in Developing Countries 

(a) Apart from 671-87 and a few general papers on the subject, research 
on economic integration concentrated on the practical application of the 
project approach. This has been done in the Fertilizer Study for East Africa, 
carried out in the framework o'f 670-24 "Programming in the Manufacturing 
Settor", and in subseq·uent applications on regional specialization in ferti
lizer in ASEAN and in the Andean Common Market. 

(b) Several possible areas of research on economic integLation in 
developing countries -have been identified, including experience with integra
tion through trade liberalization and product specialization schemes, future 
possibilities for economic integration, and the benefits and costs of inter 
regional trade in the framework of p=efe'T'."ential agreements. 

7. Export Promotion and Market Access 

(a) Following the research proj~cc 671-10 "Promotion of Nontraditional 
_Exr,orts", work has been undertaken on the extent of export incentives and the 
social profitability of exports (671-35 "Export Incentives in Developing 
Countries"), on· institutional and marketing problems involved in exporting 
various consumer goods (671-68 "Key Institutions and Expansion of Manufact~red 
Exports"), and on market penetration in developed countries by th.~ exports of 
developing countries (671-67 "Effects of Increased Import of Manufactcred 
Goods from Developing Countries," the manufacturing part of 671-66 on Western 
Europe, and 671-87,covering Australia, Canc.da and Japan. 

d -(b) Research results in this c'.lrP.a ·havi= bec.n utili:rnd t\'.:, i,,·ep~re i>ack-
;:·:ouud papers for World Deve:_opment Reports 1973 and 1979. 11.l the ~ame t.ime , 
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the staff requirements for preparation of these papers have adversely affected 
the work on trade in electronics and electrical machinery, textiles, and 
clothing. This work is 9f considerable importance, however, and should be 
continued and possibly ·extended to other 1ndustr:i.es. Also, it would be 
desirable to extend the study of the institutional and marketing aspects of 
export promotion to capital goods. -

(c) Work on the future demand and supply situation in intermediate 
products, such as steel, fertilizer, and petrochemicals, would also be useful, 
as it would help to indicate future possibilities for LDC exports in this area. 
More generally, it would be desirable to examine ~1tµre changes in the compara
tive advantage of the developing countries. 

C. Comparative Advantage; patterns of Industrialization and Trade; 
Economic Growth 

8. Work is nearing completion on two projects -- Patterns of Industrial 
D~velopment (RPO 671-05) and A Comparative Study of the Sources of Industrial 
Growth and Structural Change (RPO. 671-12). 'l'hese projects provide useful · 
information regarding systematic patterns in industrial growth among two-digit 
industrial sectcrs; they offer an analytical perspective that could be more 
generally utilized in sector mission wcrk. Unfortu~ately, only the latt~r 
project, dealing with fewer countries but in greater detail, deals with 
employment patterns. 

9. A third project -- "The Sources -of Growth and Productivity Change: 
A Comparative Analysis" (RPO 671-79) -- is far more ambitious, as it involves 
a general equilibrium analysis of trade-offs among policies with respect to 
their effects on growth, distribution, etc. In anticipation of the research, 
the approach has been tested in country economic_ work on Turkey, where the 
analysis of current policy options was favorably received. The research 
consists of· ex-post analysis of policy changes that affect industrial structure; 
it will cover Korea, Turkey, and possibly a third country. The analytical diffi
culties are formidable, due to data problems and the complexity of the models. 

-10. Owing to its experimental nature, the third project has been funded 
for only the first year, after which progress will be reviewed and a decision 
made regarding further allocations. In turn, as part of the same project, a 
proposal will be forthcoming for parallel ·analysis in greater depth of two 
industrial sectors in each country. This is intended to permit a deeper 
analysis of the sources of productivity change. Further initi.atives in this 
general area must await the completion of on-going work and evaluation of its 
results. 

D. Employment Enhaucement __ and Il"<lui=.;t:rial Development -- Isf::ues and Institutions; 
Small Scale Industry, and ~~terecti.on with__!.arge . 

10. This topic cicarly is irr.portant in the contc:;~t of ,;he Bank'~ concern 
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for alleviating urban and rural poverty and its emphasis on creating not just 
more jobs but more productive (i.e., higher paying) jobs. Papers by J . Stern 
ma~e a beginning on this problem, and highlighted the significance of both 
direct and indirect effects and the wide d i fferences among various industrial 
s\l'bsectors. The second Stern paper also explored employmen~ effects and 
implications in countries at various stages of development. Specific research 
topics that result in improved methods of measuring or enhancing employment 
through industrial investment, or that bear on the choice of industrial sub
sector priorities or mix, or that affect the design of projects, etc., would 
be much to the point. 

11. The status report of the Small Scale Industry Project (671-59) suggests 
that the analysis and synthesis of the massive data being gathered will be · 
difficult and will require substantial input by the regional and functional 
staff concerned. It also indicates that several further research topics may 
deserve priority attention: 

and assess-

(b) interaction and balance betw~en :ar~e a~d small industries, based 
on comparative country analysis; and 

(c) research focussed on one or more industrial suhsectors (e. g ., the 
machine-building- tndustries, para 22). 

Work on technology transfer to SMEs might best be fitted into a more -_ general 
study of the technological institutions for industrial development (para 18). 

12. There is need for more systematic analysis of institutions suppor.ting 
SME development -- for teclmolcgy, management , marketing, export promotion, 
product design, etc., as well as various kinds of finance. What could be 
undertaken almost immediately is a reYi~w of experieuce· in SME suppo~t, includ
ing criteria for judging institutional effectiveness, analytical descriptions 
of those support systems which are regarded as particularly strong, and 

' possible means for closer linking of technological assistance with project { 
_appraisal in Rank DFC lending, with a view to taking greater account in such 
lending of capital saving devices and processes; some aspects of such a review · 
are already underway. The examination of the record of experience of Technical · 
Consultancy Service Centers and Technological Research Centers in several 
Indian states, now being initiated, should also be instructive. The modalities 
of rural industrialization may require separate analysis, for which the case 
study method used in 671-59 should be supplemented by other approaches. 

z:. Industrial Financing Systems and Institutions; Credi t Markets ; 
Public Enterprises 

13. There is considerable inter.action bet ween the availability and 
condit:J.ons of finance and the pattern cf inrttistrtalizatic,n. The Bank has a 
28-year history of lending through finaneial ir: te1,n~diaries, J.O.uch more 

7 
\ 
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diversified since about 1970; it has also financed some capital market and 
venture capital institutions on a limited scele. A fresh look is needed at 
the relationship between the development of these entitites and industrial 
growth requirements. What kinds of specialization are productive? What 
strains and problems arise at various stages of expansion and diversification? 
(The panoply of industrial financing agencies promoted :in recent years in 
Korea -- including merchant banks, venture capital and equity funding institu
tions, leasing companies, a potent Guarantee Fund, etc., -- which is being 
emulated in the Philippines and elsewhere, deserves in-depth analysis by an 
operationally-oriented unit, perhaps the Capital Markets Depar·tment of IFC.) 
How can more effective use by made of the commercial banking system to provid~ 
longer-term finance for industry? What incentives and policies will stimulate 
efficient financial sector development? How can future Bank . programs foster 
such development? 

14. Of the studies underway the following are relevant to financial and 
industrial sector work: Commercial Bank Behaviour (RPO 671-25); Capital 
Market Imperfections (RPO 671-59); Role of Informal Credit Markets (RPO 671-65); 
Financial Structure and Technology Policy for Small Enterprise Promotion -- a 
Case Study of India; and the review of the Consultancy Services and Research 
Centers cited in para 12. Other financial sector work underway or planned 
will have implications for further research ~n thi-s field -- e.g., the .assess
ment of means for increasing f inancial resources for industrial development 
in the Philippines. The findings so far of- ·the Small- Industry Study also 
call for further work on the· transactio c st · of r· in SMEs and the role 
of al nne The special Bank stuc!y The \\'orl 
Bank's Approach to Interest Rate and Credit Alla.cation Issues" (May 1976) also 
called for follow-up work in this area. Steps to define new priorities in 
this field would be (a) an assessment of the relevance for other country 
situations of the extensive research done on India, and (b) commissioning of 
a study designing a more applied research approach toward institutional and 
policy solutions for ·mobilizing longer-term finance for industrial growth. 

15. Public Enterprises. The research project underway .on this subject · 
may provide some insights into proble~s and evaluation criteria specific tc 
public enterprises as such. But while general diagnoses of these problems 
are often similar, it seems likely that many of the prescriptions must be 
more country- or industry-specific. The Bank's sector and economic missions 
are continuously addressing, in various ways, the problems of public enterprise 
in a country/operational context -- e.g., management, investment planning, 
relationships with other government departments and pricing and -incentive 
policies. This approach· seems potentially more productive than i;;ene.ral or 
comparative studies. 

F. Capacity Utilization; Capital-Labor Substitution; and 
Technological Change 

16. Capad.t>.: Utiliz,'ltion: Twr, projects (RPOs 670-25 and· 670-95) have 
been - completed, though it r emains to ·provide aqegl:la te r eports of . their 
findings. Tbe research indicates that a variety of policies across a number -
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of fields (e.g., licensinE) are in part responsitle for low 11tilization rates, 
but that changes in these po.liciu; alon~ should not be expec tee! to lead to 
greatly increased utilization. The research ha s important applications in 
industrial sector mission work. While no new research is plnnnecl, fu ,:·ther 
work is needed to facilitate operational analysis of the prospects and means 
for improved utilization in specific circums tances, through the briefing of 
missions and subsequent review of their findings. 

17. Capital-Labor Substitution; Detailed investigation of the scope fo r 
substitution has been carried out for mechanical engineering (RPO 670-23) and 
is linked to research on industrial investment analysis (RPO 670-24). The 
preliminary finding is that wide scope exists for substitution, but more so 
at low than at high output levels. Work is also in progress on technology in 
textiles (RPO 671-77), where the focus is explicitly on project design and 
operational staff are involved. This work is significant in that it may 
directly affect future Bank projects, by redJ~ing costs and increasing benefits 
through changing the choice of technology. A wider cove rage of industries is 
provided by the survey of recent case studies under the ''Appropriate Industrial 
Technology" (RPO 671-51) project. Discussion of this survey, along with an 
evaluation of detailed investigations carried out within the Bank, will be 
needed to determine priorities for further research. 

18. Technological Change: This is a high priority area for future tg 
research. - The Bank hilS undert;;ken no reSC!.'.lrc-:.'1--specTt'Ic"~-a r-ty- ·irr ··ttrr~, (( 
thou£h a good deal of operational work has the obj'"'.-::tivc of fo:.,::c-::-i.;,i,'; techno
logical change. This work has led to projects based on pragmntic considera
tions in a number of countries, but there is ar. evident need for improving the 
knowledge on which technical assist~nce and R&D lending is based. Some present 
research is tangentially concerned with chc mechanisms through which techno
logical change occurs, and there are tentative sugge~tions for more directly 
focused studies. Nonetheless, generation of research topics that would lead 
to useful results will require a good deal of work. Explor~tory research to 
investigate the nature of technological change a11d factors conducive to 
different types of technological change is likely to be required. Emphasis 
must be given both to the role of institutions and the effect of the general 
industrial policy environment. Research ought to be toilorcd so as ever.tually 
to contribute to the design of Bank lending aimed at fosterin~ technological 
change, in specific sub-sectors as well as small and medium scale industry more 
gener:ally. Attention should also be given to learning from past Bank projects 
in this area. 

G. Industrial Programminz; Studies of Process Industries 

19. Research under the "Programming in the ~fanufacturing Sector11 

(RPO 670-2/f) project has sought to Jevelop a methodology fo.- af!i-)li0.:i industrial 
investment analysis. \fork on the process indusL~ics is rartlle::::t :1long, and 
comprises model forrll'Jlation anJ specific appUc2ticns for fe:rt:i.lize::- (in 
several countries and reg::.onal broupin~s), c.::meni:. , puj p a;i.cl paper, and steeJ .. 
For these sectors, the nethodolcgy f ocuses 0n t lie ~election o~ the loc~tion, 
sc~le, timing and design of inter-connect~d projects. ~ork i~ als~ being ~one 
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on mechanical engineering, on the analysis of comparative advantage and on 
choice of technology. 

20. Particularly in the process industries, this work has definite 
operational usefulness, but the extent and direction of further work is now 
uncertain owing to staffing constraints and questions regarding the proper 

""?-

locus of responsibility -for operational applications. Possibilities for 
furthei.=--work include: ~tlret applications for industries already covered 
but in other locales; b) ~xtension to new industries, with chemicals l•eing a 
prime candidate; c) development of algorithms (e.g., GAMS); d) technical 
assistance to users in country planning offices or consultant involved in 
project work; e) further rP.search to incorporate aspects heretofore neglected 
(e.g., uncertainty). Consideration also needs to be given to translating the 
work done on mechanical engineering into an explicit framework for project 
selection. 

21. Continuance of work in this area would require allocating staff 
resources to replace staff who have moved on to other responsibilities. Given 
the investment already made and the results to date, creation of a small (two
to-three man) unit for continuing work in this field may be justified. This 
would make fensible assignment of full-time responsibility for informing and 
educating operating staff regarding potential applications of programming 
methodology, for monitoring its use and the resulting feedback to refine the 
methodology and update technological information, and for further extensions 
in both applic"ation and research. .. 

H. Specific Industries Studies 

22. In discussion of several of the above topics it has been suggested 
that they might most usefully be studied in the context of a systematic analysis 
of one or more industrial subsector(s) in a few selectetl countries -- including 
the industry's structure, product linkages and sequence of development, rela
tive efficiency and interaction of large and small scale units, technology 
choices, transfer and innovations, employment effects, etc. An obvious candi~ 
date is the machine building industry, given its central role · in the industri
alization process and in technology development, its varied character, and its 
potential for generating exports and employment. It is also an industry on 
which data are available, in the Bank and elsewhere, in considerable quantity 
for several countries. An intensive effort o·,er several months will be needed 
to design a study and identify perhaps three countries for initial attention; 
to carry it out would involve a major investment of manpower, but it would seem 
to offer p=omise of illuminating a wide variety of issues and relationships. 

J. Industrial Investment Rtrategy and Pol:i.cies for D--ifferent. Country 
Situatioris 

23. The diversity of country situations calls for different designs of 
industrial growth paths and policies to suppo~t them. The categories listed · 
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below are illustrative of possible differentiations. Country sector studies 
typically include considen:;.ble cata and descriptive material that suggest 
significant familial characteristics; analysis of their findings in greater 
depth, in a more consistent manner, might provide further insights into the 
special potential and problems of these "types" of developing countries , and 
operational guidance for dealing with them.· The Steering Group has not yet · 
considered possible studies under this rubric; and no common .analytical frame
work to guide ongoing sector work has yet been developed 

24. A typology of industrial development patterns might identify the 
following: 

(a) countries rich in natural resources (e.g., Venezuela, Iran) 
where resource-based industries provide the springboard for development but 
must be supplemented by downstream and supporting activities, and by expand
ing expo_rts; 

' 

(b) countries just betinning the process of industrial development 
(e.g., Burma, Cameroon, Paraguay) where financial and manpower resources are 
limited and a wide range of issues must be faced; 

(c) Sub-Saharan Africa -- similar in many respects to category (b) above, 
but with certain special features -- high wage levels inhibiting development 
of labor-t.nf~nsive exports, dominance _of pri"!ate _fore-ign investment .(whi<:h 
may be a causal factor in .the dualism of these economies, use qf inappropria te 
technologies and the stunting of small scale enterprise), etc. 

(d) the protective; import-substitution model (extensively studied 
but its complexities still defying ·definitive conclusions); 

(e) The "Latin American pattern" (which also extends to certain non-
Latin countries), characterized by semi:-industrial economies, relatively rich 
in ·natural resources, with problems of unemployment, adjustments to continuing 
inflation and attempts toward greater export orientation. 

K. Conclusions 

25. It is very ·difficult to draw firm, final conclusions about the World 
Bank's near-term research program in the fields of industry and trade. The 
various topics discussed earlier in this memorandum interlock at many points; 
and with a few exceptions, continuation (and usually extension) of the research 
avenues opened up so far seems justified -on the merits. - The question is what 
can be accommodated within the budget and manpowe~ resources prospectively 
available. As was suggested earlier, very little flexibility exists at 
present. 

26. The Steering Group has not ycit addressed, in systematic fashion, the 
establishroe:nt of priorities among the various ·topics outlip.ed above; substantial 
differences cf view;- at least of emphasis , are evident . From the discussions 



- 9 -

so far, however, ·it is generally accepted that work already far advanced -
e.g., that on patterns and sources of industrial development - - should be 
completed, and possibilities for application of the findings or methodology 
be further defined and made accessible to key operational staff, before major 
conunitments are made to new blocks of research that would preempt these 
possibilities. Among potential expanded areas for research it would 
seem that technol ogy development deserves a s pecial place -- whether through 
a macro approach (para 18) or through study of specific industries ·(para 22), 
or from both perspectives, needs fur t her analysis . 

27 . The Steering Group would welcome the views of the External Panel 
on this question of priorities. And before the next meeting with the External 
Panel the Group will reach specific conclusions on the matter -- assisted 
s omewhat, we would hope, by the fact that the Bank ' s budgeting process for 
FY80 will have advanced considerably by that time . 

28 . The Group has not as yet at tempted to quantify staffi.1g a.id bt:dgc t 
requirements for a research program still undefir..ec;t. and dispersed among ' 
numer ous administrative units . However, it would ,underline the importance · 
of adequate staff resources to help absorb .:-.nd apply research results _as they 
a r e achieved -- which may often require preparation of a clear synthesis of 
findings of use to country, sector or pr.oject rr:fssions; direct involvement 
of r esearch staff in such missions; and· time for· prac-tit!_oners to acquaint 
th ems el yes in general with . what resea,_rc.h findings are . available, and _ their 
i mplications and poten~ial uses . 

November 29 , 1978 



OFFICE MElv10 RAf\JO UM .. 
TO: Mr. Benj amin B. King, Director, DED DATE: August 21, 1978 

M: · Donald B. Kcedng, WDR Core Group l)_S 1(_ 

r Net: l.forld Bank Requir ement s f or tfor k on Trade . in Hanuf ac t ures 

e 

1. . World Bank requirements for work on trade issues, and especially 
developing countries' manufactured exports, are in the process of shifting 
and expand:!.ng in ways th~t call for rethinking our work program and 
obj cctives. 

2. Up to now our program in this area has been designed to serve 
the internal needs of World Bank operations through a combination of 
reporting, advice, mission participation and practically-oriented research, 
The expectation has been that there would be a useful spillover for the 
aca<lezic corr.:nunity and other specialists in development, and the partici
pants would also engage in policy work part of the tir:ie; but these h<ive 
been viewed as side benefits rather than principal objectives of the ,;.:rork 
program. Now ,.;ith the tforld Developnent Report raising new expectations 
by concentrating heavily on trade issues, we have to reevaluate our 
objectives. 

3. The internal requirement is as strong as ever. In practically 
all the large developing countries, the Regions are mounting effor~s to 
analyze industrial issues and needs in greater depth than before, with 
much emphasis on trade questions and policies relating to exports. Hany 
smaller countries are becoming concerned with their industrial exports, 
and are asking for missions and advice. If I had the time, I could fill 
up my calendar for the next year and a half, twice over, with ir.issions 
along these lines; and there is also a tremendous matching demand for 
advice here at Bank headquarters, on the work being done and the recommenda
tions being made. At the same time there continues to be intense interest 
in our reporting and our projections work; the demand is especially great 
for projections by country and region, and estimates of what products have 
strong prospects in what countries, though, of course, ·we are generally 
unable to provide much guidance here. Our research based on interviewing 
of fin:ls is also very well received. The Regions involved are consistently 
inte1:ested in the research on export marketing. Research which we would 
like to do, on the marketing, technical servicing, and financial aspects 
of exporting capital goods, would be enthusiastically welcomed. In all 
these respects the work program as it is now conceived seems well aimed 
toward the Region's needs. The big problem has been, of course, finding 
staff and time to do t~e job, in face of inadequate staffing and constant 
competition from policy work. 

4. The newest demand comes as an outgrowth of recent Bank policy 
\..·ork in the trade field, especially the World Development Report. Suddenly 
the llank has been seen by the interr.ational development community, and 
its mel:lber nations, to h.:1ve a capability to do impartial, in-depth, 
quantitati\•ely-based 'reporting and .:?ualysis on devclopin6 countries 1 

trade prospects and surroundin[; policy issues involving developed countries 
as well as developing ones. Our perceived cap.:ibility in this .:irea relates 
so far mainly to manufactured goods. The Bank's initiative in analyzing 
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these subjects, and its leadership in suggesting wh.it is needed, have 
been enthusiastically welcomed by the Bank's ExecutiYe Directors and the 
member countries they represent. We have also received a very favorable 
reception hy the press and by people and organizations that can be taken 
as representative of the "intelligent laycten" in this ficld--people 
concerned ~ith influencing policies, making business decisions, and the 
like. 

5. In response to this demand, it now looks as if WDR work, or 
the equivalent, will be required beyond WDR II, and trade, protection 
and related issues will be a major subject in every successive 'WDR. This 
already poses a difficult challenge since it becomes hard to say something 
new on the policy front, without a lot of new work. But the WDR require
ment may be symptomatic of a bigger need. 

6. This i& a field in which public interest runs high and can be 
expected to persist in years to come. No other set of issues is more on 
the minds of the world's policy-makers and business leaders in regard 
to development-the main rival is the debt and private borrowing situation, 
where the Bank is also becoming a major source of reporting and analysis~ 
To our surprise we have found that in trying to do careful, quantitatively
based reporting and analysis of trade issues, building on recent numbers 
and Bank projections, we are pioneering and filling a gap, despite the 
work already being done by_ other international agencies, the academic com
munity, business writers and commercial researchers. The public and 
governments alike appear eager to see us do more. In view of the importance 
of ·trade for the developing countries, Bank management at the highest levels 
is also eager to see us do more, provided we can do it well and deliver 
something useful to the international community. Thus, we now face a 
need to raise our sights in our work program and think about what analyses 
in depth would be fruitful in meeting the needs of international decision 
makers and the broader public. 

7. Presumably we would require a widely published and circulated, 
carefully produced, and quality- controlled output, designed to meet 
internal needs of the Bank as well as outside needs. There may be a 
tremendous potential here for contributing to the Bank's prestige and 
public visibility, and even more important, for influencing world opinion 
and contributing to development, but only to the extent that the job can 
be well done. With the Bank's reputation at stake it is essential that 
the work be of good quality aud well aimed at questions of great interest, 
suitable for careful, quantitative, balance analysis. 

·8. I . have a sense that there are plenty of questj_ons of this type, 
though there are also issues where we would want to back away, either 
before or after making an analysis for our own inside purposes. It also 
seems to me that the pressures on the Bank to look at some of the trade 
issues, and to say m.ore than what is said in WDRs, are likely to become 
overwhelming, so we had better start getting ready (and staffed) to do 
some good work in this area. 

. .. 



OFFICE MEMORANDUM 
TO: 

FROM: 

Mr. David Gordon, DFC 

Benjamin B. King, DEDDR~ 

DATE: November 22, 1978 

SUBJECT: Trade in Manufactures 

I am forwarding Don Keesing's memos (attached) at his 
request, but would like to say a few cautionary words which may 
place his admirable enthusiasm more in context, at least as far ~s 
this department is concerned. Here are some points worth noting: 

(i) We have an informal agreement with Helen Hughes that 
EPD will gradually take over the reporting function on exports of 
manufactures. The modalities of this have still to be worked out, 
but the idea is that a group in our Industry Division (about 3 
professionals plus research assistants) would then be free to do 
research and give back-up advice. 

(ii) This allocation of resources would, of course, be depleted 
to the extent that WDR continues to preempt so much of the group's 
time. It is my hope that an ad hoc nature of WDR organization will 
ultimately be replaced by a more stable one. There is some indication 
of this. 

(iii) It is worth noting that the main orientation of this 
department is micro rather than macro. While the two can never be 
wholly separated, it makes more sense to place the emphasis on 
macro trade matters elsewhere, primarily in the EPD. 

(iv) There has, as you know, been a severe constraint on DPS 
staff resources. For increases at the margin , if any, there are 
many competing claims. 

(v) I'm not sure that I share Don's preference for generals; 
lieutenants, sergeants and privates have their place, if properly 
led! 

Attachments 

cc: Mr. Chenery 
Mr. Karaosmanoglu 
Mrs. Hughes 
Mr. Stoutjesdijk 

/ ·Mr. Balassa 
Mr. Streeten 
Mr. Acharya 
Mr. Westphal 
Mr. Keesing 



OFFICE MEMORANDUM 
Mr. D. L. Gordon, ChaiIJ11an Industry & Trade Research 

Steering Group ~ 
(thru: Mr. B. B. King, Director DED) 

D. B. Keesing, WDR Core Group/DEDND D8 t( . 

TO: DATE: November 17, 1978 

FROM: 

3UBJECT: Need for More Work on Trade in Manufactures 

1. The attached memorandum of August 21, though hastily written for internal 
purposes, captures some of the urgency of expanding our work on trade in manu
factured products. Thus, it may be useful for the Steering Group and for the 
Research Advisory Panel on Industry and Trade. 

2. Because of its narrow purpose and focus, the memorandum does not 
discuss either the wider context and history of work in this subject, or how 
new policy studies would r elate to exist ing and proposed research. However, 
the Steering Group and Advisory Panel are almost certainly so well informed on 
research projects that they can work out most of the connections for themselves. 

3. A few points might be useful to clarify the context. When our Economi cs 
of Industry Division work program on manufactured exports from developing countries 
was launched in January 1976, I recommended a phased expansion to a staff of at 
least four to six professionals. In my judgment th.is number would still be highly 
desirable, though whatever the number, our main need is for very experienced · 
people in this area. At one time, over a year ago, we reached a level of three 
people (only one of th.em senior), but one of the more junior people (Kemal Dervis) 
was soon divert a:i to other work, the other is in process of leaving, and I have 
been pulled away to work full time on the second World Devel opment Report. So 
we are now back nearly to zero. 

4. In regard to research, I believe that with more staff, much useful 
research could readily be designed in this area to match some of the subjects 
mentioned. However, with no staff and not enough time to do existing research, 
it would be quixotic of me to put new proposals on paper. Our first need in 
trade is staff in my group or somewhere! 

5. Whatever may be decided on the future of trade work in the World Bank, 
I believe that what has happened to this small program on manuf actured exports 
illustr~tes some of the problems we run into, in the Development Policy Staff, 
from insufficiency of resources and inability to concentrate the ones we have. 
Right now we are badly overextended in trade, and unable to meet a widely 
perceived need to follow up the work we have already done, except on the basis 
of a fraction of a man-year of

1

work here or there, by overworked staff at the 
cost of some other pressing priority. 

DKeesing :mm 

Attachment 

cc: Recipients of August 21 memo; 
Mr. S. Bery, VPD 
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9. Let me cite examples ·of work that may be needed. · ,. 
--In regard to protection, where our WDR I discussions have 

been well received and have raised expectations for more in the future, 
we would fill a big gap if we would analyze carefully the impact of 
major protective roeasures--such as EEC and/or U.S. textile quotas, the 
new orderly marketing agreements in footwear, restrictions and minimum 
price schemes in steel--on the growth prospects of individual developing 
countries or groups of countries. Here, of course, my textile and 
clothing paper (when it finally gets finished) helps to give us a start, 
as do our WDR background papers and EPD's efforts to get together data · 
on protection, but much more may be needed. 

--There is a need to analyze, more than we have yet done, 
what policies the developing countries would he wise to follow in the 
face of mounting protectionism in developed countries. 

--Related to this, more work is needed on trade in manufactures 
among developing countries: the nuts-and-bolts details and trends, the

1 

·poten~i~l benefits, possible measures to promote this trade, and surrounding 
policy issues, some of which involve basic questions ~s to the extent to 
which developing countries should design their own technologies and 
consumption styles. There seems to be much interest in our doing a 
technically-sound analysis here. Even if we are not very optimistic · 
about the possibilities, we are likely to be asked to spell out our reason-ling and evidence. . 

' --We must not neglect our bread-and-butter questions regarding 
trade and industrial policies that developing countries should follow. 
Here we are likely to find that with the added stimulus of WDR work we 
will have new things to say, leading to publishable papers. For example, 
there may be new things to be said regarding policies in countries with 
special characteristics--least developed, very small, very large, mineral
rich, etc. Certainly we need more work, including studies of Bank 
experience, on industrialization and trade outside the main semi-industrial 
countries in which past research has been concentrated. As a result of 
lo.TOR work, and/or the Robinson-Dervis work on Turkey, we might also find 
new things to say regarding such matters as distributive and poverty- . 
alleviating affects of alternative trade policies, and lessons of experience 
in regard to transitions to more desirable trade policies. Hopefully 
our new research projects will derive lessons on how to promote marketing 
of manufactures. -Insight in this general area has been one of our aims 
all along, ~ut WDR work gives us new perspectives and new readerships. 

--A subject of enormous international interest, where our past 
work and WDR I presage much more in future, is the future progress to 
be expected from developing countries in their manufactured exports. Here, 
for e.'!ample, there is much concern over how rapidly the leading developing 
countries (and others after them) will be able to diversify into capital 
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goods and other skill-intensive industrial products. There is also a 
need to look more carefully at the prospects of the less developed among 
tlae developing countries, and to call attention to the manufactured (and 
total) export picture in those that are not "newly industrialized countries." 
Then there is a need to look further at the total dimensions of the world 
oarkct for the industrial products (and the whole set of products) in 
which developing countries are now or are likely to be most successful, 
relating this to the dinensions of their export needs. It would also 
be useful to project, 10, 15 and 20 years ahead, what the "newly indus-· 
trialized countries" will be like, to see to what extent their wages ana 

. export needs will be a disruptive force. All of this would be a 
continuation of the work we (and others in the Bank) are already doing, 
in response to a strong need for such work to ~eet the needs of Bank 
operations and developing countries. But the new twist here is that 
governments and businesses in developed countries are intensely interested 
in what we learn. 

--The' other side of the same exports is what happens in the 
developed countries. Here the big new Baldwin and Waelbroeck research 
projects promise to give us a good deal of information. However, no matter 
how well they answer our questions and meet the need as research, there 
will surely be a demand to carry the analysis further and to convert 
their findings into policy papers. 

, •. 
--WDR I has also put us in the business of commenting on 

adjustment issues and policies in the developed countries. Here Martin Wolf 
will do a major paper as backgrond for WDR II. This is likely to trigger 
a demand for further analysis, including work on the benefits from adjustment. 

--In addition and as a complement to all these studies relating 
to manufactured e."i:ports, work is badly needed on imports of manufactures 
by developing countries--wha.t they are, where they go, who supplies them, 
and their relationship to exports--and their implications for the policies 
of developed countries as well as developing ones. EPD is studying the 
links on a broad modeling level but there may be a need for policy 
purposes to indicate the industries and countries and the links to exports 
at a more detailed level. 

10. I have purposely left out of this list trade-related issues 
where EPD would clearly have the main responsibility, for e.xample, those 
involving primary exports, export processing, global modeling and inter
dependence, trends in total exports, price projections, and trends in 
protection. The subjects I list have all been treated so far, if at all, 
by the Development Economics Department together with other l>ank units, 
cooperating on an informal or ad hoc basis. 
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How much we can do , i f any thing , t o expand our wo r k program 
and t hat of DPS as a ~hol e in these areas obviously depend s on ques tions 
of s t affing . Hith our present staffing, it is doubtful that we will be 
abl e to mainta i n even a ninimum program on manufac turc d C."\'.ports, al ong 
the lines int2nded up to now. The operational support J.nd reporting part 
of this prograin has practically ceased for the time being to make way 
for WDR II, and the research has been disrupted, It is also not at all 
clear that we can meet the minimum needs of \.IDR '1-:ork no matter how much 
we cut back the rest of our program. For example, it is completely 
unclear who in the Bank will be available to do the WDR Core Group trade 
work, or the support ~ork, for WDR III. On bal~nce, compared to a year 
ago, the Bank now has fewer senior people in trade, nnd, of course, the 
Development Economics Department has also been weakened in this area. 

12. Senior people in the trade and development field, in the Bank 
as a whole, are the key resources which is critically short, though, of 
course, it also matters greatly how these people are organized and what~ 
they arc asked to do. Experience up to oow in our trade work shows that 
particularly in regard to policy issues, but also in regard to analytical 
studies using non-standard methods or much judgment, good work in this 
field depends on senior people, who must have wide e."Xperience in tra4e 
and development issues, along ,dth exceptional abilities. Junior, inex
perienced er weak people are practically useless. Indeed, if there is 

~need to supervise them carefully, their net contribution can easily 
'bi negative. Use of senior consultants or else research assistants is 
likely to yield better results. The subject matter is too complex, with 
too many .sides to it, to entrust the work to anyone who falls short of 
a very high standard. Other international organizations which do not 
have enough people of the highest quality do dull, useless, and often 
misleading studies. Unless we are staffed to do the job right, we shall 
do the same. 

13. In my estimation, ·whatever success we have had up to now in 
the analysis of :manufactured exports and surrounding issues of trade 
policy, has bc~n made possible by bringing together within the Bank 
several top quality trade experts, whose exchanges of ideas have led some 
of us--certainly they have led iae--lo do much better. work than Wt:! would 
otherwise have done. These people are almost all in d:l.fferent units and 
have ahlays been few in number, but by comparison with other international 
organizations and research centers we have been e.xceedinely rich in 
first-rate people working together. 

14. To expand the Bank's work program in this area seems to be 
feasible, w:ith potentially excellent results, but it can only be done by 
bringinr; in several first-rate senior people and putting them to -work on 
these issues. This appe.:i.rs practically impossible within the Development 
Policy Staff, let alone.the Development Economics DcpJ.rtment, under 
present staffinc constraints, for two reasons. One is the nc1tionality 

I constraint interacting with an inability to attract suitable senior 
pcoplC' apart from U.S. nationals. In the woi:ld as a whole, there are 



-
Mr. Benjamin B. King - 6 - August 21, 1978 

only a few dozen people of sufficient quality and experience to help, 
and the non-U.S. nationals arc all tied up in prestigious or po-wcrful 
positions from which we generally cannot budge them for positions at 
less than an N level, and lately not even at that level. Thus the 
added fienior people would have to be almost all U.S. nationals, though 
on~ or two could be drawn potentially from existing Bank staff now 
working mainly in other areas. Second, as a rule, the DPS does not 
have senior-level positions (for example at the M level), to offer 
these people. 

15. In view of these staffing constraints, I recommend th.at we 
tell Bank manage~ent that this possibility exists, and that we would 
like to do the job but we can't get the people to do it unless they change 
the rules. Specifically, I recommend that the two Departments most 
concerned be given the authorization to recruit one U.S. national each 
at the H level this year, into what would otherwise be a slot at the 
L level. Within the ne.~t year every effort would be made to bring in 
two more senior people, one per department, perhaps by s~Titching people, 
from other tasks within the Bank. These people would be given research 
assistants and, eventually, one or two junior people to supervise, 
and together with everyone concerned in the Bank I s management, we would 
work out a division of labor and work program based on a high degree· 
of cooperation and frequent exchanges of ideas. · ,.. 

16. Bank management needs to be clearly told, in making its 
decisions, that if we do not get at least one or two more senior people, 
we shall have to curtail either our regular trade work or our WDR trade ' 
work, at least in the Development Economics Department, and probably in 
the Bank as a whole. If we are to expand our program in the directions 
suggested above, to meet the hopes raised by WDR, we are going to need 
four or five more senior people in this field. If the decision is made 
clearly on this basis, and our workload and c...xpectations are adjusted 
accordingly, I shall be plea·sed no matter which way the decision -goes. 

cc: Hessrs. Chenery, Karaosmanoglu, Balassa, Streetcn, Acharya, Westphaf, 
Colace and Nrs. Hughes. 

DBK:nb 



Af1NEX III 

Areas_ for _Re.sea rch_on_Indust rial Deve.LQement . • 

1. . This memorandum is intended to help focus discussions on 
areas that merit attention in further research on industrial develop
ment by the Bank. The External Panel on Research in . Industry and 
Trade may find it useful as an indicator of some of the topics that 
are being considered by the Industry and Trade Research Steering 
Group that has recently been estabtished to review research programs 
in. these two related fields. The Steering Group proooses, following 
initial discussions with the External Panel, to prepare a more detailed 
outline of a near-term future research program in these fields. 

2. This memorandum should be read in conjunction with review of 
the status of on-going programs, .with which the future · programs may have 

.strong Linkages . Also suggested herein are some additional .topics or 
Lines cf investigation that are becoming more import.ant in the Bank's 
work and that have not been adequately covered. 

3. The focus is on topics in industry . Consequently, this 
memorandum may be regarded as a companion piece -- with a different 
orientation and coverage -- to the memorandum ~ntitled ''Medium Term 
Work Program in Trade and Commodities . " 

4. In order to avoid a Long, indigestible List of _individual topics,. 
among ~,hich it may be "d-ifficult to reach· any consensus on -priorities, a 

· smaller number of topical "families" are identified below . Each family 
may Anclude a number of individual topics that are closely related~ and .. 

. it is not necessary at thi_s stage to atte_mpt exhaustive ide-ntifi cat.ion 
. of specific topics . The order of presentaticn. of the topical families 

does not imply_ anything about priorities. 

5. A point of general concern affecting all the topics Listed 
below is the question of the basic orientation of -the Bank ' s reseaich 
in industry. The four main objectives stated in the terms of reference 
of the External Panel include, inter alia, "to support all aspects of 
Bank operations • ~ • '' and "to broaden our unde-rstandi ng of the deve-lop
ment process . " In order to meet these obj ect.i ves the research progra·m 
will necessarily involve a mix of wori< on innovative methodologies as 
welt as work of immediate relevance to specific operational problems. 
The time req·uired to develcp · n-e~, ·mett'toaologicat approaches ar.d to · 
perceive operational "payoff" ma}' be Lengthy. Ultimatel>', however, all 
such work must be related and of value to the stated objectives of the 
research program, and in areas where the Bank has a comparative advantage 
over academia. This relaticnship needs to be continuously reviewed, its 

~ definition refined, in order- to avoid a widening gap between researchers 
and their work on the one hand and the ~r3ctitioners in the Bank'j. project 
and fodi.Jstr·ial policy work on the other, and ~H.)rsening of the already .l"J-('11,11.,! 
diss~minaticn problem. At the same time, d~e attention must be given 
to @eeting the research n~eds that emerge from the practitioners 1 day-
to-day work and problem solvinr ~·tempts. The staffing And crpanization 
of research should be !uch as to cnJbie reseJrch staff to · work closely 
with the operational and teeter departrae~ts and have~ participatory 
role in the Bank'~ industrial Q~eration9 ~nd pol i cy dialogue. 

/2 
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The formation and com·position of the Steeri-ng · Group was intended to 
reflect this necessity, and to take account of the range of questions 
and options it poses i n consi der ing research priorities; the Externa l 
Panel is urged to do likewise. 

A. Industrial investment st ra tegy· and policies in selected country -~----~----------------------------------------------------~---~l!Y.2!12!::!§ • . 

6. The variety of country s i tuations calls for different designs 
of industrial ·growth -~aths and policies to support them. The following 
categories are illustraiive of differentiations that can be made ; in
depth case studies could be undertaken to illuminate familial differences 
and to provide operational guidance. 

Ca) Countries rich in material resources (e.g ., Venezuela, Iran , 
Indonesia). Resource based industr1es may be used as the 
springboard for development but must be linked to other 
-downstream and supporting activities, and to expansion of 
exports. 

Cb) Non-industrial economies (e.g., Burma, Cameroon, Paraguay), 
which are just beginning the process of industrial develop
ment; attention must be given to the relative importance 
of policy tools, incentives, mar.agc~ent and labor training; 
the ro le of .private foreign investment; and t he sequence of 
import substitution and export development . Research project 
could take off from work done en basic mission to Tanzania 
and current sector work in Cameroon. 

Cc) Sub-Saharan Africa. While similar in some respects to 
countries in category Cb) above , this group of countries 
may deserve separate treatment for various reasons. High 
wage levels may inhibit development of labor-intensive 
export industries. Dominance of private foreign investment 
in Africa may have a great deal to do with the dualism of 

·. these economies~ use of inappropriate technologies and the 
stunting of small scale enterprise. , A comparative study on 
wage rates and labor productivity would throw more light on 
this problem, and on reasons for their divergence; this 
needs further exploratory work -and preparation of a rese~rch 
design. A review of the literature on Ci) the impact of 
private foreign investment on African economies, and (ii) the 
relevant policy _frameworks of African governments should be 
undertaken initially; a great deal has been written but · 
there is little evidence, in sector policy or operational 
decisions, of its absorpticn ·by- Bank staff. A· sy5tematic 
review would enable us to take stock of what is known, and 
to define more correctly the subjects requiring further 
research. 

•• /3 
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7. Other patterns might be the expori-oriented East Asian countries, 
the import substitution pattern which has characterized South Asia in the 
past (although now chang i ng to some exte~t), and the Latin American pro
pensity and adaptation to inflation. All have been studied, more or less 
intensively -- more than those in para 6 above -- but there is continuing 
need to relate the findings of these studies to other regions and situations · 
(as in para 6). · 

8. This topic clearly is important in the context of the Bank's 
concern for all~viating urban and rural poverty and its emphasis on 
creating not just more jobs but more_Qroductive (i.e., higher paying) 
jobs, since solutions are supposed to be efficient and not simply welfare 
systems. Papers .by J. Stern made a beginning on this problem, and high
lighted the significance of both direct and indire£t effects, and the 
wide differences in this regard among various industrial subsectors~ 
The second Sterm paper ~lso explored· ·the implications of .employment effects 
in -countries at various stages of development. Specific research topics 
that result in improved methods of measuring or enhancing employment 
through industrial investment, or that bear on the choice of industrial 
subsector priorities or mix, or that affect the design of projects, etc., 
~ould be much to the point. 

9. · One important sub-family of topics 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 separate genus. Are 
they efficient users of factors? In what industries or activities? How 
can efficiency be enhanc~d? What special incentives or technical and 
technological assistance do they need? What mix of small and Large scale 
industries is effective, and how do they interact, in complementary or 
competitive ways? More broadly, what is a proper balance between capital
intensive and Labor-intensive industries in countries at different stages 
of development and with different size and population characteristics? 
What are the implications of large scale, capital intensive patterns of 
industrial investment for iocii9~0QY~ entrepreneurship, finance, business 
organization and technology? These are some illustrative issues. 

10. There is need for a more systematic analysis of institutions 
supporting -SME development -- for technology, management, marketing, 
export promotion, product design, etc., as well aa various kinds of 
finance • . What could be done almost immediately is a summary of Sank 
experience in SME support, . including crite ria fo~judging institutional 
effectiveness; analytical descriptions of those suppo~t systems which 
are regard~d as particularly strong, and possible means for closer Linking 
of technological assistarice with project appraisal in Bank . DFC Lending 
with a view to taking greate r account in s~ch L~nding of capital saving 
devices and orocesses. The modalities of rural industrialization may 
require separate analysii: the nature of industries ·suitable for rural 
resource endowments and markets, Linkages ·with egriculture, infrastructure 
requirements , policies and institutional fr~mework;· ~tc. The case study 
approach that has often been used (e . g., 671-59) may have to be supplemented 
by other approaches to this problem. 

•• /4 
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c. QeveloQing_the_technological_base. 
-~ 
. . 

11. Many countries, particularly those classified as semi-industrial, 
are increasingly interested in developing their own technological capa
bilities, reducing dependence _on Licenses and enhancing their adaptive 
capacity. Technological assistance to small industry, to be effectiv~, 
may have to be Linked to R&D activity of a simpler character, especially 
in smaller or poorer countries. · Some specific projects are in process of 
discussion and design, and a few have been approved and are being imple
mented. Moreover, in industrial sector work more ·attention is being 
given to this topic. For example, work on the engineering industries 
is being stressed because they may have many desirable characteristics 
(e.g., they tend to be efficient at small ~cale; they tend to be Labor
intensive; the demand is highly income elastic; they have strong backward 

. and forward Linkages; there are definite export possibilities; and they 
are an important "carrier" for technological change). These characteristics 
need to be more fully demonstrated and conditions for successful projects 
established through research in depth on the policies, institutions, and 
methodologies for strengthening indigenous capabilities in countries at 
different stages of development. · 

12. Possibilities of labor-capital substitution are under study in 
the mechanical engineering industry, with special reference to African 
conditions (Phase II of R671-51). · Depending en the outcome of these 
projects, further studies of possibilities of improved project design 
in selected industries may be indicated. 

13. It is recognized that research on technology will require close 
collaboration between engineers and economists, · will have to be product 
and industry specific, and possibly be conducted· i n a sequenti al manner. 
Hence, we cannot expect to mount a large number of projects in this are~. 
Our main object would be to influence the processes ·of project preparation 
and industrial planning by paying more explicit attention to the technical 
feasibility of capital-saving devices and processes • . 

D. fin!ncial_slstems_and_industrial_develoem~nt . 

14. There is considerable interar.tion between the availability of 
finance and the pattern and direction of industrialization. Several topics 
involve issues that affect Bank operations and hence may deserve attention.
The Bank has a long history of lending to financial intermediaries. A . 
fresh Look is needed at the relationship between the growth of these entities 
(and also capital market and venture capital institutions) and industrial -
~rowth requiremcrits. What kinds of specializat5on ar, called for? What 
strains and problems arise at various stages of expansion and diversifica
tion? What are instruments and conditions for success? What alternative 
sources -of finance (foreign and domestic) are avaHable'? What inc..entives 
and policies will stimulate the right kind of . financial sector development? 
How should future Bank programs aim to foster such· development? 

"" /5 
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15. This work got off slowly and has had success in the Egypt 
fertilizer model, the S.E. Asia and India models; . it is in danger of 
being terminated for lack of wide recognition of its potential practical 
application. There is a whole "cascade" of modelling work that needs 
to be pursued: investment planning in a sector for _a country; alloca
tion of output within firms in the industry (the locational aspects are 
important); planning output within the firm; linking sector models to 
obtain an economy-wide model; inter-country locational models for invest
ment and output planning. 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 received a great deal of attention in 
the Bank, most notably in project 671-05. Another _"round" of activities 
recently approved, involving special case studies on Turkey _and Korea, 
will use a newer and modified data system and will pursue prior country 
results to investigate comparisons in several dimentsions . Questions 
of a similar kind also arise in the context of Bank operational work . 

17. Decisions to support specific projects by the Bank are made 
primarily on the basis of calculations internal tc the project and the 
country (e . g. , economic and financial rates of return) . But increasingly 
there is awareness that in counseling several countries to pursue (or not) 
projects in textiles, pulp and paper, fertilizers, shoes, steel, etc.~ 
a global (or at least a regional) framework and consideration of dynamic 
changes are really required . Also the locationai aspects of new invest
ment have been brought up, specifically by the UNIDO Lima targets; the 
FAO has been conducting studies of the phased development of world pulp 

· and paper resources, and the subject is receiving increasing attention 
in various other contexts . In order to have a s~lid basis for recommenda
tions on industrial strategy, the Bank should undertake · research on the 
relative development and locations of investment":. in selected intermediate 
goods (as indeed it does now on a limited basis).; but , . more importantly, 
the research should _ investigate questions such as: What are the gains 
and losses in tr~de and market control? -Will the locational shifts lead 
to greater or lesser efficiency? What are the implications for invest
ment criteria and finance? What are appropriate .Bank· responses and 
approaches in supporting specific projects in thes~ products? 

18. This topical area provides the best example of overlapping 
interests in industry and trade. Extensive work has been done in the 
past, notably on trade incenti~e systems, and further work ii outlined 
ir. the memo on the work program for trade and commodities mentioned 
previously. This research has now ·reached a stage where it · can be applied 
to particular country situations, as ·a basis for asses$ing or devising 
specific operational policies/progra~s for export · pr~motidn. The ·sco~e 

• • /6 
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of the work will have to be tailored accordingly. We have the West 
African 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 export development, with 
a view to making it more effective. 

H. f2li~i~s_and_ero9rams affecting_eublic_sector_entererises: 

19. Increasingly Bank · sector missions undertake to review the 
performance of public enterprises and suggest policy and institutional 
changes to improve their efficiency. Public enterprises cannot be judged 
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 prod~ct mix, incentive and 
control mechanisms, financial policies and socio-economic environments 
needs to be strengthened . Another key area is (he institutional frame
work for managing and controlling public sector ~enterprises -- what 
forms are appropriate under different political , and administrative 
contexts, e.g., holding companies as in many Wes~ern European countries 
or a Public Enterprise bureau as in India. 

J. Investment_aeeraisal_methodologt. 

20. ·The acquisition·-' a~d ·proc~ssing of data for shadow. pr,cing· and 
effective protection o~~domestic resource cost calculations cin be time 
consuming and costly. Exploration of short-cuts and "second best" methods 
to determine how close they come to full-system results, how sensitive 
they are, how much time they actually save, etc., would potentially be 
of significant benefit to the project analyst. 

21. There are relatively few such studies (certainly Less than, for 
example, in Edu.cation or Rural Development) but 'in a number of cases, 
in different countries, they clearly relate to our operational concerns, 
e.g., textile sub-sector, characteristics of small industry sub-borrowers, 
trade incentives and functioning of financial markets: There is need for 
a more systematic review of what exists and of the potential for focussing 
the attention of borrowers on key iss_ues in their country context. More 
Bank staff support in starting the studies, and in reviewing their impli
cations and usefulness, would doubtless be required to do. this effectively, 
and this may be a bottleneck; but effective use of these external resources 
should certainly be economic in the 'Longer run. 

July 13, 1978 
IDFD 
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ANtlEX 1 --·-----

Industry_and_Trade_Research_Steeri ng_G roup 

Su.9.9ested_A9enda: ___ seetember_th rough_Novembe r 

(a) 

Export Promotion; Incent ive Policies; Market Access; 
Economic Int~g ration 

Responsible: Balassa, Keesing 

Comparative Advantage; Patterns of Industrialization 
and Trade; Economic Growth 

Responsible: Robinson 

Cb) Research Responsibilities and Management 

Open [}iscussion 

(a) 

Cb) 

Capital Utilization; Capital-Labor Substitution; 
Technological Change and implications for 
project design 

. Responsible: Westphal, Moore 

Employment Enhancement and Industrial Development 
Issues and Institutions; Small-Scale Industry, 
and Interaction with Large. 

Responsible: de Vries, D. Anderson 

Industrial Financing Systems and Institutions; 
Credit Markets; Public Enterprise 

Responsible: Hyde, Bhatt 

Programming of Indus t rial Investment, over countrie5 
and over time; Studies of Process Industries 

Responsible: Stoutjesdijk 

Round-up for next External Panel .S~ssi on 
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· Bank Research on Industrial Technology-

LEWestphal 
11/22/78 

The nature of industrial technology has been of central concern 

to Bank research in several areas: 

sub-sector investment analysis, with particular reference to 
the process industries (e.g., fertilizer); 

industrial organization, with emphasis on the role of small and 
medium enterprises; 

industrial capacity utilization; and, 

capital-labor substitution, with greatest attention to the 
non-process industries, specifically me~hanical engineering. 

Research in the first two areas is discussed in separate notes, and will 

here be mentioned only in passing. In turn, research on technological 
\ 

change is anticipated in the future, so that priorities in this area 

are also discussed below, in the concluding section. 

Capacity Utilization 

Contrary to what might be expected given relative capital and 

labor scarcities, rates of industrial capacity utilization appear typically 

to be lower in developing countries than in the industrially advanced 

countries. This observation has led to the suggestion that it might be 

possible to secure increased output and employment in many developing 

countries without additional investment, s:illlply by increasing capacity 

utilization. The reasons for low utilization and means to increase it have 

been explored in two Bank projects -- ''Utilization of Industrial Capacity 

1/ Draft for the Industry and Trade Research Steering Group. 



- 2 -

in Five Latin American Countries" (RPO 670-25) and "Industrial Capacity 

Utilization" (RPO 670-95). 

The quality of readily available data on industrial capacity 

utilization in most developing countries is quite poor. An imP.ortant 

contribution of these projects has been to develop quite simple yet 

meaningful indicators of capacity utilization, and very carefully to 

estimate rates of utilization for a number of countries, making possible 

cross-country comparative analysis. Thse data indicate that utilization 

rates in the countries surveyed are indeed quite low, that they differ 

among countries and industries, and that at least a part of the variation 

across industries can be explained on the basis of technological 

characteristics. 

As to the reasons for low utilization, the research indicates 

that a variety of policies across a number of fields (e.g., licensing of 

various forms, restrictive labor legislation) have played an important role 

in some countries. However, at least some of the research casts considerable 

doubt on the expectation that greatly increased capacity utilization could 

be achieved through changes in these policies alone. Here a variety of 

micro-economic cum institutional constraints are cited, including factors 

such as the shortage of skilled labor, inadequate provision of transporta

tion and other social infrast'l"Ucture for workers not on the first shift, 

individual prefer ences regarding work scheduling, and the understandable 

reluctance of small scale entrepreneurs to delegate operational management 

of their fil:ms. 
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As regards their operational relevance, these projects were 

intended to have a general impact, to increase awareness of issues 

concerning capacity utilization, to provide empirical estimates as well 

as illustrative case studies of explanatory fact~rs, and to reach policy 

conclusions at the specific country level as well as more generally. 

The potential impact has yet to be realized, and awaits the preparation 

of an integrated survey to distill the principal results of the various 

pieces of research conducted under these projects. Without such a survey, 

operational economists lack conyenient access to empirically documented 

approaches to policy-focused analysis of industrial capacity utilization. 11 

Mechanical Engineering 

Bank research centered on mechanical engineering began with the 

project "Programming in the Manufacturing Sector" (RPO 670-24). The aim: of 

this project was to test means of incorporating interdependence among industrial 

activities into formal project identification and selection methods. For com

pleteness of coverage, case studies were carried out for both a process and a 

non-process industry; these were respectively fertilizer and mechanical engineering 

The single most important difference between the process and non

process industries is found in the nature of the processing facilities used in 

production. Corresponding to the prevalence of multi-purpose processing 

facilities in the former but not in the latter industries, economies of 

specialization -- as distinct from economies of scale usin2 unchan2ed 

A synthesizing monograph is forthcoming from the "Industrial Capacity 
Utilization" project, but it will remain to reconcile the results of 
this project with those of its companion. 
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production methods -- play an important role only in the non-process 

industries.Y Economies of specialization, in turn, lead to importtant 

interdependencies among the choices of processing facilities across a 

1otentially vast number of products. 

:h~3 : or.n of incerdapendence makes the choice o= p=c iuction 

technology to produce any individual product dependent not on.Ly upon the 

volume of demand for the specific product but also upon the volumes of 

demand for a large number of related products which may share processing 

facilities with the product in question. However, given the volumes of 

demand, appropriate degrees of specialization across processing facilities 

can - to a first approximation -- be determined on the basis of 

engineering judgment. Initial research into investment analysis for 

mechanical engineering activities under the "Programming ••• " project 

exploited this fact. With respect to· each of a set of interdependent 

?roducts, and given forecasted demand levels for the final products within 
- . -

the set, an analytical model was designed that focuses on the decision 

whether to produce locally or to purchase from external sources. The 

model is not explicitly concerned with determining appropriate degrees of 

specialization; this determination takes place through the estimation of 

the model's parameters by engineers. 

In short, the model is intended to provide an .initial comparative 

advantage ranking of possible import substituting production activities 

prior to the detailed design of specific products. Engineers and industry 

specialists familiar with the model's e.~perimental application to Korea appear :c 

find that it provides useful quantitative information that facilities the 

1/ In the process industries, processing facilities are typically single-purpose 
and product specific, usually at the plant level. In contrast, where sing~e
purpose processing facilities are found in the non-process industries, it is 
gen~rally at the machine or shop level. Multi-purpose processing facilities 
in the mechanical engineering sector range from individual machines such as 
drill· presses through integrated facilities such as foundries. 
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incorporation of two types of interdependence into project identification 

work. The first results from the use of common components and sub-assemblies; the 

second from the sharing of multi-purpose processing f aciliti es. Both underlying 

phenomena are extremely important, for they determine the extent to which economies 

of scale may be exploited through increasing the utilization of indivisible pro

cessing facilities. 

Capital-Labor Substitution in Mechanical Engineering 

The desire explicitly to incorporate economies of specialization into 

investment analysis for a non-process i ndustry was one of the factors that prompted 

the project "The Scope for Capital-Labor Substitution in the Mechanical Engineering 

Industry'! (RPO 670-23). E:owever, the primary concern was to estimate the degree 

of capital-labor substitution feasible in typical mechanical engineering activities , 

to permit careful forecasting of the response of employment to possible changes in 

the economic environment, for example, changes in relative f~~tor ~rices. In this 

-respect, the project represented a case study aimed at the growing concern with 

l/ . 
means to enhance employment generation.- Additional justification was found in 

the importance of the mechanical engineering industry to industrial development, 

particularly as a "carrier" of technological change. 

This research has involved translating engineering data regarding 

individual tasks into a format that permits economic analysis of choice of 

technology. It has led to the conclusion that the scope for capital-labor sub

stitution is quite wide at low levels of output, but that it narrows markedly at 

higher volumes of production owing to eocnomies of specialization which strongl y 

1/ Bank research on employment generation through i ncustrial development and 
on the scop a for capi tal-labor subst i tution in i nciustry began with t he 
project "F.mployment and Capital-Labor Substituti on"" (RPO 670-54 ) . This 
exploratory project soli cited a number of indivi dual studi es by emi nent 
consultants, but for a variety of reasons it did not lead anywhere. It i s 
thus not further di scussed in this note. 
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t 

favor capital intensive techniques. Moreover, the results underscore the 

critical importance of efficiently organizing production among processing 

facilities so as to achieve the proper balance between capacity sharing in multi

purpose facilities and specialized production using single-purpose facilities. 

. 

The research carried out under this project suggests a methodology whereby 

economies of specialization may be incorporated into investment analysis, but it 

r emains to articulate the details of the approach. Its promise appears greatest 

where the number of possible investments is limited and substantial gains can be 

achieved by exploiting possibilities for sharing expensive and specialized pro

cessing facilities among different activities involving disparate end products. 

In such cases, the methodology would greatly facilitate identification of the most 

advantageous possibilities for sharing expensive equipment; identification would 

be at a level of analysis meaningful to project design engineers. 

Through the IFC, staff working on this research bec~e familiar with th, 

effort by Mexico's Nacional Financiera to promote the production of plant equipment. 

The project identification task confronting Nacional Financiera happens exactly to 

fit the circumstances under which the methodology's promise appears greatest, so 

that a proposal simultaneously to articulate and apply the approach was made. A 

final decision has yet to be made, but it appears that lack of financing will lead 

to rejection of this proposal. However, the proposal•s chances of acceptance would 

obviously have been greater were the methodology already fully articulated. 

Appropriate Industrial Technology 

The project "Scope for Capital-Labor Substitution ••• " also investigated 

differences between indigenously produced and imported machinery as seen from the 

perspective of using industries in a developing country. While falling within the 

genre of "choice of technology" case studies, this part of the project had the 

explicit purpose to investigate why existing machinery producers in developing 

countries have been unable to capture a larger share of the market for many types of 
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machinery. The resulting case study was thus directly addressed to under

standing the behavior of producers in choosing among technologies, as opposed 

simply to analyzing the implications of the physical embodiment of technologi es 

in processing facilities. 

The focus was on the choice of textile weaving equipment in Korea, 
. 

where the "curiosity" to be explained was the choice by many textile producers of 

imported looms costing two-to-three times as much as the locally produced equipment. 

Broadly speaking, the explanation could be found in one or several of four reasons: 

different varieties of cloth require different types of looms; Korean looms embody 

a generall y inefficient technology; government policies (e.g., that result in higher 

interest rates to finance the purchase of indigenous looms) discriminate against the 

use of indigenous looms; and, Korean textile producers do not choose among · 

technologies to maximize profits. The research found that the labor intensive 

technology embodied in localiy produced looms was generally m9~e appropriate on • 

-economic grounds than the capital intensive technologies embodied in the more 

. 1/ 
highly automated, imported looms.- The explanation for the choice of imported 

looms was typically found in government incentives that favored their selection. 

The case study just discussed complements a large number of similar 

studies undertaken outside the Bank over the past several years. To bring the 

conclusions of the entire body of recent "choice of technology." research into the 

Bank's thinking. a survey was commissioned under the "Appropriate Industrial 

Technology" (RPO 671-51) project. The objective of this survey is, in the first 

instance, to attempt a rough impressionistic estimate of the macro- economic con

sequences of choosing inappropriate versus appropriate technologies, in order to 

1/ A s imilar r esearch proj ect in the IFC, i nvestigating choices made by some of 
its client firms, also concludes that there is wide scope for capital-labor 
substitution in textiles production. 
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establish the relative importance of technological choice as a determinant of 

industrial development performance with respect to employment generation. 

The survey demonstrates that choice among technologies is possible 

in many industrial activities without sacrificing efficiency, and moreover that 

alternative choices can have a pronounced impact on the employment (and output) 

generated by a given volume of investment. Different profit rates are also 

associated with alternative choices of technology, with more labor intensive 

technologies yielding higher profits at lower wages. But, choice of technology 

is obviously not the only determinant of profit rates; the efficiency with which 

a particular technology is utilized is of equal importance. The question that 

arises in this connection is whether entrepreneurs find it as profitable to 

search for more appropriate technologies as to achieve greater efficiency with a 

technology that may not be profit maximizing at full efficiency. This is not a 

moot issue, as cdsts are entailed to search for alternative technolog~es, just as 

effort must be expended to improve ef.tlciency. 

The second objective of the survey is thus to consider possible means 

of facilitating entrepreneurial selection of economically appropriate technologies. 

The means selected for rather intensive review is the promotion of capital goods 

production by the developing countries, which appears to offer several advantages. 

First, several case studies reported in the literature find that locally produced 

equipment embodies a more appropriate technology than does imported equipment 

the case of Korean looms is not unique in this respect. Second, developing 

countries can produce some types of equipment more cheaply than can developed 

countries, particularly the types of equipment likely to be used by small and 

medium scale enterprises. Third, marketing of such equipment, both domestically 

and through export, lowers the cost of access to alternative technologies.'; In 

turn, promotion of capital goods production in developing countries is an 

activity in which the Bank could become directly involved through its lending. 
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A separate, second phase of the "Appropriate Industrial Technology" 

project (given a separate RPO number, 6il-77) has resulted from involvement of the 

researchers in reviewing the choice of technology for a Bank-financed textile pro

ject. At issue was the adequacy of the assessment that led to the selection of a 

more highly automated technology than had been found eocnomically appropriate for 

similar production in Korea, but in this case for a project to be located in a 

country far less industrially developed than Korea. This phase of the research 

has as its objectives, first, to amass the body of data needed to assess 

technological choices within textiles production, and second, to undertake an 

assessment for a hypothetical project similar in nature to that reviewed initially . 

Particularly important is that this phase, unlike the first (and equally, unlike 

most previous "choice of technology" case studies), is to be carried out jointly 

by operationally oriented engineers and research minded economists. Previous 

• 
studies by the latter have typically not proved convincing to the former; it is -
hop~d that a joint effort may resolve some of the issues that remain outstanding. 

Relevance of Past and On-going Research 

It is evident that the research on industrial tec~logy surveyed above 

is micro economic and empirical. This orientation is also found in the other 

research not surveyed here, and equally in the more recent work on trade and 

industrial strategy. There is no substitute for micro empirical research to 

achieve soundly based policy prescriptions if an apprec~ation of technological 

factors, particularly as they interact with institutional elements, is required. 

A case in point is the research on industrial capacity utilization: a clear 

understanding of the significant constraints to achieving much higher utilization 

came only as a result of such research. The d~sign of practically oriented 

methods of investment analysis also requires firm grounding in micro empirical 

research. 
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Micro empirical research focused on policy assessment and advising 

at the country level has obvious relevance, but needs to be disseminated 

effectively. In turn, as in the case of work under the "Appropriate Industrial 

Technology" project, micro empirical research may also be oriented toward the 

Bank's own policies and procedures. This work, like that on investment analysis 

in mechanical engineering, is in its infancy as regards its dissemination to and 

assimilation by decision~kers and operational staff. To the degree that such 

work is focused on project identification and design, it should eventually affect 

decision making at the project level. But first it will be necessary to gain 

multi-disciplinary acceptance, which will doubtless require that the researchers 

become more actively involved in operational project focused work. 

It is also evident that much of the research has involved the case study 

approach, where generalizability is a serious issue. However, there is often no 

viable alternative. A case in point is the re~arch on economies of specializati~~ -in mechanical engineering: economies of specialization can be understood only 

with respect to specific cases. Lags in dissemination have unfortunately retarded 

the vetting process that is required to probe the $eneralizability of case study 

research regarding mechanical engineering. 

The case studies undertaken to date have not been isolated pieces of 

research. Firstly, they have been designed to be responsive to important issues in 

the Bank's industrial lending. There is nonetheless much work yet. to be done to 

demonstrate their relevance to operational staff. Secondly, subsequent case 

studies have built on the foundations laid by their predecessors. In this respect 

the research staff have achieved a distinct comparative advantage in certain 

areas, for example, choice of technology and mechanical engineering . 

: 

f 
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Future Research 

No further research is planned on industrial capacity utilization, 

' through further effort with regard to dissemination is needed. In turn, a 

great deal more fuxther work is required to capitalize on research involving 

mechanical engineering. Apart from making the results of this research 

accessible, two tasks are deserving of priority. First is the detailed arti

culation of the methodology for incorporating economies of specialization -

equivalently, capital-labor substitution -- into investment analysis and testing 

cum demonstration of the methodology. Second is the use of what has been learned 

about the organization of production to address issues regarding the role of small 

and medium scale versus large scale enterprises. 11 

The identification of priorities for further research in the general 

area of choice of technology awaits more complete discussion of the results from thE 

first phase of the "Appropriate Indl!'strial Technology" project.. These results -
suggest th.at further "10rk may be warranted to investigate: 

the influence on technology selection and project design of 
consulting engineers having different backgrounds; 

r 

the prospects for increasing the production of capital goods in 
developing countries, with special attention to trade in machinery 
among developing countries; 

the diffusion of industrial knowledge, with empahsis on institution 
building possibilities; and, 

the use of used equipment, and possibilities for increasing trade 
in . used equipment. 

1/ The research suggests th.at a high degree of specialization is required to 
achieve efficiency at small scale. But, factors not involving production 
technology -- such as costs of distribution and forces leading to pr oduct 
differentiation weaken this argument and need equally to be taken into 
account. 
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Complementary work is already underway with respect to the last two of these 

areas under the aegis of research on small and medium sclae enterprises. Surveys 

undertaken for this research examine the sources of technological information as 

well as the use of used equipment among firms in several countries. 

Finally, in part as a result of the recent emergence of new style 

projects aimed to build up the capacity for indigenous technological change, 

operational staff have recently argued that priority should be given to research 

centered on technological change. Research staff have also been drawn to this 

conclusion, as a result of finding that there is no sharp line dividing 

technological change from other processes that improve industrial performance. 

Among the possible foci for research in this area, two are under 

active discussion. The first would seek to complement research sponsored under 

IDB/ECLA auspices that has documented the purvasiveness of technological change 

in several Latin Americm. countreis. This research needs to?~ supplemented 

with similar investigations of technological change in countries following more 

outward-looking industrialization strategies, to determine the influence of 

industrialization strategy on the extent, pace, and direction of technological 

change. In this connection, exports of technology by the semi-industrial countries 

may be particularly deserving of attention, for it would equally cast light on an 

important means of technology transfer among developing countries. In turn, 

further work on the mechanical engineering industry, specifically to assess its 

role in the process of technological change as the supplier of capital goods, 

also appears warranted, and would profit from the Bank's previous research on 

mechanical engineering. 

Finally discussion of priorities for future research must also consider 

staffing constraints. Present staff resources are stretched thinly across perhaps 

too many areas, with evident implications for dissemination as well as for startinb 
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work in new areas. Without additional resources, shifts in the direction of 

research will either be slow in coming or take place at the expense of realizing 

the full relevance of past research • 

• 
• 
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Bank Research on Comparative Advantage, 

Trade Patterns and Economic Growth 

I. Past and Ongoing Research 

This paper describes Bank research under the general heading of 

"comparative advantage, trade patterns, and economic growth." While there have 

been a number of research projects in this general area, this paper will concen

trate on three ongoing projects: (1) RPO 671-05, Patterns of Industrial 

Development ("Patterns"); (2) RPO 671-32, A Comparative Study of the Sources 

of Industrial Growth and Structural Change ("Sources I"); and (3) RPO 671-79, 

The Sources of Growth and Productivity Change: A Comparative Analysis 

("Sources II"). Other projects will be referenced where appropriate. There 

is considerable overlap in this general area with the research described by 

·Professor Balassa on trade incentives, economic integration and export promotion 

1/ and the reader should also consult his paper.-

The discussion below will emphasize the importance of the research 

projects for country economic work. A different strand of research at the Bank 

deals with models of trade encompassing the entire world. The relevant research 

projects are: (1) a comple~ project done by Waelbroeck and Ginsburgh to build 

a relatively small general equilibrium model of world trade (RPO 670-07), and 

(2) a new project by Waelbroeck to build a larger world trade model for the 

World Development Report. The country modelling work to be done for the 

Sources II project described below is complementary to Waelbroeck's work. 

1/ Two completed research projects (RPO 670-19 and RPO 670-79) which focussed 
on the role of trade in particular regions (and which were based in the 
regional divisions) are also not discussed here. RPO 671-66 on LDC trade 
with Western !urope is covered by l3alassa's paper. 
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The Patterns and Sources projects have two basic aims. The first is 

methodological: to test the application of existing and new analytic methods -
for industrial analysis within the Bank. The second is to develop a body of 

comparative data that can be used both to uncover commonalities in the process 

of industrialization and to provide a basis for analyzing the experience of 

individual countries. The comparative nature of the projects als~ provides a 

useful framework for what might be called "analysis by exception." Exploring 

why countries or sectors deviate from the norm is often a good way to test 

hypotheses about the nature of the normal patterns. 

For Example, Korea and Taiwan have often been held up as exemplary 

cases of export-led growth. However, even casual comparison, let alone the 

more detailed analysis of the Patterns and Sources I projects, indicates that 

~ they are exceptional cases, quite different from the norm. One cannot expect 

that other countries can or will follow their example as part of some natural 

economic process. Instead, they have been much studied precisely because they 

are exceptional in the hope that lessons can be learned for other more typical 

countries. 

The Patterns project seeks to provide statistically estimated 

structural norms at both the macroeconomic (agriculture, industry, services) 

and multi-sector (two-digit manufacturing) levels. The methodology follows 

closely that of Chenery and Syrquin in viewing a country's industrial 

structure as a function of its size, level of per capita income, and trade 

orientation. The project starts from a data base covering a large number of 

countries (about a hundred) over a roughly twenty-year period, and uses 

regression analysis to estimate common patterns. 

In the Sources I project, a multi-sector input-output model is used 

to determine the relative contributions of domestic demand growth, export 

expansion, import substitution and technological change to industrial growth 
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and structural change. The analysis is based on detailed input-output data 

(20-30 sectors) for a sample of eight countries (Japan, Korea, Taiwan, Turkey, 

Israel, Norway, Mexico, Colombia) for a few benchmark years over roughly a 

twenty-year period. This sort of data is much more difficult and expensive 

to assemble, hence it is necessary to restrict the analysis to a smaller group 

of countries than in the case of the Patterns project. 

In the Sources II project, the methodology of the Sources I project 

is being extended to explore the impact on growth and structural change at 

the multi-sector level of a variety of policies and factors, including 

growth in the supply and quality of factors of production. The project 

initially involves two countries (Korea and Turkey) and will also involve 

developing more detailed comparative data for one or two sub-sectors. A 

third country will be added later. 

The choice of level of aggregation at which to carry out a study 

is critically affected by the nature of the questions being explored. Issues 

concerning industrial structure, such as examining the impact of trade and 

incentive polic~e~, are best approached with multi-sector models. Sub

sector or project analysis is required where detailed questions of technology 

and institutional organization are concerned. However, it is very useful to 

explore similar issues at more than one level of aggregation. 

For example, an integral part of the design of the Sources II project 

is a comparison across countries of one or two sub-sectors. The intent is to 

test at the sub-sector level hypotheses and assumptions that are part of the 

multi-sector analysis. Does the use of production functions and assumptions 

of profit maximization in a multi-sector model lead to results that are incom

patible with an analysis of behavior at the sub-sector level? Can a careful 

analysis of behavior at the sub-sector level be used to improve the specifi-
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cation of behavior in a multi-sector model? Is the assumed responsiveness to 

policy variations at the multi-sector level compatible with observed behavior 

at the sub-sector level? 

One of the issues to be explored in the Sources II project is the role 

of changes in factor productivity in growth. The analysis will proceed at both 

the multi-sector and sub-sector levels. At the multi-sector lever, it is 

feasible to attempt to measure increases in total factor productivity within 

the framework of sectoral production functions. However, the specification 

of production technology at the sectoral level is so aggregate that it is 

difficult to analyze how and why technological change takes place. For example, 

variations across countries or over ti~e in measured factor productivity at the 

sectoral level may well be due to variations in the composition of output 

within the sectors. An examination both of the sub-sector composition of given 

sectors and of variations in factor productivity ~rowth among sub-sectors is 

necessary for even an adequate description, let alone explanation, of productivity 

growth at the sectoral level. 

While varying in focus, level of aggregation and degree of country 
. . 

detail, the three projects are quite complementary, both among themselves and 

with other research work in the Ban1c. They share with much of Professor Balassa's 

work a concern with the impact of trade policies. For example, Balassa has 

written on "A Stages Approach to Comparative Advantage" in which he argues that 

countries follow a sequence of import-substitution and export-expansion phases, 

with concomitant changes in their industrial structures. In the Sources I 

project, the issue of the existence of temporal sequences of changes in the 

structure of demand and production is one of the major themes of the comparative 

analysis. An examination of the changing role of domestic demand, export 

expansion, import substitution and technological change over time within given 
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countries reveals clear sequences of changes in the "engines of growth" both 

among sectors and among categories of demand. Regression analysis with the 

cross-country data from the Patterns project and a cross-country simulation 

model developed by Chenery and Syrquin as part of the Sources I . project have 

been used to explore the emergence of "early", "middle", and "late" sectors 

as countries grow over time. The question of the nature and causes of such 

sequences will also be one of the themes to be explored in the Sources II 

project. 

Any industrial analysis must take into account the linkages among 

industrial sectors. Input-output analysis provides perhaps the simplest model 

of how different sectors are linked through the fact that they require one 

another's outputs as inputs. The need to take such linkages into account, and 

the power of input-output analysis in doing so, has been amply demonstrated. 

There are, however, links other than the requirement for intermediate inputs 

through which indirect effects are manifested. Indeed, in market economies, 

the price system which equilibrates supply and demand balances across all the 

interrelated markets in an economy represents the most powerful mechanism by 

which changes are transmitted throughout the economy. 

For example, effective rates of protection (ERP's) are used to 

measure the extent to which domestic markets are distorted by tariffs and 

subsidies and also to measure the sectoral resource-pull effects of such 

protection. Input-output coefficients are used to measure the indirect link

ages among sectors. The analysis requires a number of rather strong assump

tions in order to provide theoretically appropriate indicators of the effects 

of protection. In addition to assumptions about production technology, one 

t:IUSt assume that the country faces fixed world prices ·for both its exports 

and imports -- that it is a "small" country and that for efficiency 

domestic prices must lie between the export and import prices. In essence, 
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domestically produced and imported goods must be assumed to be perfect 

substitutes in use. None of these assumptions is really tenable in a variety 

of sectors and countries. When they are not satisfied, then the determination 

of comparative advantage depends on the interaction of supply and demand 

effects across all interrelated markets, with domestic prices no longer 

being rigidly linked to trade. 

The standard input-output model that underlies the Sources I project 

cannot be used to analyze the role of price variables, including the exchange 

rate, on the allocation of resources and on the structure of industry and 

t=ade. The Sources II project will rely on a general equilibrium model that 

explicitly incorporates prices (and price-responsive supply and demand functions 

at the sectoral level) endogenously into the model. Thus the Sources II project 

can explore, within its model framework, the role of policy variables such as the 

exchange rate, taxes, tariffs, subsidies and quotas all of which have their 

major impact through the workings of the price system. The fact that market

clearing prices are determined endogenously in the model allows a much more 

realistic specification of the mechanisms by which many policy instruments 

affect the economy. 

There are a number of other projects in the Bank that have used, 

or are using, the sort of computable general equilibrium model being used in 

the Sources II project. The first such model was developed by Adelman and 

Robinson to study the determinants of the distribution of income in Korea 

(RPO 670-06). Since then, models in the same tradition have been built for 

Brazil by Lysy and Taylor (RPO 670-09) and (currently) for Malaysia by 

Ahluwalia and Lysy (RPO 670-94). However, the model for the Sources II 

project is focussed on issues of trade and industrialization rather than on 

issues of income distribution. 
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While the model underlying the Sources II project can be seen as an 

extension of input-output planning models, it i s quite different from the 

input-output model underlying the Sources I project. The data requirements 

are significantly greater (involving, in part, the construe~ of an economy

wide social:_accounting 1:1&tr~ and the explicit inclusion of price and policy 

variables leads to a model which requires significantly more computer 

software to solve. 1/ 

II. Applications to Bank Operational Work 

All three projects have spun off contributions to operational and 

policy work within the Bank. With inputs from the division, the Patterns 

approach has been used in Bank economic work in several countries including 

India and Sri Lanka. The project has also provided analysis for the past and / 

forthcoming World Development Reports. The Sources I project has become some

thing of a demonstration project for the use of input-output analysis. Division 

staff have used the approach in Bank missions to Korea and Yugoslavia. A model 

of Turkey which will provide the core of the comparative model in the Sources II 

project has been used extensively by !MENA in their analysis of Turkish 

development prospects over the next five years. Below, an example of how each 

of the three projects has been used in an operational application will be 

discussed. 

Patterns Project 

A recent application of the methodology of the Patterns project was 

made by Fred Moore (of IDF) for Sri Lanka, working with a country economist 

from the South Asia region. They used the data base developed for the project 

See also the project on Social Accounting Matr;ces (RPO 671-27) under the 
direction of Graham Pyatt and Montek Ahluwalia, both of the DRC. 
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both to estimate norms they felt were appropriate and to compare the industrial 

structure of Sri Lanka with those norms. Although they looked at the norm 

equations that had been estimated as part of the project, they were also able 

to access the data set directly and, in fact, decided to estimate their own 

norm equations. 

The analysis of the comparative data from the Patterns project 

permitted a first "rough cut" at determining the distinctive features of 

Sri Lanka's industrial structure and how it had changed over time. Given the 

paucity of data for Sri L~nka, it is impossible to do a detailed analysis of 

Sri Lanka's industrial structure and how it had changed over time. Given the 

paucity of data for Sri Lanka, it is impossible to do a detailed analysis of 

industrial structure, relating it to past policy regimes. However, a 

relatively aggregated comparative analysis does provide a starting point 

for relating changes in the structure of the economy to past development 

strategies. While clearly not sufficient for a thorough understanding of 

the industrial sector, such an analysis does provide a framework for 

analyzing other scattered data. It also has the major advantage that it 

can be done quickly and cheaply now that the comparative data are easily 

accessible. 

Sources I Project 

In 1977, Y. Kubo and K. Jordan (both of the industry division) 

worked with the Yugoslav country e:onomists on a basic mission for Yugoslavia. 

Their first task was to evaluate and complete the necessary input-output 

data base and then use it to explore the consistency of the Yugoslav plan. 

In this task, they used the basic input-output model to determine whether 

the targetted gross outputs and final demands by sectors were consistent 

given the intermediate goods requirements. 
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Their second task was to explore the feasibility of the plan, 

rather th.an its consistency. The question was not whether the plan targets 

"added up", but whether they were reasonable given past Yugoslav performance. 

In this task, they used the "decomposition of growth'' analysis developed as 

part of the Sources I project to determine the past relative contributions 

to total growth of domestic demand expansion, export expansion, import 

substitution and change in input-output coefficients. One of their findings 

was that the planned extent of import substitution appeared much too ambitious, 

both in aggregate and in individual sectors. In general, while the plan 

seemed to be internally consistent, their analysis raised a number of questions 

as to its feasibility . .!/ 

In judging the "reasonableness" of the plan, comparisons were made 

of the plan projections with Yugoslav performance in the past. It would also 

have been very useful to be able to compare Yugoslav actual and planned 

performance with that in other countries, such as the eight countries in the 

Sources I project. However, at the time the work was done the comparative 

data were not available. 

Sources II Project 

In the past year, K. Dervi~ and S. Robinson (both of the industry 

division) have been working on an economy-wide, general equilibrium model of 

Turkey. The development of such a model of Turkey was discussed with the 

Region as part of the division's contribution to a plan-review mission to 

Turkey. In fact, the mission was postponed and the analysis has been used 

to date in work by the region on: (1) the CPP (Country Program Paper), (2) the 

program loan application for Turkey, and (3) the joint Bank - IMF negotiations 

1/ The results of the analysis are described in the grey-cover mission report, 
"'Yugoslavia: Self-Management Socialism and the Challenges of Development," 
Report Number 1615a-YU. The relevant parts are Part III, chapters II, IV, 
V, and VII and Appendix VIII. 
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with Turkey. The plan-review mission is currently expected to go to Turkey 

early next year. 

The major issue facing Turkey is the impact of the current foreign

exchange crisis on future growth. A number of important policy questions 

arise. Should Turkey devalue? By how much? What will be the impact on future 

growth of not devaluing? By how much and in which sectors can they expand 
.. 

exports? What will be the impact on growth of severe import rationing? How 

will different policy regimes affect the structure of industry? The analysis 

. 1/ 
focused on these issues, using the general equilibrium model as a framework.-

While important, the model exercise was not the only component of the 

analysis. For example, work was done on the relationship between imports and 

growth in Turkey over the last twenty years based on data developed for the Sources 

I project, as well as on the model analysis. As noted above, the data bases deve

loped for both the Patterns and Sources projects are extremely useful for this 

sort of analysis. 

Anplications: Conclusions 

Experience with these projects yields some lessons on how to 

disseminate the results of research so that they can be made useful to Bank 

operations. First, foremost and most obvious, both the region and the 

researchers must allocate adequate time to the process. In all three of the 

examples discussed above, the region formally allocated time for country 

economists to work with members of the division. Second, a particular 

methodology must be adapted so that it meets the needs of the region. In 

the Sri Lanka application of the Patterns methodology, new regression 

equations were estimated. In the Turkey application, the new model had to 

1/ The results of the analysis are described in a paper by Dervi~ and 
Robinson, "The Foreign Exchange Gap, Growth and Industrial Strategy in 
Turkey: 1973-1983". 
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be integrated with the software from an earlier model so that the region could 

have the results in a standard format. 11 The need for such adaptation is 

virtually inevitable and the research should be designed to make the process 

as simple as possible. For example, the data for the Patterns proj ect have 

been collected in~o a data bank that is well documented and accessible to any 

user.:!:./ The comparative data from the Sources I project are also being 

collected in a common format and a software package is available that can 

used to manipulate the data quickly and easily. 

The fundamental operational j ustification for these research projects 

is to develop methodologies that can be used beyond the boundaries of the 

particular projects and to provide a body of comparative data against which 

individual country experience can be measured. Repeated applications should 

not require new research projects, but should evolve as part of the operational 

support activities arising from the project. For example, the input-output 

methodology used in the Sources I project was applied to Yugoslavia, which is 

not one of the countries in the project when the research project was only about 

half completed. Eventually, the methodology should become part of the standard 

analytical apparatus of operation work. 

III. Future Research 

The first priority for the current fiscal year is to complete the 

Patterns and Sources I projects, both of which are in their final stages. The 

Sources II project will start up gradually, finally requiring a level of Bank -
staff involvement comparable to the Patterns and Sources I projects together. 

]:_/ The earlier model, called the Revised Minimum Standard Model (RMSM) is an 
accounting ·based model developed in the Economic Analysis and Projections 
Department. 

The data bank is described in a paper by N. Poduval, "Data Bank and Data 
Management Programs for Analyzing Patterns of Industrial Development." 
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The Sources II project represents the division's first work in the general 

area of total factor productivity. To start with, the work will be descriptive 

both to develop in-house expertise on the theoretical issues surrounding the 

measurement of total factor productivity and to gain experience in its 

application. It will very likely prove to be an important ~rea for future 

research, both at the multi-sector and sub-sector levels. 

It is difficult to foretell at this point what should be the mix of 

levels and issues for analysis in research projects in the future. If the 

analysis of productivity change and its contribution to growth becomes an 

important focus, the balance of work will probably shift away from macroeconomic 

analysis and towards sub-sector work. The integration of multi-sector and 

sub-sector work may well prove to be a major area of emphasis. The application 

of multi-sector models such as the input-output model underlying the Sources I 

project will probably move out of the research phase and become part of the 

division's work for operational support activities. Operational spinoffs 

from the Sources II project such as the Turkey model will require more time 

and resources since the methodology is both newer and more complex. 
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SUBJECT Meeting on Employment and Industrial Development: Issues 
Institutions, Small Scale Industry and Interaction with Large 

(October 23, 1978) 

1. The meeting discussed the attached papers by Messrs. Anderson 
and de Vries reviewing the status of the ongoing Small Enterprise Study, 
some other features of the SME sector work and certain ideas about new 
topics in SME research. 

2. The discussion of the Small Enterprise Study brought out several 
important features: 

(a) The Study is complex and comprehensive, and it will require 
a great deal of work to synthetize its findings and apply them operationally. 
It was suggested that a series of in-depth working sessions would help the 
researchers in focussing their work; this might be done in one or more 
general sessions, and sessions specifically dealing with the three countries 
where the Study is conducting SME surveys (Colombia, India and the Philippines), 
with participation of the Regions, CPS and DPS. 

(b) The Study should arrive at an assessment of the impact of 
alternative policies on the development of small in relation to large industries. 
Subsequently, more detailed research might be undertaken on the costs and bene
fits of alternative policies; future surveys (of the type now being conducted) 
might be designed with this in mind. 

(c) The Study should also cover SMEs outside the manufacturing sector. 

(d) It was hoped that the Study would bring out the dynamic aspects 
of the growth of individual industries, e.g., certain classes of small enter
prise, though large sources of employment at one point in time, may decline in 
importance over time; in other cases changes in market conditions or develop
ments in technology might greatly alter their competitiveness. 

(e) A study of small enterprise development could usefully cover 
the implications of certain infrastructure programs for demand of products of 
SMEs (materials and equipment for education and government buildings were cited 
as examples). (It was suggested that this aspect might best be studied under 
the Bank's project loans.) 

3. The discussion endorsed several topics for future research: 

(a) Cross-country analysis of transaction costs, lending procedures, 
bank charges and interest rate policies (see D. Anderson's note). 

(b) Cross-country evaluation of effectiveness of institutional 
arrangements in support of SHE development. This would cover both technical 
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and technological assistance, as well as training, operational assistance, 
etc., (see both notes). 

(c) Further industry-focussed research: what can be learned from 
available literature and experience about the growth path of individual indus
tries; scale requirements and economies; the impact of different market sizes, 
technological development and development stage of the country on the industry, 
and vice versa. 

Attachments 

Cleared by: Messrs. Gordon and Anderson 

Dsitribution: Industry and Trade Steering Group 

BAdV:vrr 



TO: 

FROM: 

Industry and Trade Research Steer~ng Group 

Dennis Anderson, DEDER 

DRAFT (For Meeting of 
Industry and Trade Research 
Steering Group) 

DATE; October 23, 1978 

SUBJECT: Small-Scale Enterprise Study 

The attached table provides a country by country sunnnary of the 
various studies that are being financed by the project, and the approximate 
completion dates. I believe everyone is now familiar with how we have 
organized the work--a review of the literature; a comparative analysis of 
the historical patterns of output, earnings and employment in small and 
large enterprises in several countries; supplemented by what Ian Little called 
"boreholes" (enterprise surveys) in selected countri es. 

In· addition, we have established links with other research institutions . 
The most promising is one that Mariluz Cortes has established with a v~nezuelan 
team, who are to do a study (out of their own finances) parallel to the one that• 
she is doing in Colombia. 

· ·R~~ults Exp~cted 

Most of the relevant policies have been d4.scussed estensively, and·. 
also recently endorsed in a Bank Policy and an Issues paper . It is unlikely that 
we shall say anything new in general terms, rega~ding, for"""'example, the jmportance 
o! cost reflecting interest rates; tariffs; export promotion; incentives for 
subcontracting; infrastructure; and technical assistance and credit . Briefly, 
it is my hope ; that three useful things will emerge from the research. 

(1) We can reduce some of the uncertainties behind 
the policies by providing a fuller description 
than we have had before about how small enterprises 
function, their role in providi""ng employment and 
earnings opportunities at various levels of a 
country's development, and some of the transformations 
lnat take place with urbanization, market growtl1 and 
changes in f~ctor prices. 

(2) We should emerge with more reliable critet"icn for 
identifying and appraising small enterprise projects. 
Most projects (including those initiated in developi ng 
countries) have an "employment creation" objective, and 
are justified i~ terms of their apparently low cost per 
"job created." For a number of reasons ue need a new 
criterion based on the expected capacity of these programs 
to raise earnings and output levels of the low income 
("target") groups. 

(3) We should also be beginning to emerge with a better 
understanding of the "demand" for supporting services and credit, 
and also of some of the bart·iers to wj.dcning the credit operation~ 
of development and commercial banks towards small enterprises. 
Q)evelopnent and commercial banking is growing \'ery fast in 
most countries; but the percentage of letldirig to activities 
employing most of the labor outside _agriculture is extremely 
small.) 
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Possible Future Proposals 

(1) I believe we need to initiate a cross-country study of 
transaction costs, lending procedures, bank service charges and interest 
rate policies. Some countries have introduced fairly innovative credit 
lines and an evaluation of them would be desirable in the interests of 
improving our understanding of the problems of widening access to 
institutional credit. 

(2) Similarly, a cross-country evaluation of technical assistance 
and other programs would seem desirable. 

(3) On completion of the present phase-of our research, surveys 
into more industries are required, again to improve our understanding of 
some of the. transformations that take place within the manufacturing sector. 
(Our present surveys are naturally covering only a limited range ofindustries 
at the five digit level--see table.) 

Distribution; Messrs. Balassa, Fuchs, Gulhati, Moore, Richardson, Waide 
and Westphal ~ , . 

cc: Mr. David L. Gordon 
Mr. B. de Vries 
Mr. ~. B. King 
Mr. E. Stoutjesdijk 
M,:-. M.· W ~ .Leiserson 
Mr. D. Mazumdar 
Ms. M. Cortes 

, 

~- .. 



.. TABLE 

Summary of Studies Being Undertaken 
as Part of RPO on Small Enterprise Development 

Country/Subject 

Korea and Taiwan 

"Desk study." Examines changes over time 
of outputs, employment, labor intensities and 
efficiencies of small, medium and large enterprises; 

Expected Completion 
Date 

urban-rural contrasts; demand linkages Preliminary draft available. 

Japan 

Historical study of role of small 
enterprise fn Japan's economy; links to 
agricultural and industrial development; 
analysis of institutional framework and 
policies adopted. 

· ·colombia 

(1) Study of SSE development over 

, 

time and between regions; birth and death rates of 
small enterpri~es; labor intensities of 
large and small; regional and urban-rural 
contrasts. 

(2) Survey of SSEs in the mechanical 
engineering sector (agricultural implements, 
pumps and compressors, cookers and ovens). 
This part of the survey is now done, and is 
to be extended in the next six months to 
include surveys in textiles, and various 
food processing ·activities (milk and 
dairy and bakeries). 

India 

(1) Case study of role of SSEs in the 
Indian economy, with special emphasis on 
regional differences. An in-depth study of 
the textile industry. 

(2) Survey of four industries in 
Delhi-Western U.P. Machine tools, shoes, 
printing, soap. 

Preliminary draft available. 

"I' . 

Preliminary draft available. 

July 1979. 

July 1979. 

July 1979. 



Country/Subject 
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Expected Completion 
········Date 

(3) Survey of 3-4 industries in 
Eastern U.P. Probably metal products, cotton 
weaving and one or·two of the following: bakery 
pro~ucts, wood products, machine tools. September 1979. 

· 'Philippines 

(1) Study of SSE development over 
time and between regions, in relation to 
industrialization and agricultural policies 
persued. Survey to establish enterprise 
birth, growth. and failure rates. 

(2) Evaluation of credit and 
technical assistance programs, supplemented 
by interviews with 100 enterprises and with 
the branch level staff of commercial and 
development banks. 

·Nigeria 

"Desk reviews" of quality of 
existing information on SSEs. Study is to 
examine patterns of output and employment 
and other characteristics of SSEs in Kano 
district. (The only area for which detailed 
information are available.) 

Africa 

· Desk review of literature and 
information on SSEs in various countries 
(Egypt, Kenya, Sierra Leone, Nigeria, Ghana 
and others), 

· ·other Studies·in Progress 

(1) Review of Literature. 

(2) Methods of estimating costs 
and benefits of SSE projects involving 
credit and technical assistance. 

(3) Collaboration with other 
research institutions in Venezuela; 
possible e."'ttension of SSE research in 
Philippines as part of the technical 
assistance component of an Urban 
Development Project; small survey of 
rural industries in Mexico, a.; part of 
supervision of PIDER II project 
(collaboration with CPS). 

March 1979. 

)4arch 1979. 

November 78. 

January 1979. 

July 1979. 

. September 1979. 

Undetermined. 

, ' . 
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EMI'LOYHENT AND INDUSTRIAL DEVELOPHENT: 
ISSUES' INSTITUTim~s' SMALL SCALE INDUSTRY AND INTERACTION HITH LARGE 

1. Ongoing Research. New research initiatives in this area will have 
to await identificatio_n of major gaps in the ongoing Little-Anderson SSE 
research project. (Mr. Anderson will report on the status of this project.) 
I would expect that more systematic work will be needed on the efficiency of 
SSE, although the project will generate some data and analysis on ~his topic. 
This note deals with major issues concerning the employment effects of 
industrialization confronted by industrial sector work and on which new 
research not included in current:: research projects i_s needed. 

2. Balance Between Small and Large I~dustry. Industrial sector work 
now benefits from an increasing amount of data on SME economics (firm size 
distribution by industry, labor intensity, capital efficie~cy, etc.), but it 
has no comparative framework within which to judge whether a country has g0ne 
too far or done too little in small industry or, conversely, in capital 
intensive large scale industry. As a proxy we try to test the adequacy and 
effectiveness of SHE policies and institutions in order to judge whether 
enough is being do~e for industrial employment creation. We analyze capital
favoring biases in industrial and trade policies, as~well as the viability , 
of specific large scale industrial investments in ~rder to judge whetl1er a 
country is leaning too heavily toward the latter. These types of analyse:~ should 
usefully be supplemented by more systematic work on what tonstitutes a proper 
balance between la~ge and small scale industry, and what policy instruments 
are effective in strengthening the linkages between these two. Research on 
industrial development p~tterns (cross-country annlysis allowing for different 

.size, orientation and stage of development) throws light on "norms" for 
industrial output, investment, composition and trade in manufactures. This 
research, however, was not designed to give cuidance on who.tis a proper 
balance between light and heavy industries and atnong industries in which large 
or small firms dominate. 

3. In this context research should also be undertaken on the indirect 
employment benefits ·of capital intensive industrial projects, the way their 
design can b~ adopted toward increasing the employment elasticity and, more 
broadly, the way in which these projects have fitted into countries' industrial 
and employment strategies. 

4. Technologv. Our research on technology substitution of labor for 
capital -- has been focussed mainly on choice in a few specific industries, 
viz., mechanical and textiles. The research on textiles h~s an operational 
orientation, but it is too early to say what in fact will be its practical 
impact. 

5. In small industry (SSI) we face a broader question, namely, what 
difference, · if any, 0.,'ould better info~m.:ition on technological choices make in 
investment design. He are interested in this question because we wa:it to make 



•> 

- 2 -

sure (a) that SSI entrepreneurs have adequate assistance (including informa
tion) in making sensible invesement decisions and running their plant and 
(b) that "indigenous" and low-capital technology gets a reasonable chance. 
Ultimately, we are interested in seeing that the involvement of intermediaries 

· cour borrowers) in SSI extends to technological/technical assistance and makes 
use of this assistance in its own sub-project appraisal p~ocess. 

6. IDFD earlier made a research proposal which would have tested the 
.effectiveness of technological assistance and of the local and external 
institutions delivering it. The Research Committee asked for a revision of 

. the proposal, pending further elaboration making the methodology more precise. 
· Weare now considering some preliminary survey work in the Philippines, and 

possibly in other countries, before defining what more research is called for. 
The Col ombi a survey under the Little-Anderson project also has a technological 
component which should throw light on this issue. In my view, this continues 
to be an important area for considering ne~research: 

7. Effectiveness of SSI Institutions. The institutional set up for 
technological/technical assistance is a part of a broader network of insti
tutions, dealing with loan and equity financing, management, industrial 
extension, worker training, etc. The Bank makes use of these institutions 
in extending its assistance to SSEs. Since we are now gaining experience on 
SSE financing in several countries (but still have a long way to go toward 
o~r objective), we should benefit from an assessment of the effectiveness of, . 
these institutions in promoting sound SSE development. This · type of researc~, 
in the view of many, should not be hamstrung by a rigid quan~itative methodology. 

Barend A. de Vries 
September 29, 1978 



Division of Public and Private Finance 
Outline of Divisional Work Program 
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I. General Thrust of Work Program 

The major areas of the Division's work relate to: (a) the Fiscal 

Structure, and (b) Financial Structure and Capital Markets. The Fiscal 

Structure - revenue and debt structures and expenditure and investment 

patterns - affects the behaviour pattern of households and enterprises and 

thus has a considerable impact on the functioning of product, factor and 

financial markets. The financial Structure and Capital Markets have a 

direct impact on the mobilisation, allocation and use of real resources. 

Both the Fiscal and Financial Structures condition not only the patterns 

of saving, investment and output, but also have an impact on income and 

wealth distribution. 

Since fiscal-financial structure and policies have a pervasive 

impact on the pace and pattern of development, and since these constitute 

two major policy instruments, research and policy-oriented studies in 

these areas have direct relevance for the regional and operational depart

ments of the World Bank (particularly with regard to their policy dialogue 

with the LDCs) as well as the policy makers in the LDCs. 

II. Research 

A. Fiscal Structure 

There are two specific research projects relating to the fiscal 

structure: Public Expenditures Study (RPO 670-96) and the Public Enter

prises Study (RPO 671-71). The first relates to the distributional impact 

of public expenditures in Malaysia; this study is largely completed 
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and is currently being edited for publication as a monograph. Several 

research papers based on the data specially collected for this study 

are under preparation. 

The second study relates to the Management and Organisational 

Structures of Public Sector Manufacturing Enterprises. For a variety 

of objectives, governments in the LDCs have entered the -field of 

industry. The efficiency of these enterprises in relation to the 

explicit or implicit objectives would depend on their managerial and 

organizational structures and the policy environment in which they 

operate. The broad purpose of this study is to identify the nature 

and characteristics of the structures and policy environment that are 

consistent with the efficiency and growth of such enterprises. The 

pilot phase of the study - to be completed by June 1980 - concentrates 

on public enterprises in India, Yugoslavia, Egypt and Italy. The 

second phase of the project would be undertaken in FY81. 

B. Financial Structure and Capital Markets 

In this area, there are five inter-related research projects: 

Capital Market Imperfections and Economic Development (RPO 671-69), 

Commercial Bank Behaviour (RPO 671-25), Informal Credit Markets (RPO 

671-65), Impact of Social Security Institutions on Resource Mobiliza

tion and Allocation (ECDPF85) and Financial Structure and Technology 

Policy (ECDPF93). 

The Capital Market Imperfections Study seeks to relate market 

imperfections to real resource costs of lending and borrowing. These 

transactions costs are the crucial variable which accounts for the 

fragmentation and segmentation of the LDC capital markets. The broad 
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purpose is to identify the nature and the characteristics of financial 

innovations and policy interventions that reduce these costs and thus 

lower the costs of lending and borrowing and narrow the interest rate 

differentials. Such progressive integration of the capital markets 

would remove the bias of the financial structure against the tra

ditional sector and the sector of small enterprise and thus have 

favourable saving, investment, output and distribution effects. The 

exploratory phase of this project is likely to be completed by June 

1979 and the second phase by June 1981. 

Three dominating parts of the capital markets in the LDCs are: 

(a) Commercial Banks, (b) Informal Credit Markets and (c) Social 

Security Institutions. Their impact on the mobilization and alloca

tion of resources and on the integration of capital markets generally 

is the theme of these research projects. All of them are likely to 

be completed by September 1979. The second phase of the Informal 

Credit Markets Project will be completed by June 1981. 

The Financial Structure and Technology Policy Project empha

sises the link between technical assistance - to promote creative 

adaptation of modern technology - and reduction of costs of lending 

and borrowing and seeks to evaluate the impact of Technical Con

sultancy Services and the Multi-Service Agencies set up by the 

financial institutions on the promotion of small-medium enterprises 

in India.· This experiment is unique and has relevance for the other 

LDCs. This project is likely to be completed by June 1980. 

C. Research Preparation (RES 02) 

Two projects are being formulated in the area of Fiscal 
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Structure and Policies: (a) Impact of Government Purchase Policy on 

Promotion of Small Enterprises and Indigenous Technology; and (b) 

Rural Resource Mobilization. Government purchase policy in several 

countries - both developed and developing - is deliberately used as 

a policy instrument for promoting small enterprises and indigenous 

technology. The broad purpose is to evaluate its effectiveness and 

to find out under what circumstances it has 'promotional' effects and 

under what circumstances it has 'protective' and other effects. The 

other project - Rural Resource Mobilization - seeks to concentrate on 

the relationship between rural socio-economic institutions and resource 

mobilization for rural development. The preparatory work is likely to 

be completed by June 1979 and after that if they appear to be promis

ing, they would be undertaken during F!SO and FY81. 

III. Operational Support 

There are three types of missions in which the Division par

ticipates: (a) Technical Assistance - Advisory; (b) those related to 

Research; and (c) such missions for which there is a pressing demand 

from the regions. The missions to Kenya (FY78) and one mission to 

Indonesia (FY78) relate to (a), while missions to Ivory Coast and 

Pakistan relate to category (b). (One related to the Capital Market 

Study and the other to preparatory work on Rural Resource Mobilization. ) 

Missions to Mauritius, Indonesia (seaond}, and Jamaica relate 

to category (c). Mali mission was a special mission to do preparatory 

work for subsequent detailed health sector study, relating to Basic Needs 

Strategy. 
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We would prefer missions in the (a) and (b) categories; (a) 

enables us to apply our tentative research results and insights to 

specific contexts, while (b) helps directly in our research. But it 

would not be possible to say "no" to some pressing demands by the 

regions. We are unable to meet even half the demands for this type 

of mission. However, the category (c) missions are also useful in 

getting some insights for research and in understanding the specificity 

of some structural characteristics of the fiscal-financial context. 

IV. Participation in WDR II 

The Division is also engaged in preparing a background paper 

as part of the World Development Report II exercise. The Division's 

study is addressed to the developmental problems of the 25 major 

mineral-exporting countries. More specifically, it draws attention 

to the short- and medium-term problems that often beset mineral 

economies: lagging non-mineral exports and poor export diversifica

tion performance, low growth in agricultural production and rising 

food imports, high rates of inflation, extreme dualism, etc. It 

offers policy recommendations for meeting these problems and for the 

long-term development strategies of mineral economies. Work on this 

study commenced in mid-July 1978 and will be completed by mid-November 

1978. 

V. Comments 

The Division has made it a practice of discussing preliminary 

research ideas with the IDF, IFC, OED and EDI, and IMF (Central Banking 

and Fiscal Affairs Departments). It is only after such discussion that 
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specific research projects are identified: Even after the formulation, 

the projects are discussed with these departments. The paper on Research 

Program and Its Rationale was widely distributed for comments, which 

have been very constructive. Thus, the relevance of the research under

taken is ensured long before the projects are undertaken. 



ATTACHMENT I 

Operational Support 

Man-Weeks - October 1, 1977 to September 30, 1978 

Country Type of Mission Field Work-Date Staff Members Man- Weeks Research Ass't. Man-Weeks --- · 
1. Kenya Technical Assistance March 1978 Bhatt/Nankani 20 Saito 15 

2. Indonesia Technical Assistance March/April 1978 Kee 10 

3. Ivory Coast Financial Mission July/August 1978 Dellalfar 20 

4. Pakistan Special Mission July/August 1978 Ysuf 10 

5. Indonesia Basic Economic Mission Oct./Nov. 1977 Kee 20 

6. Jamaica Econmic Updating Jan/Feb. 1978 Yusuf 12 

1. Thailand Bank Economic Mission November 1977 Meerman 15 

8. Mauritius Special Eco. Mission Jul/Aug. 1978 Kee 12 

9. Mali Special Nankani 10 

Total 129 15 



I. 

II. 

III. 

IV. 

v. 

ATTACHMENT 2 

RESOURCE ALLOCATION 

MAN-WEEKS (FY79 AND FY80) 

RPO 

(a) 670-96 (Public Expenditures) 
(b) 671-71 (Public Enterprises) 
(c) 671-69 (Capital Market 

Imperfections) 
(d) 671-25 (Commercial Bank 

Behaviour) 
(e) 671-65 (Informal Credit 

Markets) 
(£) 671-59 (Small Enterprise 

Study) 

RES02 (a) Rural Resource 
Mobilization 

(b) Government Purchase 
Policy 

Sub-total 

In-house Studies 

(a) Social Security 
Institutions (ECDPF85) 

(b) Financial Structure and 
Technology Policy (ECDPF93) 

Sub-total 

Operational Support 

WDR II/Special Tasks 

Miscellaneous 

(Seminars and CSW) 

Total 

MAA 

Total 

Staff 

15 
40 

40 

9 

4 

15 

8 

131 

4 

12 

16 

125 

16 

21 

309 

21 

FY79 

Consultants 

18 
60 

16 

20 

36 

150 

12 

70 

82 

232 

R/A 

11 

15 

4 

4 

16 

50 

12 

12 

14 

10 

6 

92 

Staff 

36 

42 

10 

34 

25 

137 

10 

10 

125 

16 

21 

309 

21 

FY80 

Consultants R/A 
18 
60 11 

20 24 

40 4 

25 11 

25 

188 50 

50 10 

50 10 

15 

10 

6 

238 91 



TO: 

FROM: 

3JECT: 

OFFICE MEMORANDUM 
Mr. Hollis B. Chenery DATE . December 13, 1977 . 

r 

Bela Balassa 

Research Requirements in Industry and Trade 

1. In response to your memo of November 10th, Messrs. Balassa, 
de Vries, Keesing, Laursen, Moore, Walstedt, Weigel, and Westphal met t o 
discuss future research requirements in industry and trade. There was 
general agreement that the resources presently available for research in 
these areas are inadequate for the Bank's needs. At the same time, the 
participants at the meeting agreed that first priority should·be given to 
ensuring the practical application and dissemination of research results. 
There is further need to extend research in areas presently under study, 
so as to establish a "critical mass", and to undertake research and 
establish a capability at the Bank for continuing work on manufactured 
products. This would require, even excluding research on additional worth
while subjects, a simultaneous increase in manpower and in research funds. 

2. The need for practical applications and dissemination is parti~ularly 
apparent in regard to the highly successful research project on Programming 
in the Manufacturing Sector. It is of further importance to ensure that 
research on development strategies finds operational application in country 
work. 

3. Among research areas in industry, the research project underway 
on small-scale industries would require a follow-up as well as practi-::al 
applications .. Topics of interest in this area include the efficiency of 
small-scale industry, subcontracting, and the choice of technology. The 
latter subject is of more general interest, transcending the scope of 
small-scale industry, and a research program on the subject is being 
developed. This would cover, among other things, the availability of 
labor-intensive techniques and the motivation on the choice of techniques. 

4. Several research areas bridge the fields of industry and trade. 
In conjunction with che need to establish a ca~ability for continuing work 
on :nanufactured products, it is proposed to examine prospective changes 
in industrial location as between developed and developing councries in 
regard to intermediate products and engineering industries. 

5. Ammng intermediate products, steel, petrochemicals, paper and 
fertilizers offer particular interest; in some instances this would build 
on existing Bank work. In the case of these products, existing information 
on new invesc::ients should be consolidated, together with demand projections, 
in a ~odel fraoework so as to indicate efficient locational patterns and 
to serve as a guide for Bank investments and policy advising. In the case 
of engineering industries, the international division of the production 
process through the trade of parts, components, and accessories offers 
special interest. 
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6. . Changes in industrial location are influenced by the policies 
followed in the developing countries and by market constraints in 
developed countries. As to the former, studies on the experience of semi
industrial countries would need to be complemented by work on manufacturing 
growth in non-industrial countries and in natural resource-rich countries. 

7. Market constraints in developed countries would need to be examined 
on an industry-by-industry basis in the United States, Western Europe and 
Japan. In this connection, attention would need to be given to the extent 
of market penetration, the "danger points" that may trigger protectionist 
pressures, and the replacement in the markets of developed countries of 
other developed country suppliers by developing country exporters. In the 
case of Japan, resistance· to market penetration by developing countries and 
these countries taking over Japanese markets of textiles offer particular 
interest. 

8. Another research area worth exploring is intra-LDC trade. This 
could be defined after the completion of Mr. Laursen's paper on the subject. 
The economic effects of national self-sufficiency in foodgrains could also 
be usefully examined, together with possible alternatives, including regional 
self-sufficiency and participation in international trade. A further topic 
of interest for the New International Economic Order in general, and the 
UNCTAD commodity schemes in particular, is the structure of marketing and 
the resulting distribution of the gains from trade among producers, traders, 
and consumers, in selected primary commodities. 

9. These are some other research areas relating to industry that may 
be worth pursuing. They include the financing of industrial development, 
including the growth of financial intermediaries;the financing and insurance 
of the exports of machinery and equipment;· the operation of public 
enterprises; and second-best shadow pricing rules for industrial investment . 

. - . . . -· .. - . - ·- .. . . . - . . -· - .. . " - . 
10. A memorandum on "Topics for Industrial Research, written by 
Mr. Moore is enclosed . . This.memorandum-complements the medium-term draft 
program on trade and commodities that was distributed on December 7th. 

cc: Messrs. Qureshi, Fuchs, Gordon, de Vries, Hyde, Mooze, 
Keesing, Laursen, Walstedt, Westphal, Weigel 

DPS Directors, Trade Steering Group 

Enclosure 
BBalassa:nc 



TO: 

FROM : 

SUBJ?.CT: 

.OFFICE MEMORANDUM 
See Distribution 

1/ 
Frederick T. Moore_.;7, 

~-~ 

Topics for Industry Research 

DATE: December 5, 1977 

At the meeting this morning I agreed tow-rite down the list of 
topics for research in industry that I had. These topics are of concern 
in operational work and most of them could be undertaken in the form of 
case studies. 

1. Small Scale Industries: There are a number of sub-topics here, 
but a key question that needs to be addressed is: Are SSI efficient 
users of capital and labor, and if so, in what industries? So far the 
Bank's programs have accepted that SSE are efficient users as an act of 
faith. There is little hard evidence to back this up. 

2. Programming Models in Industry. This work got off slowly and has 
had real success in the Egypt fertilizer model, the SE Asia and India 
models. The work in this area is in immediate danger of being terminated. 
There is a wholt:! "cascade" of modelling work that needs to be pursued: 
investment planning in a sector for a country; allocation of output within 
firms in the industry (the locational aspects are important); planning 
output within the firm; linking sector ~odels to obtain an economy-wide 
model; inter-country locational models for investment and output planning. 
A continuing effort is imperative or we lose momentum. 

3. Studies of the engineering industries (or ~all them capital goods 
or machinery). These industries are critical for industrial development 
because of several charactaristics; they tend to be efficient at small 
scale; they tend to b e-=-labo·r-intensive; the~ denia.nd is . highly income elcistic'; 
they have strong back...ard and forward linkages; and, there are definite 
export possibilities. Case studies are needed. 

4. Financial institutions and industrial growth: The Bank has a long 
history of lending to financial intermedi~ries. A fresh look is needed at 
the relationship between the growth of these institutions and industries 
growth requirements. What kinds of specialization are called for? When? 
What are the conditions precedent and the condi:ions for· success? 1lhat 
incentives and policies ~ill stimulate the righ: kind of development? How 
should the future Bank programs be aimed? Included here are problems of 
establishing capital markets and venture capital types of institutions. 

5. World location of industrial canacitv: The Bank should take a h2rd 
look at the targets of the Lima Confere~ce on the location of cap2city of 
key industries in LDC's. Will it happen autom.:itically? Will it be 
efficient? :-ihat are the gains and losses in trade and in m.:irket control? 
~1at are appropriate Bank responses? 

6. Public sec:or behavior and cerform.:ince: Much of industrial lend-
ing soes to public sector corpor.:itions. We need to know much more about 
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their relative efficiency, whether they are really implementing multiple 
objectives, what· measures should be applied to them, etc. Case studies 
plus other studies on decision-making in these circumstances are required. 

Finally, there is another research project, that does notfit 
neatly into the industrial framework, but is nonetheless important: 

7. Short-cut methods of shadow oricing and second-best 
in industrial projects. This is one I hope to formulate as 
project (with D. Schydlowsky) and present to the committee. 
follow-on to the project started by B. Balassa. 
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I suggest, in the write up, there be a separate section on trade 
and on industry. 
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PROGRAMMING IN THE }1ANUFACTURING SECTOR!/ 

RPO 670-24 

This note is a brief synopsis of history; objectives, achievements, 

failures, and issues for the future, relating to research project RPO 670-24, 

Programming in the Manufacturing Sector. Given the need for brevity, 

this note cannot do full justice to any of the above aspects. The main 

purpose is not to provide the full background for an~~ evaluation, but 

to convey a sense for the potential of this line of work in and outside the 

Bank, and to generate a discussion on where to go from here. 

Background 

The project was begun in late 1970, initially exclusively by 

consultants, by the (then) Basic Research Center, as an independent comp?nent . 
of the Center's work program focused on the importance of interdependence in 

economic analysis. Specifically, the project was to address the question of 

interdependence within the industrial sector, taking the existence of 

economies of scale explicitly into account. 

At the time the research was begun, several contributions to the 

literature had established that, in principle, techniques could be designed 

that enabled the analyst to incorporate the phenomenon of economies of scale 

into sectoral investment analysis. These contributions demonstrated that 

the technique of mixed-integer programming could be employed successfully 

1/ This review has benefitted from comments and suggestions made by 
members of the Trade and Industry Steering Group. 
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to quantify the impact of economies of scale on the design of an investment 

program.l/ However, the case-studias mostly focused on highly aggregated 

industrial activities, placed in the context of greatly simplified represen

tations of reality, and were not designed to yield operationally useful 

results. Even then, they demonstrated that the computational co~plexity of 

the available techniques of analysis were enormous: one model took 40 hours 

of computer time to solve. In light of that experience, it seemed highly 

unlikely that much further work was soon going to be undertaken in this area 

in a university environment. This was unfortunate, as these early attempts 

showed that, at last, an approach had been developed that could lead to the 

formalization of project identification and sectoral investment analysis in 

the presence of economies of scale. Under those circumstances, it was felt 

that a major research effort under World Bank auspices was justified • 

Objectives . -
Initially, the main objective of the research program was to assess 

the feasibility of quantifying the impact of interdependence, including the 

effect of economies of scale, in the context of an operationally meaningful 

specification of an investment problem. As the work progressed, however, 

and feasibility was clearly demonstrated for various industrial sectors, the 

y Mixed-integer programming is a variant of the technique of linear pro
gramming, differing from the latter only in the sense that some of the 
variables must assume integer values, usually zero or one. The integer 
variables are associated with the investment costs in such a manner that 
if a plant is built, the corresponding integer variable is forced to 
assume the value one, thereby activating a fixed charge on plant con
struction, and to zero if a plant is not built and consequently no 
investment cost should be incurred. 
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objective became more ambitious, namely the development of a formal approach 

to sectoral investment analysis in the ir.dustrial sector, taking economies 

of scale into account, and leading to the design of project-specific invest

ment programs in selected industrual sectors, 

A Short History of Progress To Date 

The research program started with three studies, following distinct 

lines of investigation. First, Thomas Vietorisz, in a study of the Mexican 

heavy electrical equipment industries, investigated the investment problem 

at the plant level. Second, Larry Westphal, later joined by Yung Rhee, 

focused their attention on the Korean mechanical engineering industries, 

and analyzed for 120 carefully selected products within that subsector 

whether Korea had a comparative cost advantage for domestic production. 

Third, Charles Frank and Ardy Stoutjesdijk, later joined by Alex Meeraus, 

formulated a model of the East African fertilizer industry, analyzing future 

investment possibilities in a multi-product, dynamic and spatially disaggre

gated framework which, moreover, permitted substitution among final products. 

This early effort demonstrated three points. First, some industrial 

activities lend themselves better to comprehensive investment analysis than 

others, depending on the degree of homogeneity of products and the complexity 

1/ 
of the relevant production technology.- Second, the computational problem 

introduced by economies of scale was quite complex and available solution 

procedures were far from efficient; without extensive "pre-analysis" of the 

];/ The usual distinction here is between process and non-process industries, 
where process industries can be defined as those characterized by pre
dominantly single-purpose equipment, and high degree of homogeneity of 
products used and produced. 
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investment problem, the models were essentially not solvable at reasonable 

cost. Third, signifi~ant progress in this area was dependent upon a 

research environment that accommodated an interdisciplinary approach, 

combining the skills of the economist, the engineer and the computer 

scientist in an integrated fashion. 

The subsequent research effort was influenced by these lessons. 

Considerable attention was paid throughout to the development of shortcuts, 

designed to reduce the complexity of the problem, and to the design of more 

efficient solution procedures and methods of problem specification. An 

attempt to develop an original solution procedure for this general class 

of models, by Glen Martin of Control Data, New York, for the Bank, was a 

failure. However, it led to an internal research project (GAMS, RPO 671-58), 

under Alex Meeraus' supervision, which is likely to result in substantial 

software developments. 

The realization that some industries require a much greater effort 

in model development and specification than others led to the formulation of 

a new research project focused on investment analysis in the so-called 

non-process industries, i.e., industries that are characterized by multi

purpose equipment and consequent capacity sharing, as well as significant 

heterogeity of inputs and outputs. Specifically, this project extends the 

work done on the Korean mechanical engineering industry (M.E. II, RPO 670-23), 

paying much more detailed attention to the scope for capital-labor substitution 

at the product and process level. Details of this project, which is still in 

1/ the research phase, are given in a note by Larry Westphal.-

1/ "Bank Research on Industrial Technoloby", Nov. 22, 1978. 

... 
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Case Studies 

A number of case studies were undertaken, following the original 

three research efforts, that mainly focused on process industries. Given the 

familiarity acquired with the fertilizer industry--an essential condition for 

the specification of a useful model to analyze investments--it seemed natural 

to test the applicability of the approach in different types of environment 

in this subsector first. In that vein, case-studies were carried out in 

Egypt (in collaboration with the Bank's Industrial Projects Department and 

Egyptian counterparts), ASEAN (at the request of the Consultative Council 

for Food Production and Investment), Andean Pact (in collaboration with the 

Andean Pact Secretariat and Inter-American Development Bank), and India 

(with Industrial Projects Department); in addition, a world-wide model of 

the fertilizer industry was formulated at the request of IFC, and the results 

incorporated in a paper presented to the Board. 

At the same time that considerable experience was gained with the 

method in case studies of fertilizer production, the program was expanded in 

a number of directions. Models were formulated for use in the analysis of 

investment in the forest industry sector. The first case-study was done in 

Turkey; following successful application of the models in that context, the 

approach was used in FAO's World Pulp and Paper Program, and specifically 

applied to the countries in the ASEAN region. In the process, the methodology 

was transferred to FAO, where it is now routinely used within the Program. 

Encouraged by the feasibility of carrying out country-specific sub

sectoral studies, a research project was designed that was to take the 

~ethodology several steps forward, and provide the analytic framework for 
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the so-called package approach to integration project analysis. This approach, 

1/ which was described in a joint article with Bela Balassa-, involves the 

simultaneous analysis of a number of industrial subsectors in the context of 

a regional investment agreement among several countries. In this case, West 

Africa was selected as the environment for the study, which was ~o focus on 

steel, fertilizers, pulp and paper., as well as cement. This project was too 

ambitious. First of all, it became quite clear at an early stage that further 

model development was required to capture intersectoral linkages, and to intro

duce multi-sector, multi-country budget constraints. Second, the data 

requirements of the study were not likely to be met unless large investments 

in data collection were made; neither the Bank nor the countries were likely 

to do so. Consequently, this project was abandoned at an early stage; no 

empirical work was carried out in West Africa with the exception of some 

I 
analysis of the CIMAO clinker project in Togo, at the request of the 

Industrial Projects Department. 

For specific industries, the methodology turned out to be fairly 

flexible in its application, and in a number of cases the research team 

was able to respond positively to specific requests. The number of requests 

for assistance has accelerated in recent years, and at various points in 

Bela Balassa and Ardy Stoutjesdijk, "Economic Integration Among 
Developing Countries", World Bank Reprint Series: 39, 
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time, the researchers were involved in a model of clinker production (in 

Brazil), pecrochemicals (Portugal and Mexico), energy (Nigeria), steel 

and mechanical engineering (Mexico}, and chemicals (Turkey). A recent 

request from Korea concerns assistance in the formulation of investment 

programs in fertilizers, pulp and paper, and basic metals. Morepver, the 

method has been successfully applied to world-wide planning of the copper 

industry and the aluminum sector. 

Practical Results 

The full application of the methodology developed in this project 

permits the formulation of investment programs for sets of interdependent 

industrial activities, taking aspects such as time, location, sizing, 

technology and product mix explicitly into account. As such, it provides 

a formal analytic approach to project identification. 

One of the major strengths of the method is that it permits a 

rapid quantification of the impact of alternative project and program 

designs, and therefore gives the project planner and the decision-maker 

a much greater insight into the nature of the planning problem and the 

scope for choice. Moreover, the consistency framework implicit in the 

model often leads to results that appear at first surprising to the project 

planner, but, on second thought, are clearly plausible. 

The models constitute tools of analysis that contribute insight and 

quantified information to a decision-process that involves many different 

inputs. As such, they are aids to decision-making, not black boxes that are 
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designed to replace it. Thus the practical result that is sought is better 

informed sectoral investment decision-making, for which the models have 

been shown to provide highly useful inputs, It is in this vein that the 

dissemination effort, described below, has been conducted. 

Dissemination 

Various routes have been taken to disseminate the methodology. The 

main academic output of the project will be a volume, edited jointly by Ardy 

Stoutjesdijk and Larry Westphal, entitled Industrial Investment Analysis 

under Increasing Returns; the volume is currently in the hands of the Bank's 

Editorial Sub-committee. In addition, a large number of internal reports 

and several Bank Staff Working Papers have been produced. To disseminate 

the research results to a more practically oriented audience, a series of 

manuals is being produced, under the editorship of Alex Meeraus and Ardy 

Stoutjesdijk. • In addition to a volume that provides a com~rehensive and self--
contained introduction to the methodology of process analysis models, and a 

User's Guide that presents guidelines on data representation an~ computer

related aspects, the series contains se~eral sector-specific volumes 

(fertilizers, pulp and paper, and steel) as well as a volume that demonstrates 

the use of the method in a cotmnon market context. The latter volumes contain 

case-studies that emphasize the use of the approach in an operational context; 

the sector specific volumes provide short technical descriptions of the 

relevant industrial products and processes as well. The general methodology 

volume will be published before the end of this year; subsequent volumes will 

appear in 3 to 4 month intervals, 
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In addition to the written output, other dissemination devices are 

being used. Workshops have been held in and outside the Bank. Among t he 

latter was one organized jointly with the OECD, and hosted by the Yugoslav 

Government in Portoroz; it was attended by over 150 representatives from OECD 

countries. Furthermore, as a rule, seminars and work shops are given in 

connection with case-studies (e.g., Egypt, India, Andean Pact). Finally, in 

this context, presentations have been made at ORSA/TIMS meetings. 

In our experience, the most effective dissemination device is the 

case study approach, involving local, well-trained staff. In particular, we 

consider as successful a formula where the case study involves a graduate 

student in engineering or economics, from the country under study, who is 

fully involved in all stages of the study. 

In addition, an approach currently under consideration is the 

organization of an EDI course, inclusive of a demonstration case-study. 

Resources 

The research program has always enjoyed sufficient financial support 

from the Bank's Research Committee, and a total of around $425,000 was invested 

in the research project in this manner. Moreover, as the operational usefulness 

of the methodology became clearer, substantial funding was attracted from 

other sources, primarily to finance case-studies. For example, case-studies 

of the Egyptian, Indian and ASE.AN fertilizer sectors were financed by the 

Industrial Projects Department, East Asia Projects, and South Asia Projects, 

and involve a total of about $75,000. The study of the Andean Common Market 

had a budget of $90,000, jointly shared by the Bank's Industrial Projects 

Department, Inter-American Development Bank, and Andean Pact. The Turkish 

Industrial Development Bank, under whose auspices the chemical sector study in 
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Turkey is being carried out, envisions a budget of around $1 million, 

which it proposes to finance from its own sources. The Korean Government has 

been advised to approach UNDP for the finance it intends to carry out with 

our help. Finally, the studies of the forest industries sector in various 

regions in the world, carried out by FAO, are entirely financed from UNDP 

funds, at a total cost of more than $1 million; most of this is for data 

collection. 

In contrast, the internal staffing situation of the project has 

al.most always been close to a critical minimum. Initially, all participants 

in the project were consultants, as mentioned before. As the research reached 

a more operational stage, the use of outside consultants was gradually 

decreased and illOre internal staff was associated with the project. However, 

at no time have more than three professional man-years per annum been devoted 

to the research. 

At the present time, the situation has become critical. Not more 

than about three man-months of professional time is available per year to 

· carry ou~ the dissemina~ion effor~, and resources available for fur~her model 

development are minimal; in fact the only relevant research carried out in 

this context is that focused on technology choice in mechanical engineering. 

The researchers have already reached the stage where they have to turn down 

requests for assistance, or restrict themselves to sometimes irresponsibly 

limited levels of advice. To the extent possible, former collaborators on 

the project are being used as consultants. However, it is quite likely that 

with the publication of the manuals, the number of requests for assistance 

will reach a level where the Bank will find itself in the embarrassing · 

.. 
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Turkey is being carried out, envisions a budget of around $1 million, which 

it proposes to finance from its own sources. The Korean Government has 

been advised to approach UNDP for the finance of the studies it intends to 

carry out with our help. Finally, the studies of the forest industries 

sector· in various regions in the world, carried out by FAO, are ~ntirely 

financed from-UNDP funds, at a total cost of more than $1 million; mast of 

this is for data collection. The only case study which is currently under 

way with Research Committee funds ($25,000) is that of the Mexican Steel 

sector. 

In contrast, the internal staffing situation of the project has 

almost always been close to a critical minimum. Initially, all participants 

in the project were consultants, as mentioned before. As the research 

reached a mor~ operational stage, the use of outside consultants was 
• 

gradually decreased and more intern.al staff was associated with the project. 

However, at no time have more than three professional man-years per annum 

been devoted to the research, 

At the present time, the situation has become critical. Not more 

than about three man-months of professional time are available per year to 

carry out the dissemination effort, and resources available for further 

model development are minimal; in fact the only relevant research carried out 

in this context is that focused on technology choice in mechanical engineering. 

The researchers have already reached the stage where they have to turn down 

requests for assistance, or restrict themselves to sometimes irresponsibly 

limited levels of advice. To the e..~tent possible, former collaborators on 

the project are being used as consultants. However, it is quite likely that 
' 
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with the publication of the manuals, the number of requests for assistance 

will reach a level where the Bank will find itsel f in the embarrassing 

position of having successfully disseminated a planning methodology, while 

not being in a position to assist in the subsequent assimi~ation effort in 

member countries, 

Issues for the Future 

The main issue facing the Bank at this time is whether and how to 

disseminate this methodology further, both with regard to its own project 

work and that carried out in its member countries. It seems clear that the 

project has achieved its original objectives, in the sense that a method has 

been developed and tested that provides an operationally meaningful approach 

to project identification and subsector planning. In terms of written output, 

the project has probably gone as far as one can go, given the current state 

of model development. The main questions relate to the intended. audience, 

• 

and the conditions that need to be met for effective dissemination and assimilation. 

Within the Bank, it would appear that the little attention paid to 

systematic sector planning, particularly in the industrial sector, precludes 

widespread use of the method: the currently practiced project-by-project 

approach is likely to prevail for some time. In any case, given present 

staff constraints in the industrial field, it is unlikely that an expanded 

work program on industrial subsector planning can be accommodated. 

Outside the Bank, the situation varies from place to place. If our 

case-study experience is any guide, it is clear, that within the context of a 

relatively long-term and joint effort, the essentials of the approach can be 

transferred to someone with some background in mathematical economics. In 
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other cases, substantial technical assistance from the Bank is needed. How 

should the Bank respond to such requests in the future? Where should finance 

come from? Currently, various ad hoc solutions have been found or suggested, 

combining funds from the Research Committee, the Regional Offices, UNDP, 

other international organizations such as IDB, and the relevant counterpart 

organization. However, invariably, the financing arrangement is messy and 

time-consuming. 

_The scope for further research in this area is wide. An earlier 

attempt to incorporate uncertainty into the planning model failed. Neverthe

less, this aspect of the planning problem is sufficiently real to warrant a 

further research effort. Moreover, although vastly improved, solution methods 

for this class of model remain inefficient; should further work be contemplated? 

Finally, research experience is restricted to a few industrial subsectors, 

and the question may legitimately be raised whether it would not be desirable 

to construct formalized approaches for other subsectors as well. While 

discussing this issue, it should be borne in mind that research on the 

non-process industries is progressing under a different RPO. 

It would appear that the establishment of a special unit within the 

Bank, specifically in charge of further work in this area, would be justified. 

Such a unit, with a minimum of 3 to 4 professional staff members and a 

similar number of research assistants / programmers, could have the following 

tasks: (1) further application of the method for the industrial sub-sectors 

where the research phase is concluded; (2) fur ther research on directly 

related byt as yet unresolved issues; and (3) expansion of industry coverage, 

including analysis of important natural resources and derivates on a world-



- 14 -

wide basis. The alternative to this organizational step is, for all 

practical purposes, the discontinuation of Bank involvement in this area 

once the manual series described above is completed, In that event, it 

may be hoped, international consulting-engineering firms (some of whom 

have already expressed an interest) will capitalize upon this Bank effort. 



• 
Bank Research on Incentives and Domestic Resource Costs; 

Economic Integration in Develooing Countries; 
and Export Promotion and :larket Access 

Fela Bal.:,ss.::i. 

I. Incentives and Domestic ~esource Costs 

Past and Ongoing Research 

Bank research on incentives began with the "The Structure of 

Protection in Developing Countries" research project in 1967. The research 

project, the findings of which were published in book fonn in 1971J 

provided an evaluation of the system of protection applied in developing 

countries. This was done by estimating effective rates of protection for 

Brazil, Chile, ~exico, ;'.1alaysia, and Pakistan,and analysing the economic 

cost of protection in these countries. Estimates were also reported for a 

developed country, ~orway. 

For greater comparability, subsequent work concentrated on semi

industrial countries. Furthermore, the scope oi the investigation was extended 

to cover -- in addition to protective measures -- credit and tax incentives, Rnd to 

estimate effective rates of subsidy that incorporate all these incentive 

measures. This was done in the "Development Strategies in Semi-Industrial 

Countries" research project (RPO 670-01) that also analyzed relative 

incentives provided to exports and to import substitution in countries following 

different development strategies, including Argentina, Colombia, Israel, 

Korea, Singapore, and Taiwan. The findings of the research project were 

incorporated in a volume that is under consideration by the Bank's Publication 

Committee. 
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In the framework of the "Industrial Policies and Economic 

Integration in Western Africa" research project (RPO 671-87), indicators of 

incentives as well as of domestic resource costs have been estimated for 

Ghana, Ivory Coast, Mali, and Senegal, so as to compare the incentives 

received by particular economic activities and their social profitability. 

In regard to agriculture, estimates have be!n made for various commodities 

produced in several regions and by the use of alternative techniq~es. Within 

the manufacturing sector, indicators of incentives and resource costs have 

been estimated on a firm-by-firm basis while earlier studies relied on 

input-output tables. 

Draft versions of the individual studies are available and have 

been communicated to the individual governments. A summary paper "Comparative 

Advantage and Economic Integration in Western Africa" has also been prepared, 

examining the implications of the results for the extra-area ana the intra

area trade of the West African countries. 

Applications 

An early summary of the findings of "The Structure of Protection 

in Developing Countries," with emphasis on the policy implications of the 

results,was circulated in the Bank as EC-175, "Industrial Protection in 

Developing Countries" in 1970. The discussion of the findings contributed 

to the increased emphasis given in country economic reports and policy 

analyses to the cost of protection in countries oriented towards import 

substitution and to the need for outward orientation. It also led to several 

in-house estimates of effective protection, including Nicaragua and Iran. 

' 
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The circulation of working papers derived from the "Development 

Strategies in Semi-Industrial Countries" research project (in particular, 

"Reforming the System of Incentives in Developing Countries" and "Export 

Incentives and Export Performance in Developing Countries") and seminars 

based thereon have also contributed to an increased outward orientation of 

Bank work. Furthermore, the study on Argentina appears to have influenced 

the policy adopted in the mid-seventies and it has led to a new application 

of the methodology commissioned by the Argentine government. With the 

prominent positions assumed by their authors (Research Director of the Bank 

of Israel; Vice-President of the Korean Development Institute; Economic 

Adviser to the Prime Minister of Singapore; and Minister without Portfolio 

and Deputy Governor of the Bank of China, respectively), the studies on 

Israel, Korea, Singapore, and Taiwan, too, have affected economic policy-making 

in the countries concerned. Finally, advisory reports prepared for . the 

governments of several developing countries and published in a volume under 

the title "Policy Reform in Developing Countries" have influenced the policies 

adopted by some of the countries concerned. 

The Senegal study of .the Western Africa research project has led to 

the preparation of a tariff and tax reform, to which the author of the study 

has made a substantial contribution. The reform of the incentive system was 

also in preparation in the Ivory Coast but it has aborted as a result of 

political changes. Finally, the recommendations made in the Mali study have 

led to an investment project financed by the Bank. 

The methodology of the Western Africa research project has been applied 

in the Bank to agriculture as well as to industry. The Agricultural 

Projects Department sponsored a comparative investigation of 
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agricultural pricing, "Price Intervention in Agriculture" (RPO 671-39), 

which has entailed estimating indicators of incentives and domestic resource 

costs. The methodology has al·so been utilized in industrial sector studies 

of Cameroon and Nigeria, the former in the framework of an industrial 

mission and the latter in the form of a special mission financed by the 

Nigerian government. Finally, a study of domestic resource costs in agri

cultural and industrial activities in Bangladesh, "International Trade Policy 

for the Development of Bangladesh" (RPO 6.71-75) is under way. 

Future Work 

There are requests for the application of the effective protection/ 

subsidy-domestic resource cost methodology on the part of several Regional 

Offices. DPS resources available for country applications of the method

ology are severely limited, however, and the situation is similar 

in the Regional Offices. Resources to carry out such studies·may be made 

available by increasing staff in the DPS, CPS, or the Regional Offices; 

alternatively, funds for hiring consultants may be provided in the research 

budget and/or in the budgets of the Regional Offices. 

Particular interest attaches to applying the effective protection/ 

subsidy-domestic resource cost methodology in non-industrial countries, and 

resource-rich countries, where little research has been done so far. Such studies 

may be part of an investigation of alternative stategies for industrialization in 

these countries. A study of Tanzania, for example, would permit examining the 

implications of a basic needs-oriented approach to international trade. 

Country applications of the effective protection/ subsidy-domestic 

resource cost methodology may be made in semi-industrial and industrializing coun

tries as the need arises. The Bank should also monitor the trade policies followec 
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by these countries and offer policy advice. However, further research 

on countries that have established an industrial base would bring diminishing 

returns. Possible exceptions are research on recent policy changes and on 

an efficient import substitution-export promotion sequence. 

A paper is planned on policy reactions to external shocks, such as 

the oil crisis, the 1973-74 recession, food shortages, world inflation, and 

the "new protectionism" in selected developing countries. In turn, research 

on the import substitution-export promot~on sequence would require the develop

ment of an appropriate methodology. 

II. Economic Integration in Developing Countries 

Past and Ongoing Research 

Reference has been made above to the paper "Comparative Advantage 

and Economic Integration in Western Africa" that summarized the preliminary 

findings of the research project on Western Africa (RPO 671-35). The paper 

has also dealt ~th the obstacles to economic integration in the region and 

• 
made recommendations for alleviating these obstacles. An earlier paper 

"Types of Economic Integration" compared integration efforts in developing 

countries with those in developed and in socialist couptries. In turn, 

"Economic Integration among Developing Countries" examined past experience 

with integration via trade liberalization and the so-called project approach, 

with recommendations made for the future. An analysis of the costs and 

benefits of the project approach is provided in the Fertilia Study on East 

Africa, carried out in the framework of the "Programming in the Manufacturing 

Sector" (RPO 670-24) research project. Finally, a report on the past experience 

and future prospects of regional integration in the Caribbean 

under the title "Commonwealth Caribbean: The Integration Experience." 
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Applications 

t 
J 

• . 

The Bank has not played an important role in promoting regional 

integration in developing countries. It has financed, however, several regional 

infrastructure projects as well as an industrial project, the CIMAO plant in 

Togo that will sell cement in the Ghana and the Ivory Coast as well. Also, 

a study was prepared on regional specialization in fertilizer for ASEAN and 

assistance was provided on a similar study, the Andean Common Market. 

Furthermore, apart from the repor-t on economic integration in the 

Caribbean referred to earlier, an industrial sector report examined economic 

integration in Central America. Finally, two advisory reports "Tariffs and 

Trade Policy in the Andean Common Market" and "Guidelines for the Common 

External Tariff of the Andean Common Market" were prepared with the purpose 

of aiding the establishment of the common external tariff in the Andean 

Common Market. 

Future Work 

Economic integration among developing countries presents important 

policy issues for the Bank. Topics of interest include experience with 

past integration schemes, in particular as far as agreements on industrial 

specialization are concerned; future possibilities for regional integration 

by the use of tariff preferences and through industrial specialization 

agreements; and the benefits and costs of inter-regional trade among develop

ing countries in the framework of preferential trade agreements for collective 

self-reliance. 

Among these topics, a paper is under preparation on intra-industry 

specialization in developing countries. It is also planned to examine how 
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specialization agreements can be oriented towards ensuring international 

competitiveness. It would further be desirable to undertake work on the experience 

of complementarity agreements in LAFTA and of snecializatinn ;:i11T'?.PmPntc:: in th<> 

Andean Common Market. 

III. Export Promotion and Market Access 

Past and Ongoing Research 

Issues related to exports arise on the supply side as well as on the 

demand side. On the side of supply, incentives and institutional factors 

will affect exports. In the framework of RPO 671-10, "Promotion of Non

traditional Exports" the experience of a number of countries with export 

promotion was analyzed. Work on Argentina, Brazil, Colombia, and Mexico 

was carried out under the auspices of ECL\ while papers on India, Israel, 

Korea, and Yugoslavia were prepared by Bank staff-~embers and consultants. 

The paper on India alao draws on work done in RPO 670-21 "Export Promotion 

and Preferences: India." 

The research project on "Export Incentives in Developing Countries" 

(RPO 671-35) utilizes the effective protection/subsidy-domestic resource cost 

methodology to analyze the incentives granted to, and the social profitability 

of, exports on the firm level in Greece, Korea, Pakistan; work on Brazil has 

not started yet. Apart from incentives, the research project considers the 

institutional aspects of export promotion, including marketing. 

RPO 671-56, ''}farketing Manufactured Exports" concentrates on the 

role of marketing in the development of textile exports from Colombia. In 

turn, the "Key Institutions and Expansion of Manufactured Ex-ports" research 

project (RPO 671-68) examines the role of marketing effects of national firms, 

trading companies, foreign buyers, and multinational corporations in regard to 
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manufactured exports from developing countries, and considers the institutional 

implications of promoting these exports. 

As regards factors affecting demand for the manufactured exports of 

the developing countries, RPO 670-20 "Industrialization and Trade Policies 

for the 1970s" focused on adjustment policies in the developed nations. For 

several years, this project was not followed up by further research. It 

has since been concluded, however, that the Bank has a role to play in this 

area,in part to help Bank operations in manufacturing and in part to provide 

assistance in policy advisory work. 

The emergence of new protectionism in developed countries was 

discussed in ''World Trade and the International Economy: Trends, Prospects, 

and Policies." Also, a paper is being prepared on the employment effects 

of trade in manufactured goods between developed and developing countries, 

• with separate consideration given to different skill levels. ·· 
• 

A systematic analysis of market penetration by developing country 

exports, the factors determining protectionist actions in the developed 

coµntries, and the experience of selected industries where protectionist 

• 

measures have been taken is carried out in a series of research projects utilizing 

a common .methodology. They include RPO 671-67, "Effects of Increased Import 

of Manufactured Goods from Developing Countries" in the United States, the 

manufacturing export part of RPO 671-66 on Western Europe, and RPO 671-82, 

covering Australia, Canada, and Japan. 



- 9 -

Applications 

Increased demand for policy-related work in the trade area has 

emerged in recent years, reflecting interest among policy ma~ers in both 

the developed and developing countries, and an increasing role of the Bank 

in policy analysis. Several papers on trade trends and issues, drawing to 

a considerable extent on research done in the area,were prepared as background 

for World Development Report 1978, and additional papers on these issues are 

being prepared as background for next year's report. 

Work on trade in electronics and electrical machinery, textiles 

and clothing, and non- electrical machinery carried out by the Development 

Economics Department represents a mixture of original research and applications. 

This work has been well received but its continuation and extension into 

other industries such as footwear is threatened by staff limitations, caused 

partly by expanded demand for po1icy work. 

Future Work 

Bank work on policy issues is likely to lead to demand for further 

research in this area. This demand is in part met by monitoring protectionist 

actions taken by developed countries. Further interest attaches to evaluating 

the impact of newly imposed protectionist measures in developed countries on 

the export industries of the developing countries. Finally, the studies of 

institutional and marketing aspects of export promotion, which now focus 

mainly on consumer goods sold in developed country markets, may be extended to 

capital goods industries. 

The continuation of work on trade in electronics and electrical 

machinery, textiles and clothing, and non-electrical machinery is of consider-



- 10 -

able importance to developing countries, and may be fo llowed by studies on 

auch product groups as footwear and transport equipment. Given the rapidly 

increasing share of these commodities in the exports of developing countries, 

this work should be put on a regular basis by providing the necessary staff 

resources. 

Among intermediate products, steel, fertilizer, and petrochemicals 

offer possibilities for exportation and for import substitution in the develop

ing countries and are subject to Bank len~ing. In the case of steel and 

fertilizer, work presently carried out in different departments would need 

to be coordinated. Given its importance for developing countries, it would 

further be desirable to undertake work on petrochemicals on a continuous 

basis, involving projections of supply, demand, as well as prices. More 

generally, further extension of commodity work to processed primary products 

would be desirable. 

Moreover, it would be desirable to provide for the updating of 

information collected in the research projects on market penetration once 

they will have been completed. The updating of information on marketing 

channels would also be useful, possibly in the framework of the industry 

studies referred to above. 
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