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fﬁOREWORD;

This report describes work completed under AID Contract ‘
.[csn-1543, through June 30, 1971. It 13 not & complete summary of
ha11 research done to’ date, rather it supplements ‘and updates previous
Qprogress reports. ‘This" document is rather abbreviated gince it is
}intended ‘to be read in conjunction with the July 1971 proposal to
extend.the Harvard contract. The- latter statement includea a full
.listing:of all materials dereloped to date, as well as an extensive

statement of fiture plans,
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I, 'BIBLIOGRAPHY OF RESEARCH, OCTOBER 1, 1970 - JUNE 30, 1971

1./ Alamgir, Mohiuddin, A Planning Model for East Pakistan with
.- Special Emphasis on Manpower and Education. Harvard University
Department of Economics, unpublished Ph.D. thesis, April 1971.

2. quwn, Dorris D., Agricultural Development in India's Districts.
_ Cambridge: Harvard University Press, 197i. '

3. Chenery, Hollis B., Studies in Development Planning. Cambridge:
- Harvard University Press, 1971.

4, Cole, David C. and Princeton N, Lyman, Korean Development, The
Interplay of Politics and Economics. Cambridge: Harvard
‘University Press, 1971.

5. Falcon, Walter P., "Agricultural Employment in Less Developed
Countries: General Situation, Research Approaches, and Policy
Palliatives," first draft, April 1971.

6. Falcon, Walter P. and Gustav F. Papanek (eds.), Development
Policy II - The Pakistan Experience. Cambridge: Harvard
University Press, 1971 (forthcoming).

7. TFalcon, Walter P., "The Green Revolution: Generations of Problems,"
American Journal of Agricultural Economics, Vol. 52, No. 3,
December 1970, 698-710.

8. Gillis, S. Malcolm (ed.), Fiscal Reform for Colombia: The Final
Report and Staff Papers of the Colombian Commission for Tax
Reform. Cambridge: Harvard University International Tax
Program, 1971,

9. Gotsch, Carl H, "Rural Development in East Pakistan: Some
Thoughts on Priorities," revised draft, March 12, 1971, mimeo.

10. Long, Millard F., "Development and Financial Structure," draft,
March 1, 1971, mimeo. -

11, Long, Millard F., "Looking at a Gift Horse," draft, June 1971,
mimeo., . '

12, -MhéEwan, Arthur, Development Alternatives in Pakigtan: Multi-
‘sactoral and Regional Analysis of Planning Problems. Cambridge:
Harvard University Press, 1971.

13, 'Maddison, Angus, Traditional Society, Colonialism and Class
Structure in India and Pakistan, manuscript, 1971, mimeo.

14;‘, Mallon, Richard D., "Agriculture and Export Expansion,"
' Chapter 4, revised draft, March 1971, mimeo.
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Mallon, R;phéfq D., "The Balance of Payments Adjustment Mechanism
ip”Ré¢entﬁAfgehtine'Experience," Chapter 3, draft, February 1971, mimeo.

'Méllon, Richard D., "Balance of Payments Policy," Chapter 6, draft,
June 1971, mimeo.

Mallon, Richard D., "Industrialization and Foreign Trade," Chapter 5,
draft, June 1971, mimeo,

Mallon, Richard D,, "Policy Making in Argentina from 1955 to 1970,"
Chapter 2, final draft, January 1971, mimeo,. ’

Mallon, Richard D., "The Policy Process and Argentine Experience
up to Perén," Chapter 1, semi-final draft, January 192}, mimeo,

Papanek, Gustav F., "Aid, Foreign Private Investment, Savings and
Growth in Less Developed Countries,' Economic Development Report No.
195, Center for International Affairs, Harvard University, Junme 1971.

Papanek, Gustav F., Daniel M. Schydlowsky and Joseph J. Stern,
Decision-Making for Economic Development. Boston: Houghton-
Mifflin, January 1971

Papanek, Gustav F., "Development Planners, Ethics and Objectives,"
Bulletin, University of Sussex, January 1971.

Papanek, Gustav F,, "Factor Analysis and Growth: An Empirical
Test," December 1970, mimeo; Quarterly Journal of Economics,
August 1971 (forthcoming).

Papanek, Gustav F., and Jesse Markham (eds.), Industrial
Organization and Economic Development: in Honor of E. S. Mason.
Boston: Houghton-Mifflin, December 1970.

Papanek, Gustav F., "The Location of Industry," Pakistan
Development Review, Vol. X, No. 3, Autumn 1970, 291-309.

Raduchel, William J., "A General Equilibrium Model for
Development Planning," Economic Development Report No. 186,
Center for International Affairs, Harvard University, February
1971,

Raduchel, William J., "A General Equilibrium Model for
Development Plauning; Chapter 2: Consumer Demand,' draft, May
1971, mimeo.

Repetto, Robert, "Son-Preference and Fertility Behavior in
Developing Countries,' Economic Development Report No. 191,
Center for International Affairs, Harvard University, April
1971,



:ééﬁingepetto, Robert, Time in Indian Develogment Programs.
S xCambridge Harvard University Press, 1971.

;i?Qv_ Schyd1owsky, Daqiel M., "Allocating Integration ‘Industries in
‘" the Andean Group," Economic Development Report No. 175, Center
for International Affairs, Harvard University, January 1971.

28, v‘Schydlowsky, Daniel M, and Steven Guisinger, 'The Empirical
Relationship Between Nominal and Effective Rates of Protection,’
presented to the GATT Conference on Effective Protection,

Geneva, December 1970, mimeo; EDR No. 192, C.F.L.A., revised May 1971.

29, Schydlowsky, Daniel M. and Moises Syrquin, "The Estimation of
CES Production Functions and Neutral Efficiency Levels Using
Effective Rates of Protection as Price Deflators," Economic Develop-
ment Report 194, C.F.I.A., June 1971.

30. Schydlowsky, Daniel M., "Fiscal Policy for Full Capacity Indus-
trial Growth in Latin America," presented to the 2lst Annual
Latin America Conference of the University of Florida,
Gainesville, February 1971, first draft.

31. Schydlowsky, Daniel M. and Steven Guisinger, "A Note on the
Effective Rate of Protection and the Period of Production,"
Discussion Paper No. 152, Harvard Institute of Economic Research,
December 1970, mimeo.

32. Schydlowsky, Daniel M., "Short-Run Policy in Semi-Industrialized
‘Economies," Economic Development and Cultural Change, Vol. 19,
No. 3, April 1971, 391-413.

33. Selowsky, Marcelo, "Cost of Price Stabilization Policies in a
Strongly Inflationary Economy," Economic Development Report No.
187, Center for International Affairs, Harvard University,
Mhrch 1971,

34, Syrquin, Moises, "Efficient Input Frontiers for the Manufacturing
Sector in Mexico, 1965~1980," Economic Development Report No. 188,
Center for International Affairs, Harvard University, March 1971.

'35, Syrquin, Moises, "Factor Analysis and Income per Capita: A
Comment," draft, January 1971, mimeo,

36. Syrquin, Moises and S. Eckstein, "A Note on Fluctuations in Supply
-and Farmers' Income," American Journal of Agricultural Economics,
Vol., 53, No. 2, May 1971 (forthcoming).




37. Taylor, Lance and Edmar Bacha, "Foreign Exchange Shadow Prices:
A Critical Review of Current Theories," Quarterly Journal of
Economics, Vol. LXXXV, No. 2, May 1971, 197- 224,

38, Taylor, Lance and Edmar Baéha, "Growth and Trade Distortions
in Chile, and Their Implications in Calculating the Shadow
Price of Foreign Exchange," Economic Development Report No.
184, Center for International Affairs, Harvard University,
January 1971.

39. Taylor, Lance, "Investment Project Analysis in Terms of a Model
of Optimal Growth: The Case of Chile,”" EDR No. 193, C.F.I.A., May 1971

40, Taylor, Lance and Sergio Bitar, "Past and Future of Investment
Project Analysis in Chile," March 1971, mimeo.

41. Thomas, John W., "Tubewell Irrigation Technology and Its Deter-
minants in East Pakistan," Preliminary outline, January 1971,
mimeo.

42, Watanabe, Tsunehiko and Soshichi Kinoshita, "An Econometric
Study of the Japanese Steel Industry," Discussion Paper No. 155,
Harvard Institute of Economic Research, December 1970; in
Industry Econometrics, L. R. Klein (ed.), (forthcoming).

43, Watanabe, Tsunehiko, "National Planning and Economic Development -
A Critical Review of the Japanese Experience," Economic Develop-
ment Report No. 166, Center for International Affairs, Harvard
University, November 1970; Economic of Planning (forthcoming).

44, Watanabe, Tsunehiko, "A Summary: Improvement of Labor Quality
and Economic Growth - Postwar Japan's Experience,' Economic
Development Report No. 164, Center for International Affairs,
Harvard University, October 1970; Economic Development and

Cultural Change (forthcoming).

45. Wells, Louis T., Jr., " The Evolution of Concession Agreements in
Developing Countries," March 1971, mimeo.



f:iI SUBSTANTIVE PROGRESS

Research efforts by nembers of the Development Research Group
;;have continued to focus on both theoretical and empirical aspects
};of development policy and planning ‘as related to structural change;
;Small research teams have worked on particular sets of issues related
"fto development, including agriculture and rural development, indus-
:trial development and international trade, monetary and fiscal
:ﬂprotlems-in financing development, and the role of the government in
tnefeconomy. ln addition, several continuing projects have been
COnoleted in the fields of education, population policy, and planning

modele.



_;.,'c';’ENE'RAL ‘STUDIES

As is‘often the case, several research efforte described in.
earlier progress reports have reached final publication form during
the period of" this report. ~f
; §eyeral boeks, a11 of whieh heveﬁbeen diecussedlin{eeriier'repOrte,
: werefpdhiiehed'ddring the periedﬁunder review;’includiﬁgiberris D. .
,ﬁrohn;e'éggiehitureianeyelopment in India's. Districts (2)*, David Cole

and Princeton Lyman's Korean Development: The Interplay of Politics

and Economics (4), Arthur MacEwan's Development Alternatives in

Pakistan (12), Gustav Papanek and Jesse Markham's Industrial Organi-

zation and Economic Development (21), Robert Repetto's Time in Indian

Development Prograég (26), and Decision-Making for Economic Development (18),

a casebook in problems of development, collected and edited by Gustawv

Papanek, Daniel;Schydlowsky and Joseph Stern,

Three additional books are in page-proofs and should be published

soon. They include Fiscal Reform for Colombia (8),.edited'by Malcolm

7Gillis; Studies in Development Planning (3), edited by Hollis Chenery,

endﬁbeveiopmentvPolicy II - The Pakistan Experience (6), edited

by Walter Falcen and Gustay Papanek.
Several individual papers, also discussed earlier, have now been
"published. ‘Among;these~are'Wa1ter Falcon's "The Green Revolution:

,qeheretienSfbf’Prthems" (7), Gustav Papanek's "The Location of




_Industryf (22) and "Development Planners Ethice and Objectivea"

ﬂEconomies" (32), Mbises Syrquin 'g MA Note on Fluctuations in Supply

Daniel Schydlowsky s "Short-Run Policy in Semi-Industrialized

Qand Farmers' Income" (36), and Lance Taylor s "Foreign Exchange

Shadow Prices"A Critical Review of Current Theories" (37).
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 AGRICULTURE AND RURAL DEVELOPMENT

>Recen£‘teéhnologica1 advances in the agricuitural seéfor and
increased pOpuiation préssures in deﬁeloping countries have High-
lightéd the important interrelationéhips among agricultural development
and questions of employmeﬁt and income distribution. Studies of the
agricultural sector have therefore been widened in scope to include
secondary and tertiary effects of change. Recent work by Walter P,
Falcon, Carl H, Gétsch, and John W, Thomas reflects this widened
emphasis.

During the past six months, Carl Gotsch has worked on two
projects. In a study of rural development in East Pakistan, he has
examined a variety of proposed programs (a) from an economic and
gsocial point of view, and (b) from a political and institutional point
of view. His conclusions are summarized in '"Rural Development in
East Pakistan: Some Thoughts on Priorities" (9). They suggest that
there is reason to suspect that the inevitable trimming of the pro-
posed comprehensive land and water development program will affect
first the small-scale, short-rQn, labor-intensive programs that are
critical to the Provincial development effort., This ordering of
prioritieé in favor of large-scale, multi-purpose irrigation pro-
jects is seen to result from several factors, including (a) a difference
of opinion over the absorptive capacity of the East Pakistan economy,
(b) thg qrban‘brién;gtion of the majority political party, and (c)

the~1ﬁ§;itdtiohhl interests of the East Pakistan Water and Power
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Development Authority, _their foreign consultants, ‘and certain foreign

tdonorsl |

Gotsch has also continued work on.a comparative study of the
‘nimpact of technolggical change on agriculture in the Mississippi
1iDelta and the Indus Basin of West Pakistan.v Field work recently comi
;pleted in West Pakistan but not- yet written up suggests that the
'frecent political campaign culminating in a widespread movement by
ltenants to withhold rents may produce an acceleration of technological
pchange similar to: that which characterized the" aftermath of the
"Freedom Summer" of 1964 in the Delta. Eventslin'both~areas support
lGotsch's hypothesis that extremely rapid technological change of the
_1abor-disp1acing type is nearly always associated with overt conflict
between=differentarura1 SOcial classes,

| John‘Thomas:has also been working on rural development in East

kPakistahs concentrating on the determinants of tubewell technology.
‘The -data for this;study have'been collected and processed, and a final
outlineihasAbeen‘preparedﬁ(ﬁTubewell Irrigation Technology and Its
fbéféfﬁinants 1n*sa§c-s5§i§can;" 41)" Thomas will analyze the alter-
'native techniques available to East Pakistan for tubewell installation
and then will examine the determining factors behind the actual policy
being implemented.- Thomas has also done preparatory work on a re=-
}lated study of the effect on performance of the organization of rural de=
‘velopment programs. The organizational techniques used. in East
fPakistan for water development represent a starting point for this

finvestigation.,l
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Walter P. Falcon has begun work on: a 1onger-run study of employ-

';ment and income distribution in the rural sector. This study will

hextend his earlier work in "The Green Revolution° Generations of
Problems" (7) Rapid population increases and technological advances
have highlighted second and third generation problems of marketing,
resource allocation, equity, welfare, employment, -and. social institu-
tions generally. Falcon is attempting to develop a typology for B
classifying countries according to their employment situations, in
hopes ofvprovidingcvarying sets of policies for dealing with the

different employment circumstances in which they find themselves.
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In many developing economiee and in those“ofiLatin America

particularly, industrial development and internaticnalgtrade are (
gclosely interrelated. Indeed industrialization pozicies.hane
ioften been based primarily on the control of international trade
?flcwe.{vi

3 "fLaﬁee,Tay16r, in‘collaboratiOn with Edmar Bacha, has continued
7his research on partiel equilibrium analysis of the shadow price of
‘foreign exchange. Their theoretical paper, '‘Foreign Exchange Shadow

'fPrices"A Critical Review of Current Theories'" (37), discussed in a

7brevione progress report, has been published in the Quarterly Journal

of Economics. An empirical study of Chile, "Growth and Trade Distor-
tiqns in Chile, and Their Implications in Calculating the Shadow
\Price of Foreign Exchange"’(38), has also been completed. In the
latter study, the'authors conclude that the amount of foreign exchange
required,to support“ﬁacceptable" rates of growth in Chile will be
Qforthcdming onl& under an efficient exchange earninglprogram, namely
one:which would stress promotion of exports instead of the traditional
jimport-santitution policy. Under such a policy, the shadow price of
foreignkexchanée would be the key to investment project evaluationm,
andlaylor and.bachayestinate»one vereion’of this shadow price == the
fennilibrium exchanée rate nhich Chile would have if its present re-
.strictive commercial . policy were replaced by a no-restrictions

'approximation to the optimal policy.
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ATaylof:hasﬁalso done research on the use of dynamic, aggregated

optimaihgrowth;mocels to calculate shadow prices. These results,
- which proved somewhat surprising because of the small price flexi-
bility such a: model permits, have been written up in preliminary form
("Investment Project Analysis in Terms of a Model of Optimal Growth:
The Case of Chile". 39).

Finally, ‘with Sergio Bitar, Taylor has done a short paper on
social cost/henefit'analysis in Chile -- present barriers to its use
and.the probable future usefulness of this type of work ("Past and

'Future of Investment Project Analysis in Chile" 40).

Marcelo Selowsky has done related work on Chile ('"Cost of Price
Stabilization Policies in a Strongly Inflationary Economy' 33). Selowsky's
paper outlines.a short-run model of inflation and output to permit
analysis of the effects of short-run stabilization policies in economies
suhject to strong inflationary processes. The case of Chile suggests
that the effect of such policies can be substantial,

Richard D, Mallon has continued his study of economic policy making in
a conflict society, the Argentine case. He has now completed the first
two parts of his three~part book. Part I, on the policy‘making process
and experience in Argentina, consists of two chapters that stress the se-
fsuential nature of policy making and analyze the series of second-best
options from which policy makers are usually obliged to choose, The four
>chapterstof'Part‘II deal with balance of payments problems and experience,

: agriculture and export expansion, industrialization and foreign trade, and
balance of payments policy. Im these chapters Mallon analyzes the conse-

quences of extremc cyclical instabilicy and the "structural break" that
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5 and he concludes that "real"

;Oc;urred in Argentina?infthe*mid#l950'

fexchange rate maintenance by;means“’f a crawlin’;peg policy is much

fsuperior to‘large periodical devaluations. Much of the r:, igfff

;III which willhanalyze anti inflationary policy, has alsoubeen completed
Daniel M. Schydlowsky has continued his work (in collaboration
fwith Stephen Guisinger) on the theory and measurement of ‘the effective
v;rate of - protection. Two.papers discussedkin the previous report have
iheen revised and completed ("'The Empirical Relationship between
hNominal and“Effective Rates of Protection" 28, and "A Note on the
_Effective Rates of Protection and Period of Production" 31).

- In "Allocating Integration Industries in the Andean Group" (27),
SchydlowSky presents a methodology for assessing the impact of the
aLlocation of reserved import-substituting industries to the various
member countries. He also suggests separating the efficiency and dis-
tribution considerations as a means of maximizing the welfare to the
_group as a whole and then distributing the benefits. This might be
achieved by the creation of an Andean holding corporation and a current
account bookkeeping system which would not require direct common owner-
ship of the industries.

- Schydlowsky also undertook a first approximation analysis of the
‘benefit to selected Latin American countries of increasing the number
rof'shifts at which the installed capacity.in industry is used. In
‘“fiscal.Policy for‘Full'Capacity Industrial Growth in Latin America
g@(BO), he sets out a policy for capacity utilization based on the
gfremoval of the major microeconomic barriers to capacity utilizationm,

‘ combined with an appropriate export promotion policy to remove the

constraints arising from the balance of payments. Approximate

estimatelﬁof the implications of industrial growth under two shifts
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 é;hy&1§ﬁ§kyr§h§fﬂbi§ésxSyfqu;ﬁihéﬁe”gbllhﬁdf#téﬂioh éstimgting
'qiossfbéétibﬁsf#bﬁéEéﬁt?élasticiﬁyiéf;sﬁﬁéfiéufiﬁnqptoduction
,functioﬁs.("Theiﬁﬁtimﬁtion of CES Production Functions and Neutral
Efficiehéy'Leveis Using Effective Rates of Protection as Price
Defiatp:s" 29). International production data were adjusted to
uniform world ﬁricesvthrough the use of effeqtive-rate-of-protection
deflators, Pooling data on all countries available showed that the
vaverage elasticity of substitution to be virtually equal to 1. Further-
more, it was found that the "neutral efficiency coefficient" included
a number of elements that must be netted out before results of this
kind can be used to determine international differences in efficiency.’

Schydlowsky examined the case of Argentina in a study of the
use of idle capacity as an important source of income for semi-
industrialized countries ("Short-Run Policy in Semi-Industrialized
Economies" 32). In this study, discussed more fully in an earlier
report and revised for publication, it is shown that such an employ-
ment policy can take place in the face of an import constraint and
under the restriction that the fiscal balance not deteriorate,
Finally, it is shown that the subsidization is compatibie with long-
run optimum allocation of resources if the less efficient industries
receive subsidies that are only sufficient to cover marginal cost.

In a study of the manufacturing sector in Mexico, Moises Syrquin
has estimated the costs of intrasectoral and intersectoral mis-
allocations of resources in 1965. Uader varying assumptioné one

estimate was equal to 23 percent of potential output; a second was



fov’r?lG percent ("Efficient Input Frontiers for the Manufacturing

;Sector in beico 1965 1980 " 34) Syrquin 8 main conclusion for 1980
iwas that a slow rate of growth in real wages and a continuation of |
fthe previous decade 8 rate of growth of capital will allow a six percent
iincrease in employment in addition to the elimination of the 1965
’slaek. A larger rate of>wage'increase may still permit a six percent
‘rate of growth in employment but with a significant part of the slack
remaining.

| Tsunehiko Watanabe has pursued three lines of research activity
related to industrial development. Two studies of the Japanese
experience, discussed in the previous report, have been revised for
pnblication ("National Planning and Economic Development - A Critical
Review of the Japanese Experience,'" 43, and "A Summary: Improvement

of Labor Quality and Economic Growth - Postwar Japan's Experience" 44).
Watanabe has also made an econometric study of a specific industry --
the Japanese steel industry ("An Econometric Study of the Japanese
Steel Industry" 42). One of the most significant features of Japan's
postwar economic growth has been the rapid expansion of heavy industry
in contrast with the relatively slow growth rate in the primary

sector;and.in the light industries of the secondary sector.



gs

“MONETARY AND FISCAL ISSUES® IN DEVELOPMENT

Malcolm Gillis completed work -on the Cblombién'Tax'Refbrm which

will be published‘by Harvard University Press in late 1971  (Fiscal

Rgform for Colombia, 8)., In addition, he has begun preparation of a
series‘of articles based on his work on fiscal reform in'Chile,
Colombia, Ghana, and Ecuador; The latter work includes such topics
as the design and evaluation of various tax incentive schemes for
exports, investment, regional development and timber exploitation,
the assessment of various proposals for value-added taxes in develop-
ing countries, and the improvement of projection techniques for tax
revenues for data-scarce economies.

His experience with various export incentive schemes in Chile,
Colombia and Ghana has led Gillis to believe that a carefully
designed system of fiscal incentives for nontraditional exports can
play a significant role in expanding export earnings from this source.
At the same time, his research indicates that a number of traditional
approaches to fiscal stimulation of the export sector, such as those
involving income tax and customs duty exemptions for exporters, are
the least effective means of employing fiscal tools to achieve expan-
sion of price-responsive exports.

Millard Long is continuing his investigation of credit and
development. He has completed a draft chapter on the impact of
financial instiﬁutions and policy on savings, investment and the

allocation of capital ("Development and Financial Structure," 10).
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iéHis results suggest that in many developing countries too much

,,,,,

?emphasis has been placed on institutions and market structures,
fwhich are likely to have only marginal effect on savings and alloca-
tiop,;and.too little on;policy'such-as controls on interest rates
=and,8uration of.lbans;é- whichvmight have a more profound influence
;oa'aavings'and'allecatroa. Loﬁg has also prepared a very preliminary
vversiOn of a paper on the impact of macro financial policy on develop-
ment. This considers such questions as the appropriate policy
response to various types of instabilities, such as fluctuations in
output, export earnings or foreign aid and devaluation. He also con-
siders such questions as implementation of monetary policy, the
feasibility of a regional monetary policy, and the influence of

counterpart funds on domestic monetary policy.



 GOVERNMENT 'POLICY TOWARD FOREIGN AID AND INVESTMENT

Seﬁérall;;céht-péﬁefs ha;e éuggésted’that foreign resource
inflows; especia11y aid, have a negative effect on savings in many
developing countries, 'Gustav Papanek has continued his analysis of
these relationéhips among savings, aid, foreign private investment
and growth, Examining 31 countfies during the 1950's and 53 countries
during the 1960's, he finds that in many cases a negative correlation
has little causal meaning.

There is some evidence that three groups of countries can be
distinguished with respect to the inflow of foreign resources and
their effect on growth: (1) those rich in natural resources, with a
high level of primary exports and a high level of savings, a low level
of foreign aid and a moderate inflow of foreign private investment
during the period under review; (2) those poor in natural resources
and not yet among the semi-industrialized with low rates of both
primary and manufactured exports, with low savings rates, high aid
inflows and low rates of foreign private investment; (3) semi-
industrialized countries, with manufactured exports which are still
at a level inadequate to ease savings and balance of payments con-
strainés so that savings rates remain partly dependent on primary
exports and growth on the level of foreigninflows.

Papanek has also made an empirical test of the technique of
factor analysis in terms of its predictive ability ("Factor Analysis

and Growth: An Empirical Test," 20). Although the analysis is seen



gv riables associated withveconomic growth. Mbises Syrquin has also
;income ("Factor Analysis and Income Per Capita," 35)

Louis T. Wells, Jr., has continued his investigation of a specific
jaspect of- government policy toward foreign investment: "The Evolution -
iof Concession Agreements in Developing Countries" (45). His paper
lpresents an attempt to describe the factors underlying the concession
"négotiations to;prOVide a better'basis_for the host government and
;the-foreignervto#reach mutually acceptable terms. By examining common
{historicalotrends,'Wells provides a-framework that is'useful for looking
fatitherpolicy’alternatives available to host governments.

‘ An a more general study of foreign capital flows, Millard Long
'attempts to provide a means of evaluating loan offers within such con-
'straints asg rising international prices, restrictive tying arrangements,
land burdensome debt servicing ("Looking at a Gift Horse,' 11), Long's
epaperusuggests that the cost-benefit techniques and some of the
lestimates developed ‘for project appraisal can be applied to loan
»analysis. Procedures are presented for evaluating the benefits and
;costs likely to accrue to a particular loan, and techniques are examined
ffor deciding the total amount to be borrowed abroad. «Because of the
'many constraints~on<tied loans, borrowers' benefits are less than face
value of the loans. Finally, Long suggests that the developing countries
can increase the benefits from commodity loans by using the market |

;mechanism,tO'datermine‘the_goods to be imported;
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CONTINUING PROJECTS

In keeping with AID's request for close cooperation and collabora-&
:tion between the Center for Internationel Affaire and the Center for
Popp;ation.Studies, Robert Repetto has'completed a majorwstudy in
:the;éopnlaticn field. He has explored the relationship between son-
‘preference and family size in traditional societies characterized by
.strong son-preference ("Son-Preference and Fertility_Behavior in
DeveIOping Countries," 25); Data on about 10,000 couples in several
district samples were drawn from India, Pakistan, and Morocco. The
results of his analysis do not support the assertion that a preponderance
of males among the early births is associated with smaller total
family size, Indeed, to the extent that the relationships are
significant, they seem to indicate that a high proportion of early
male births is associated with larger family size.

Samuel S. Bowles has nearly coapleted his study of class power
and mass education. Recent research has included the analysis and
integration into his study of rate of return evidence on five addi-
tional countries., Additional estimates of the cross section relation-
ships between economic structure and resource allocation in primary
education have also been completed, Further work of both an
emnirical and a tneoretical nature has been undertaken regarding the
eiesticity of substitution between capital and labor services.
vFineliy;_BoWIes*has examined the political mechanisms whereby the

7ec§noﬁig@§trnctnre of a society influences the educational policies



}pursued by the“’governm"‘"t”'”"\.‘:waH?x‘ipates writing UP this

fmaterialkduring'the'Aumme‘.and fall of”l97l.v

A thesisgby‘Mohiuddin Alamgir emphasizes the interdependence
fof various aspects of economic development and’ relates this to the
,general question of evaluating the relative profitability of invest-
1ment in human capital vis-a-vis investment in physical capital in

“East Pakistan.; (A Plann g Model for East Pakistan with Special

grmphasis‘on Manpower,andﬂEducation, 1), The thesis shows that for

fséét?ﬁékiséan during the periOd-of,the Perspective Plan, various
htvpesﬁof'skills emerge as relatively scarce factors of production.
-The'inportance of such skill constraints is revealed in the model
.thronghfrestrictions imposed by limited absorptive capacity. As with
lthe case of several graduate students, the only financial support
.’extended to Alamgir was for the computer work involved in his
“dissertation.

William J. Raduchel has continued his work on a general equilibrium
Qnodelkforiqevelopment'planning,-using'Chile as a case study. ("A
VEGeneralnEqnilibrium Modél.for Development Planning," 23, 24). His
Emresults incorporate a number of new methodological features involving
;non-linearities and may be more important than was previously believed.
;They also suggest that the ‘popular Stone linear expenditure system

“may be inappropriate in a. general equilibrium model.



TLL.; OTHER FROJECT-RELATED ACTIVITIES -

In accordancevwith the agreement between AID and Harvard
other project-related activities have included a number of informal
briefings and seminars. In the period under review, briefings were
held for seven AID personnel going to those countries in which
Harvard has’ maintained continuing contacts and interest.

On February 1, 1971, Walter Falcon, Gustav Papanek, and Lance
_Taylor traveled to AID/Washington to present seminars on their areas
of current research, namely problems of the green revolution, the
relationship between aid and growth, and planning models for the
Chilean economy, respectively. This meeting also provided for a
full oral review of work under the contract with various regional
representatives,

On April 16-17, 1971, Harvard hosted a Research Conference
attended by three major recipients of AID financing for research oa
problems of development., This was the third in a series of informal
exchanges'on research in progress, bringing together staff from AID,
Xele, Williams, M.I.T., and Harvard. Sessions were held on problems
of agriculture, industrialization, employment, trade, income distri-

bution, and planning models.
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: Effort levels, run<

;ning at the rate of approximately 7%‘man-months per month were down

ffro"lthe51970 summer high of nearly 13 men months, however, these e”“

flevels brought the total man-month commitments to the schedule calledﬁ

'forp n?theicontract. (See Table 1 )
During the period under review, only two personnel changes took

place. Angus Maddison completed his monograph on India and Pakistan

‘(Traditional Society, Colonialism and Class Structure in India and

Pakistan, 13, discussed in. the previous progress report) and joined

Harvard's Ghana. Advisory Group in January. Marcelo Selowsky returned

in'January fromsleave in Chile to take up the studies noted in Part II.

During the summer and fa11 of 1971 several other changes are

i

likely. DonalQVSnodgrass will return from the Malaysia Advisory Group

intDecember, to begin assessing the growth/equity trade-off in the Malaysian
c0ntekt. In August, David Cole is expected to return from Djakarta to

begin writing up Indonesia 8 -recent monetary reform, and in September,
David Morawetz will return from Colombia to work on economic integration
for, the Andean grouping. |

Expected depa;tures in the next six months include Robert Repetto,

who will join the 3BRD group in Indonesia in July, and: Malcolm Gillis,

ﬁwhoiwillgalso~1eave in,July to,be monetary—fiscal‘advisorfwith the



fHarva”d*Ad”isor Grou“‘in DJakarta., Mbises Syrguin will depart in

iOctober'to take up!a universityﬂposition in Israel. Five shorter

ile es. are lsovplanned. Millardaig_g will be absent for three monthsp
“during the summer as a consultant on monetary matters in Ghana, and

7Lance Taylor will serve first as a consultant in Peru and 1ater in.

?the fall quarter, as a visiting professor at the University of .

‘Minnesota. Gustav P anek will spend one . month in Indonesia working

‘on research for the second five year plan. Richard Mallon will spend

three months in Peru and, finally, Daniel Schydlowsky will serve for

two months as a consultant in Indonesia working on trade policy.
Work statements for all senior personnel during the next six
months can be found in Section VI; longer-range plans are included in

the July Harvard proposal to extend GContract CSD-1543.



Table 1. Senior Research Personnel

Approximate Portion of Total Time Committed to AID Research
R _ During Academic Year 1970/71

'SQMHei S. Bowles | 20
‘Welteﬁ P, Faicon _ *45
.S, Malcolm Gillis 33
Ca;l,H.-Gotsch 60
Millard F. Long 50
‘Richard Mallon 25
Gustav F, Papanek 75
William Raduchel 50
Robert Repetto 85
Daniel Schydlowsky 50
Marcelo Selowsky 50
Moises Syrquin 50
Lance Taylor 50
John Thomas 50
Tsﬁnehiko'Watanabe 25

Louis T. Wells, Jr. 25
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V. BUDGET
:fgﬁigvz inaicateS'the financial status of the project through
May 31, 1971;AJ ~The program expenditures continue ét the level pro-
jeCtéd, and on May 31, 1971, there remained an unofficial balance of
$146,957. It is.expected that this balance will carry the project
througﬁ calendar year 1971, At that time, it is hoped that the

proposed extension will provide for further expenditures under the

contract,

-

Since June 30th is the end of the Harvard fiscal year, it is
unlikely that financial data through June will be available
before early August.
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ﬁ@piémé., Summary of Expenditures for period ending

May 31,1971

(AID Quarterly Reporting Form A)"

'(1)};poilgrjaﬁcunc of Contract
" (a) Initial funding | $ 577,882
- .(b) Amendment - Cumulative total + $145,000 722,882
(¢) Amendment - Cumulative total + $ 25,825 748,707
(d) Amendment - Cumulative total + $292,896 1,041,603
(e) Amendment - Cumulative total + $228,000 1,269,603
(f) Amendment - Cumulative total + $313,566 $1,583,169
(2) Expenditures on the contract (accrued basis)
(a) Cumulative to May 31, 1971 $1,436,212
(b) 2 Months ending May 31, 1971 (actual) 24,238
(¢) 2nd Quarter preceding (actual, Jan-May) 59,829
(d) 3rd Quarter preceding (actual, Oct-Dec) 123,320
(e) 4th Quarter preceding (actual, July-Sept) 133,381
(3) Unexpended balance at end of period May 31, 1971 $146,957
(4) Estimated future expenditures
(a) June 1971 $20,000
(b) Quarter following this report (July-Sept 1971) 65,000
(¢) 2nd Quarter following this report (Oct-Dec 1971) 61,957
(d) An cxtension in the amount of $891,810 has
been proposed to AID for the period
January 1972 through June 1974

Actual data through June 1971 will be supplied as soon as they
become available from the accounting office.
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“VI.:” FUTURE  PLANS o |
B - Cross-Country
Education

Samuel S. Bowles will continue his work on two studies: the

politicgl écodqmy of mass educétibh, aﬁd income distfibution and
intérééné?ational mobility. He expects to begin writing up the
empiricéi resultﬁ of h;s study of the relationship between education,
incdme4inequality, occupational structure, and intergenerational
mobility in Kehya and Mexico,

AFE
Monetary/Fiscal Issues

David C. Cole will analyze the recent experience in Korea,
Taiwan and Indonesia which demonstrates that a combinatioh of reduced
inflation, increased interest rates and governmental support can
bring about a rapid expansion in the size of the financial system.

He will compare the experience of these and other countries that have
experienced high financial growth with a group of countries that have
had low or negative financial growth rates to see if there are coa-
sistent differences between policies in the two groups.
Cross~-Country
Agriculture

Walter Falcon will work on two related lines of activity in the

rural development field, He will begin to assess the objectives,
organization and impact of the Rural Works Program in Indonesia. He

,will alsd.cﬁntinue working on problems of rural unemployment and the
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fextent to“whichﬁproeeduresfand polieies o 1aid agencies tend to

;aggravete'employment/income distribution difficulties.

NESA
Agriculture

Carl H, Gotsch expects to collaborate with S S. Johl of Ludhiana

“bnha.cqmparative study of the Pakisten,and Indian Punjab, focusing
wnbnuproceases of-mechanization and structural change. Their hypothesis
'vis that the distributive impact of the rapid mechanization taking
xplace_in‘both,ateas will be quite different., The principal cause of
'fthiajdiffetenee seems to be in the dynamic effects of significantly

different land distribution patterns in the two areas.

NESA, AFR
Development Financing

}Millard F, Long will continue his research on finance in develop-

ZinhﬂeOuntries. ﬁuring the next six months, he will complete his work
onithe impact of financial institutions and policies on savings, in-
- vestment and the allocation of capital. In addition, he will undertake
‘aﬂatudy of non-institutienal finance in Ghana. Primary focus will be
bn:the{segment of commercial trade which obtains its financing outside

formal financial institutions.
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L
--Development Policy

‘Richard Mallon expects toicomplete drafts:of the £ifth and sith
chapters of.his maéuééript oanrggntipe écohbmi¢‘poli§y. These
chapters deal withindustrializaéion and'foreigh trade and balance of
payments policy. - Background research has already been completed
for several additional chapters on stabilization policy, and these
as well as the statistical and econometric appendices should be
completed by the end of the year.

LA

Industry and Trade

David Morawetz will continue his work on integration in the

Andean area, attempting to draw together conclusions on the gains
from integration to the group as a whole as well as its distribution,

In conjunction with Daniel Schydlowsky he will analyze the altermatives

of economic integration versus world-wide export expansion in order
to assess the complementarity or competitiveness of these two

policies.

NESA, Cross-Country
Foreign Aid, Industry

Gustav F, Papanek plans to complete his paper on aid, foreign

investment, savings and growth, and to complete the revision of his
essay on growth strategies of India and Pakistan. He will pursue
further work on industrial efficiency, particularly the role of
plant siié and;g§vernment policy and concentration of ownership.

;Fina}iy,ifaganék.will begin wofk'on aa analysis of economic development{



jin Pakistan with reference to the period 1965 1970. In;tnisistudy
ihe plans to focus ‘on- three questions' (a) the effect of alternative
;growth rates and growth strategies on income distribution, (b) their
'effect on the efficiency of the economy as a whole and on industrial
development in,particular, and (c) the economic factors which made
for political instability despite a successful growth record in the

1960's,

Cross-Country
Planning Models

William J, Raduchel will continue his work on development

planning models., He will further investigate both the effects of
shifts in substitutability of factors and the effect of various
common policy measures such as taxes and trade restrictions. With

Lance Taylor, he hopes to construct a more operational planning

model, which would provide for optimization with regard to direct
government policies, but which would retain the market as the basic

method of resource allocation.

LA
Industry and Trade

Daniel Schydlowsky, in collaboration with Malcolm Gillis and

Thomas Hutcheson, will attempt to synthesize their empirical
research on the effect of government policy on the profitability of
the various sectors of economic activity in the Colombian economy.
Schyolowsky will also continue his work on the implications of excess

,jcanacity and~underuti1ization of capital in LDC's., He will focus on
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‘the definition of capacity and the barriers to utilization on the
ope(héhd and the‘implications of such excess c#pacity on the measure=-
ment of comparative advantage on the other, This study, undertaken
in collaboration with Marcelo Selowsky, will define marginal compara=
tive advantage as the relative cost structure arising out of a
situation in which capital costs are sunk and income comes from
second and/or third shifts, Finally, Schydlowsky will continue work
on the framework of macroeconomic analysis of developing countries,

LA

Trade

Marcelo Selowsky will continue his work on stabilization

strategies in highly inflationary economies. He will begin analyzing
problems of foreign investment, specifically the relation between
tariff and import prohibitions in underdeveloped countries and their

effect on private foreign investment.

AFE
Income Distribution

Donald Snodgrass will begin his study of the relationship

between rapid growth and income distribution in Malaysia, with
special reference to the options facing a government wishing differ;
ential rates of increased income, such as among ethnic groups.
LA
Industry
Moises Syrquin plans examination of several aspects of Mexican

manufacturing., [Estimated elasticities of production for 17 manufacturing
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iindustries haviibee"used to calculate total factor productivity

_for'gross output and value added series. He also plans to
ido'an estimation of a Bruno-type disequilibrium model for Mexico s

.‘.

{manufacturing sector. An additional project involves a study of
;changes in the industrial structure of beico in the period between‘
}1950 1965 applying the model developed by Chenery, Shishido and
iWatanabe.: Finally, Syrquin plans an examination of dualism and the
fdiffuslon of technology in the manufacturing sector in Mexico.

LA -
Industry and Trade

Lance Taxlgg_will ronclude his work on the Chilean economy,

'writing final drafts of (a) an exploratory study of the usefulness
‘0r optimal growth models to calculate shadow prices for investment
analysis,v(b):a paper on partial equilibrium_evaluations of the
foreignfexchange”shadow price for Chile, and (c) a paper on some of
.the institutionalarestrictions on the use of cost/benefit analysis
:in Chile. Also,‘in.collahoration with Syrquin, Bruno and Watanabe,
uTaylor will do theoretical work and planning for a joint international
#study of diffusion of technology.

NESA =

Rural Development

John Thomas will complete a paper on the strategy of agriculture

fand rural development in East Pakistan. This paper will examine the
7prob1ems of developmunt in the rural sector and analyze why the

standard techniques of the .green revolution are insufficient to



;produce an agricultural breakthrough in Bengal. He will then dealf
iwith variations on agriculture and rural development and the rural;
forganization which might be expected to produce major increases in
productivity as well as insure some equity: in the distribution of
fthis added income.’ The study will attempt to analyze whether the
;conditions and prescriptions for East Pakistan are appropriate for
other areas of high population density and low rural income.
Specifically,'he will attempt to draw parallels to the Javanese
situation and tovthe more demsely populated rural areas of India.

AFE

Industry

Tsunehiko Watanabe will undertake a study of the process of

diffusion of technological progress in the case of postwar Japan.

This will be done in collaboration with Lance Taylor working on Latin

America, Moises Syrquin working on Mexico, and Michael Brunc working

on Israel,



Cross-Country
Foreign Investment

David Williams willfundertake a study of the problems and

ﬁproepects for wootlbased industry in timber-rich developing countries.'

fThe study will attempt to relate selected country, industry, product,
:and trade variables in a model aimed at isolating those factors
3critical to the acceleration of the development of viable wood
iproc:ssing industries.. Indonesiu will be the country of primary
;focus, and special attention will be paid to export possibilities

‘and to the role of foreign investors.

Walter P, Falcon
Cambridge, Massachusetts
June 1971



