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REPORT SUMMARY
 

A. Statistical Information
 

and Contract Number: Comparative Studies of
1. Project Title 

Resource Allocation and Development Policy, Contract CSD-1543.
 

2. Principal Investigator: Dr. Joseph J. Stern
 
Harvard CollegeContractor: President and Fellows of 

Mailing Address: Development Advisory Service,
 

1737 Cambridge Street, 
Cambridge, Massachusetts 02138.
 

3. Contract Period: From June 1, 1967 to June 30, 1973.
 

Period Covered by Report: From January 1, 1972 to December 31, 1972.

4. 


5. Total AID Funding of Contract to Date: $1,876,786.
 

thru Previous Contract Year: $1,583,292.
6. Total Expenditures and Obligations 


7. Total Expenditures and Obligations for Current Year: $ 206,875 

8.. Estimated Expenditures for Next Contract Year: $ 93,125
 

B. Narrative Summary of Accomplishments and Utilization
 

Research efforts supported by this project have focused on the
 

theoretical and empirical aspects of development policy and planning. Material 

research has originated the field experience cf researchersfor this often in 

advisers in project countries of the Development Advisory Service (DAS),
serving as 


providing unique data sources, a pragmatic view of development problems and
 

solutions, an awareness of gaps in the theoretical framework of development
 

economics, and an unusual opportunity for comparative studies of less developed
 

during the reporting period were:countries. Areas of particular interest 

national development strategies, alternative financial systems for development,
 
with small markets,organizing for agricultural development, development domestic 

and public policy for public enterprise.
 

The concrete output of the project is comprised of research papers
 

completed by members of the Development Research Group (DRG) of the Center for
 

many of which appear as Economic
International Affairs, Harvard University, 

the DRG, or have been published in various journals
Development Reports (EDR) of 


review period the research resulted in approximately 15
and books. During the 
EDR's, 10 journal articles (with others forthcoming), 7 articles appearing as parts 

and 3 books. ihe feedback of these research results to advisers andof books, 
others in the field has been significant.
 



FOREWORD
 

This report summarizes the research work and related activities
 

completed under AID research contrCact CSD-1543 during the period Janu

ary 1, 1972 through December 31, 1972. The present work is being
 

carried out under an extension of contract CSD-1543 and as such only
 

covers research completed during the period under review. This re

port supplements and updates previous progress reports and proposals.
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II. SUBSTANTIVE PROGRESS 

The research of the Development Research Group (DRO) continued
 

to focus on both theoretical and empirical aspects of development policy
 

and planning. Five areas of interest are discussed in this progress
 

report: national development strategies, alternative financial systems
 

for development, organiziig for agricultural development, development
 

with small domestic markcts, and public policy for public e2nterprise. 

A review of the work done during the year, including any policy general

izations that have emerged is presented below. 

A. National Development Strategies
 

A government's choice of strategy for intervention in the economy 

is an important determinant of the degree of success or failure in 

development. Such a strategy involves basic decisions which simultaneously
 

affect several sectors of the economy and which are likely to involve some 

kind of trade-off between the objectives of growth, equity, and national 

control of the economy. Particularly interesting for assessing the effect 

of different national development strategies are cases such as Ghana where
 

there have been substantial changes in policy, and comparative studies of 

countries with substantial degrees of similarity, such as India and Pakistan, 

where differences in performance can be related to differences in policies. 

Anthony Killick, who returned from Ghana in September, began a series 

of detailed studies of Ghanaian development in terms of differences in the 

kinds of policies pursued under Nkrumah until 1966 and by successor govern

ments which, at least until the January 1972 coup, moved away from the 

"command" economy toward greater reliance on the market mechanism. These 
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studies will form the basis for Killick's forthcoming book, Development
 

which willEconomics in Action: A Study of Economic Policies in Ghana, 


relate the policies followed in Ghana to the changing emphasis in the
 

field of development economics.
 

the reporting period, Killick undertook an investigation ofDuring 

-- price controls,three major government economic policies in Ghana 

import controls, and state promotion of industry -- with particular 

whole and the degree toattention to their impact on the economy as a 

which various societal objectives were achieved. Examining the system of
 

price contr'-'' in effect in Ghana during the 1960's, his paper, "Price 

Controls, inflation and Income Distribution: The Ghanaian Experience" 

(6), concludes that the influence of controls in holding down prices was 

slight at best, with a very high degree of non-observance. Moreover, in 

terms of the income distribution objective, the Ghanaian controls probably
 

increased income inequalities rather than diminishing them. Whether the 

controls adversely affected savings, investment, and growth is doubtful 

since they were only partial controls and were not, in any case, effec

tively enforced. The practical conclusion is that, at least for Ghana,
 

price controls are not a good substitute for policies that operate
 

directly on the levels of aggregate demand and supply, and on the dis

tribution of incomes.
 

Similarly, in his paper, "The Purposes and Consequences of Import 

Controls in Ghana" (8), Killick looked at Ghanaian import controls which 

came into effect in 1962, were liberalized in the late 1960's, and more 



recently reinstated. The controls were directed at multliple objectives:
 

to protect the overall balance of payments and to provide an efficient
 

allocation between competing import commodities according to the priori

ties of the government. Killick concludes that such controls in Ghana 

work only imperfectly and that the imperfections arc likely to be serious. 

Based on this Chanaian experience, he suggests that other African 

countries should be wary of import controls as an inefficient, high

cost instrument of economic policy.
 

Killick's paper, "The State Promotion of Industry: The Case of
 

the Ghana Industrial Development Corporation" (7), considers in some
 

detail the history and performance of the Industrial Development Cor

poration (IDC) which operated during the 1950's and through 1961, to 

encourage the growth of industry, which was at the time assumed to be 

the difficulties
essential for economic growth. Killick points out 


the vague and somethis organization faced, not the least of which were 


times conflicting objectives set by the government, and concludes that
 

many problems remain to be solved before such parastatal organizations
 

can become effective agencies for the promotion of economic development
 

in Ghana. 

During the year Gustav F. Papanek also considered the effect of
 

differences in development strategies on growth and income distribu

tion by comparing conditions in India and Pakistan during the 1950's
 

and 1960's. In his paper, "India and Pakistan: The Effect of Develop

ment Strategy on Growth, Efficiency, Equity and Politics" (25), Papanek 
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offers an explanation for India's substantially higher overall growth 

in the 1950's and the reversal of that situation in the 1960's with 

Pakistan, despite the similarity in the investmenthigher growth in 

to differences in savlevels in both countries. As evidence he looks 


ings, aid, agricultural performance, manufacturing strategy, and exports.
 

lie also compares exports and manufacturing in the two countries with 

efficiency, but concludes that no satisfactory data are availrespect to 

for greater industrial efficiency in either
able to make a good case 


of appraising 	development stratecountry. As another important aspect 

gies, Papanek examines income distribution in the two countries and 

on equity. Evidence is presentedthe impact of development strategies 

with Pakistan'sof a more egalitarian income distribution in Pakistan, 

until 1965.workers benefitting from greater increases in real vages 

higher growth throughout the 1960's and substantialDespite Pakistan's 

was racked byimprovement for her lower income groups, the nation 

the 1970's with a strongercivil war. By contrast India emerged into 

future. Papanek speculatesgovernment and 	 optimism about her economic 

as to the factors, including differences in economic strategy, which 

may explain differences in the political consequences for the two
 

countries and 	 their respective prospects for future development. 

B. 	Alternative Financial Systems for Development 

in this area has been based on the assumption that a prop-Research 

erly designed financial system can be an efficient instrument for 



mobilizing and allocating savings. During the year David Cole and 

Millard Long worked on studies of specific countries, comparison of 

overall financial systems in groups of countries, the effect of intro

ducing new financial institutions and instruments, and financial con

siderations in cost-benefit analysis.
 

David Cole completed cross-country analyses of financial structure
 

showing the growth of financial institutions in relation to growth of 

income and identifying regional differences in the level of financial 

development, lie identified nine countries with relatively high rates 

of growth of their financial systems -- Taiwan. Greece, Korea, Turkey, 

Jamaica, Honduras, Guyana, Japan, and Thailand. Preliminary investiga

tions of several of them,ulhere adequate information on interest rates 

was available, showed a significant relationship between interest rate
 

changes and growth of time deposits. 

In his paper, "Past and Prospective Growth of Indonesia's Financial 

System" (1), Cole considers the very rapid growth of the Indonesian finan

cial system over the past four years, comparing the Indonesian experience 

to that of other developing countries. Studies of other countries in

dicate that the growth of liquid assets, and thus of bank lending, range 

from about 15 percent of growth of GNP (based on 82 countries) to 45 

percent (for the nine countries with high financial growth rates). The 

ratio for Indonesia falls within this range, but is increasing. There 

has also been a shift in the composition of liquid assets toward time 

Since time deposits in Indonesia are strongly influenced bydeposits. 
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the real interest rate, interest rate policies are an inportant means
 

for controlling the main component of liquid assets and thus setting
 

limits on the supply of credit. Moreover, the financial system could
 

mobilize and channel a significant share of the total savings required
 

for the next plan.
 

During the reporting period, Millard Long completed a study which
 

This
applied cost-benefit techniques to the analysis of foreign loans. 


"Finance and Cost Benefit Analysis:work is described in his paper, 

To get the most out of foreign capital
The Case of Foreign Loans" (11). 


flows and to avoid debt servicing problems, developing nations must be
 

Crucial to the choice of
selective in their choice of foreign loans. 

loans is a measure of the present and future scarcity of foreign exchange. 

Long shows that existing approaches such as the debt service ratio and 

measures of grant equivalents may lead to less than optimal choices. 

lie goes on to demonstrate how cost-benefit analysis can be applied to 

on the special problems involved, suchloan appraisal. Long focuses 


reduce the real value of benefits, andas source and project tying which 

international inflation and exchange rate changes which reduce the cost
 

of repayment.
 

Long also investigated credit programs for small farmers in Indo

nesia, Malaysia, and Thailand, reporting his results in his paper, "Credit 

for Small Farmers: Indonesia, Malaysia, Thailand" (12). The idea of 

using the private sector to administer credit programs has gained popu

larity in view of the high administrative costs and default rates of 
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government programs. Long looks for differences in these three countries
 

between private and public sector administration of credit programs, but
 

finds the available evidence mixed on the supposed advantages of using
 

the private sector. Long additionally explores the issue of whether
 

the benefits of any credit program for small farmers will justify the
 

costs under Southeast Asian conditions. le presents two alternative
 

models of the expected impact of credit programs on the output and wel.

fare of small farmers, and offers evidence to determine which model can
 

best be applied to Southeast Asia.
 

C. Organizing for Agricultural Development
 

Past work on the "green" or "seed-fertilizer" revolution concentrated
 

on the technology itself and the effects of technology on employment
 

and income distribution. Although these issues continue to be of inter

est, the focus of research during this year has shifted somewh tt toward
 

the interaction through time between the characteristics of the techno

logy and the social and institutional framework within which it is used.
 

The work described below by Carl Gotsch and John Thomas reflects this
 

change in emphasis.
 

In his paper, "Notes on the Currbnt Status and Future Development 

of West Pakistan Agriculture (4), Carl H. Cotsch discusses the growth 

experience of West Pakistan agriculture in the 1960's and considers 

the prospects for its continued development. In addition to analyzing 

the sources and distributive effects (regional and class) of previous 
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agricultural growth, he also presents an analytical model of a rural
 

system in order to analyze likely future developments. Four major fac

tors are offered as affecting the distributive impact of growth: the
 

the functioningnature of technology in use, the control of land assets, 

of rural institutions, and the type of social and political organization
 

in the rural areas. Gotsch concludes that, in the absence of deliberate 

the trends of the 1960's will continue and will lead tosocial reform, 

increased migration and serious unemployment.
 

During the reporting period Gotsch also directed his attention to
 

the gap between technical advice on rural development and its implementa

tion. His draft paper, "Economics, Institutions and Rural Development"
 

(2), emphasizes that proposed projects and programs should be examined 

used to sensitizein the context of a rural social system which can be 

policy makers about interactions that appear to be important in analyz

ing rural development situations. A nunber of suggestions are offered 

fqr improving the framework for analysis, with a view toward develop

ing a "systenis approach" to the study of rural transformations. 

Gotsch prepared a draft paper, "Tractor Mechanization and Rural
 

Development in Pakistan" (5), in which he examines the balance of
 

public and private interests of the trends toward mechanization in
 

Pakistan. The evidence presented suggests that the social costs of 

policies that encourage present trends outweigh the social benefits. 

However, with the mechanization policy debate remaining unsettled, the 

paper includes a discussion of the institutional and political dimensions
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of mechanization in Pakistan, as well as focusing on thd private bene

fits of mechanization to different groups in the rural community. 

During the year John W. Thomas followed two separate but related 

lines of inquiry: (1) questions of the choice of technology for develop

ment and the links between types of technology and the organization of 

development institutions, and (2) the effect of non-economic factors on
 

development decisions. Studies in the past of technology in rural de

velopment indicate that the choice of technology has a considerable im

pact on the performance of national development programs. Additionally, 

there appears to be a relationship between how the development institu

tion itself is organized and the technology that is chosen. Since choices 

of technique frequently cannot be explained on the basis of development 

priorities, attention should be paid to the non-economic elements in 

development policy decisions.
 

In his paper, "The Choice of Technology in Developing Countries:
 

The Case of Irrigation Tubewells in Bangladesh" (43), Thomas examined 

tubewell options available to Bangladesh and concluded that a simple 

labor-intensive technology was most consistent with the nation's develop

ment objectives. However, since this was not the choice of the Govern

ment or some of its aid donors, the paper briefly examined reasons why 

a technology was preferred that was not optimal in development terms. 

Applying the concept of limited rationality in decision-making, Thomas 

concludes that the organizational requirements of the implementing 

agencies, including the aid donors, determined the choice of tubewell 
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technology for Bangladesh. In the actual decision-makindg, such factors
 

as risk avoidance, appearance of modernity, established procedures and
 

familiar techniques, and control, outweighed development policy objec

therefore, from these factors that an understanding of
tives. It is, 


decisions as to choice of technology must be sought.
 

paper, "Development Institutions, Projects, and Aid in
Thomas' 


the Water Development Program of East Pakistan" (44), analyzes the
 

large water development program of East Pakistan, concluding that 
the
 

benefits were minimal despite the large investments. Thomas also
 

the issue of the choice of organization and technology employed.
examines 


are important links between organization and
lie concludes that there 


necessary to evaluate the institutions selecttechnology, and that it is 


ing a technology in order to understand why a particular technique 
is
 

case of water developchosen. A further conclusion is that, for the 


ment in East Pakistan, the use of advanced technologies in large pro

jets with highly centralized organizations was less effective in promot

ing development than alternative approaches using different technologies
 

and more diversified administrative systems.
 

Thomas also prepared a background paper on the Tarbela Dam decision,
 

"The Indus Rivers and Tarbela Dam" (45). This represented an initial
 

effort to put together information on the non-economic factors involved
 

in a major development project decision.
 

During the reporting period Thomas additionally completed a
 

draft paper, "Public Policy in the Reconstruction and Development of
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Rural Bangladesh" (46), which examines several critical areas, includ

ing agricultural development, where the government of Bangladesh estab

lishes policy, and analyzes the effects these may have on the nation's
 

future. This paper is to be expanded to consider the role of various
 

institutions in the nation's development efforts (e.g., the role of
 

village cooperatives in using the new technology and retaining its
 

benefits for the small farmers).
 

D. 	Development with Small Domestic Markets
 

for promoting in-
Import substitution policies, a popular means 


dustrialization in less developed countries, are not infrequently ac

companied by undesirable effects in terms of development. The research
 

work described below deals in part with analyzing the impact of import
 

to devise a methodology for correcting
substitution policies and tries 


price information generated by a disequilibrium market.
the erroneous 

of the work was Latin America, the results areWhile the primary focus 

presumed to have wider applicability. In addition work continued in the 

areas of economic integration, capacity utilization and trade policy. 

Daniel M. Schydlowsky, in his paper, "International Trade Policy
 

in the Economic Growth of Latin America" (29), focuses on the relation

ship between trade policy and the industrial sector. The foreign exchange
 

using nature of industry and the low level of capacity utilization were
 

pointed to as constraiits on economic growth. Schydlowsky argues that 

policy induced and
both of these situations in Latin America were 
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The paper examines the impact
 
conflicted with major policy 

targets. 


of this situation on balance of payments, 
stabilization, employment,
 

indicates conditions necessary 
for resolving the
 

and distribution, and 


likely to be effective in dealing with
 
problems. Policies which are 


export sub
the situation include either 

a compensated devaluation 
or 


an increase in .the price of 
capital goods imports, lending
 

sidies, 


for capacity utilization, and 
the equal taxation of profits 

from dif

ferent shifts of operation.
 

During the reporting period 
Schydlowsky also considered 

questions
 

paper, "Project Evaluation 
in Economies in
 

of project evaluation. H1is 


considers using shadow prices 
for evaluat-


General Disequilibrium" (30), 


point of view of a public authority
 
ing investment projects from 

the 


The main conclusion is
 

under conditions of general 
disequilibrium. 


that neither the conventional "first best" 
shadow prices nor partial
 

are satisfactory substitutes 
for the cor

disequilibrium shadow prices 


shadow prices. Schydlowsky derives the
 
rect general disequilibrium 

neccssary conditions for estimating 
shadow prices under a general 

dis

equilibrium system and shows 
that each factor price must take account
 

from competitive equilibrium 
in all other factor and
 

of the divei"gence 


product markets.
 

David Morawetz continued his 
work on integration of the Andean
 

His paper, "Conon External Tariff 
for the Andean
 

Group countries. 


to the Cartagena Agreement calling 
for a com

is directed
Group" (15), 


import substitution
Past Andean policies of 
mon external tariff by 1975. 
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fostered the development of inefficient protected industries and dis

criminated against the agricultural and export sectors. Morawetz dis

a common external tariff structure and sets out
cusses the design of 


(1)
two proposals for the common external tariff of the Andean Group: 


a low uniform tariff and export subsidy,equal for all commodities, and
 

(2) equal effective protection to all activities while permitting nomi

or sectors. lie compares
nal protection to differ for different goods 


the proposed tariff structures with prior Andean national tariff sys

tems, and discusses implications for policy on export subsidies, ex

change rates, and non-tariff restrictions.
 

In his paper, "Equitable Distribution of Benefits in Integration 

The Andean Group" (17), MorawetzSchemes Among Less Developed Countries: 


addresses the question of how to equitably distribute the benefits aris

to integration
ing from the existence of the scheme, a problem conunon 


schemes among less developed countries. A detailed theoretical analysis
 

of the benefit distribution problem is presented, in addition to examina

tion of different schemes directed toward its solution. As a case in
 

point, Morawetz considers the Cartagena Agreenont and the experience of
 

other schemes in light of the analysis. The relevant benefit provi

(1) compensation through income
sions discussed in the paper are: 


transfers, (2) equitable allocation of new industry, (3) balanced 
intra

union payments, and (4) equitable allocation of net government 
revenue
 

gains.
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Although Morawetz does not view the Andcan Group integration scheme
 

a panacea for the economic problems of its members, he argues 
in his
 

as 


that it has con
paper, "Economic Prospects for the Andean Group" (18), 


siderable potential for being on balance beneficial. Two alternatives
 

(1) member countries would follow the
 to integration are considered: 


strategy of national iniport substitution, moving further into techno

of scarce
logically sophisticated industries which make intensive use 


factors of capital and skilled labor, but provide little employment 
for
 

the abundant unskilled labor; or (2) each country would shift towards
 

promoting labor-intensive exports and eliminating the bias against 
agri

former assumption to be more realistic, Morawetz
culture. Judging the 


concludes that the Andean Group represents on balance an improvement.
 

the ex:pected benefits from integrationHe discusses in some detail 

success.
and factors which will determine the potential for its 


During the year Morawetz also completed a paper, "Import Substitu-

No Cheers for Petrotion, Employment and Foreign Exchange in Colombia: 


an economic analysis of the petrochemicals
chemicals" (19), which presents 


industry in Colombia and compares the potential alternative uses of the
 

investment funds in labor-intensive export-oriented industries. This
 

emphasis on petrochemicals was part of the government's policy of im-


Morawetz concludes that, with respect to employment,
port substitution. 


foreign exchange, international competitiveness, and the effect on other
 

sectors of the economy, investments in petrochemicals are inferior to
 

labor-intensive export-oriented investments.
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Morawetz additionally focused on project evaluation in his paper,
 

"The Social Rate of Discount, Targets and Instruments" (16). Specifi

cally, he examines the vicw that the appropriate discount rate lies
 

between the marginal social productivity of private investment and the
 

social rate of time preference. The argument put forth concludes that
 

the formulation of the problem which led to this conclusion was un

necessarily restrictive.
 

Multisectoral models in development planning were the focus of
 

attention for Lance Taylor during the reporting period. le completed
 

a survey of various models that have been developed -- input-output,
 

static and dynamic linear programming, non-linear -- and reports the
 

results of this survey in a draft paper, "Multisectoral Models in
 

Development Planning: A Survey" (42). In a second paper on this
 

topic, "Dynamic Input-Output Planning with Optimal End Conditions:
 

The Case of Chile" (36), Taylor cescribes the marriage of a static
 

linear programming model, used to set end conditions for the dynamic
 

system, and a dynamic input-output planning model. The main assertion
 

of this paper is that this combined model is as good a planning tool as
 

will be fouid among multisectoral models -- it -simulates most of the
 

dynamic aspects of intertemporal optimizing models without the great
 

expense and major difficulties associated with dynamic linear program

ming models.
 

Taylor additionally considered the constraints of short-term policy
 

formulation in developing economies in a draft paper, "Short-Term Policy
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The Narrow Limits of the Possible" (41).
in Open Developing Economies: 


Based on a model presented in the paper, Taylor arrives at the accepted
 

conclusion indicating the necessity of trade-offs between output, 
dis-


He suggests that the model's
tribution, and balance of payments goals. 


pessimistic projections can be attributed to two characteristics: 
(1)
 

the non-functioning money market and (2) the low elasticity of 
substitu

tion.
 

In addition to completing the work on human capital problems of
 

on the
devdlopment already reported on, Marcelo Selowsky focused 


in terms of short-run growth and employment, of price stabilizacosts, 


His paper, "Cost of Price Stabilization Policies in a
tion policies. 


Strongly Inflationary Economy" (33), describes a short-run macroeconomic
 

model which identifies key parameters influencing stabilization 
attempts.
 

Analysis of cost-push as opposed to demand-pull theories of inflation
 

imply a separate analysis of the determinants of effective demand and
 

However, any meaningful proposition about short-term
aggregate supply. 


movements of output as a function of the rate of inflation can only be
 

derived by integrating effective demand and aggregate supply into one
 

consistent analytic framework. The model developed by Selowsky is so
 

formulated as to explore the relationship between short-run output
 

movements and the rate of inflation. The model can be expanded to in

clude the external sector and the labor market, both of which are
 

dealt with only tangentially. Even in its present formulation, how

ever, the model allows Selowsky to analyze the importance of certain
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variables on output during a stabilization program and to conclude that
 

the rate of change in output is determined by the new rate of change in
 

aggregate demand. Chilean data are used to estimate the model para

meters and to derive some policy implications for a stabilization pro

gram.
 

E. Public Policy for Public Enterprise
 

This area of research represents a new endeavor for the Development
 

Research Group. During the period under review basic field work was under

taken in a number of areas and countries. As stipulated, however, none of 

the research activities outside Cambridge were financed under the present
 

research contract. Areas of research activity included the collection of
 

data on the operation of various public enterprises, primarily in Indonesia,
 

which will be used to analyze the efficiency of such enterprises. Comparative
 

data on the performance of private sector firms in the same sectors as those
 

covered by public enterprises were also collected during this period. This
 

comparative data will form the basis of a study that will focus on the relative 

trade-off between allocative efficiency and the use of public enterprises to 

achieve other social objectives. While much of the analytic work remains to 

be done during the next six months of the contract, the effort over the past 

year has laid the groundwork from which substantive results can begin to flow.
 

In addition to collecting statistical data, discussions were held with
 

caseinstitutions and individuals abroad for the purpose of generating study 

supervision of
material. Richard Funkhouser worked in Indonesia, under the 

Paul MacAvoy, on preparing a number of case studies of perseros or public 

sector firms. David Williams, who departed for an assignment in Tanzania in 
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take an interest in the problem of incentive
 
May, has continued to 


Research work in Cambridge, under the
 structures in public enterprises. 


supervision of Lester Gordon, concentrated on completion 
of an extensive
 

bibliography on public enterprises.
 



III. OTHER IMOJECT-RELATED ACTIVITIES 

During the review period project-related activities included sev

eral Cambridge briefings to AID personnel and one Washington seminar. 

The AID Review Seminar was held on October 30, 1972. Presenta

tions were made by David Cole who discussed his cross-country analyses
 

of financial development and his paper, "Past and Prospective Growth
 

and by Paul MacAvoy who discussed
of Indonesia's Financial System" (1), 


performance measures for public enterprises with particular reference
 

reto the Indonesian experience. In addition a general review of the 


some discussion of possible
search work to date was held and there was 


means to improve the dissemination of the research output. One possi

bility presently tinder consideration is to hold a terminal conference
 

which would discuss the major theoretical and policy focussed results
 

that have emerged from the research project.
 

IV. PERSONNEL
 

During the reporting period, 15 professionals worked all or part-


The level of effort was
time under the AID contract. (See Table 1.) 


the agreed uponabout 42 man-months per month, in accordance with 

reductions in this phase of the project.
 

There were several changes in personnel during the year, includ

in September of Walter Falcon, principal investigator,
ing the departure 


who became Director of the Food Research Institute, Stanford University.
 

He was succeeded by Joseh Stern, Associate Director for Research, who 
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TABLE 1
 

Senior Research Personnel
 

Approximate Portion of Total Time Committed
 

to AID Research During Calendar Year 1972 
(for time at Harvard University) 

Time at Harvard Portion of Time 

Name During eporting Period on AID Research 
(Percent) 

Dwight Brothers September - December 10 

David Cole January - December 30 

Walter Falcon January - August 50 

Lester Gordon January - December 10 

Carl Gotsch January - December 75 

Anthony Killick September - December 30 

Millard Long January - December 45 

Richard Mallon January - December 70
 

David Morawetz January - June 100 

Gustav Papanek January - March 15 

Daniel Schydlowsky January - June 50 

Marcelo Selowsky January December 25 

Joseph Stern August - December 25 

Lance Taylor January - December 25 

John Thomas January - December 50 

David Williams January April 100 
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had served as Project Director of the DAS advisory group in Ghana. 

to join the faculty
Other departures were David Morawetz, who departed 


of iebrew University in Israel; Gustav Papaaek, who left for Indonesia 

to become Project Director of the DAS advisory group in Djakari:a;
 

Daniel Schydlowsky, who became a Professor of Economics and Director of 

the Center for Latin American Development Studies at Boston University; 

and David Williams, who left for Tanzania to become a resident adviser 

with the DAS group in Dar es Salaam. 

Besides Joseph Stern, other additions to personnel have been
 

Anthony Killick who arrived in Cambridge in September after serving
 

three years as a resident adviser with the DAS group in Ghana, and Dwight
 

Brothers who returned to Cambridge after serving with the Ford Foundation
 

in Kenya. Richard Funkhouser is expected to arrive in Cambridge from the
 

DAS advisory group in Indonesia during the next six months to undertake
 

research in the public enterprise area.
 

V. BUDGET
 

Table 2 indicates the financial status of the project through
 

December 31, .1972. Program expenditures are now on schedule. As of January 1,
 

1973, $93,1-25 is budgeted for tlie period January 1, 1973 through 

June 30, 1973. Expected expenditure and budget categories for this period
 

are shown in Tables 3 and 4.
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Table 2 

Contract CSD-1543 -- Harvard University -- AID Reporting Form A.
 

Title of Project: Comparative Studies of Resource Allocation and
 

Development Policy
 

Summary of Expenditures for Period Ending December 31, 1972
 

(1) 	Dollar amount of contract
 

$ 577,882

(a) Initial funding 

(b) Amendment 

(c) Amendment 
(d) Amendment 

(e) Amendment 

(f) Amendment 

(g) Amendment 

722,882
- Cumulative total + $145,000 

748,707
- Cumulative total + $ 25,825 

1,041,603
- Cumulative total + $292,896 
1,269,603
- Cumulative total + $228,000 
1,583,169
- Cumulative total + $313,566 

1,876,786
- Cumulative total + $293,617(l) 

(2) Expenditures on the contract (accrued basis) 

(a) Cumulative to December 31, 1972 

(b) Quarter ending December 31, 1972 (actual)(2 ) 

(c) 2nd Quarter preceding (actual) 
(d) 3rd Quarter preceding (actual) 
(e) 4th Quarter preceding (actual) 

(3) Unexpended balance at end of quarter December 31, 1972 

(4) Estimated future expenditures 

(a) Quarter following this report (Jan-Mar 1973) 

(b) 2nd Quarter following this report (Apr-June 1973) 

$1,835,635 
46,668 
88,196 
64,629 
52,850 

41,151 

$ 46,562 
46,563 

(1) Includes funds amounting to $48,617 to cover past overhead 

(2) Expenses for the month of December 1972 are estimates. 

charges. 
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Table 3
 

Actual Expenditures - Harvard Contract CSD-1543
 

January 1, 1972 to December 31, 1972
 

Categories 


Professional Staff 


Secretaries, Research Assistants 


Editorial & Librarian 


Consultant Fees
 

Computer 


Domestic & International Travel 


Materials & Supplies 


Telephone & Telegraph 


Postage & Freight 


Research Material Acquisition 


Services Purchased 


Duplicating and Printing 


Sub-total: 


Harvard Overhead 


TOTAL: 


Total
 

Cost
 

$ 93,375
 

37,575
 

4,500
 

1,235
 

1,000
 

1,295
 

1,745
 

870
 

40
 

655
 

4,430
 

$146,720
 

60,155
 

$206,875
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Table 4
 

- Harvard Contract CSD-1543
Revised Budget 


January 1, 1973 to June 30,_1973
 

Total
 
Cost


Categories 
 $ 34,545
 
$ 34,545Professional Staff 


20,100

Secretaries, Research Assistants 


4,500

Editorial & Librarian 


Consultant Fees
 
800
Computer 


600Domestic & International Travel 


700
Materials & Supplies 

900Telephone & Telegraph 


1,000Postage & Freight 


100Research Material Acquisition 
300Services Purchased 

Duplicating and Printing 
$ 66,045Sub-total: 


27,080

Harvard Overhead 

TOTAL: $ 93,125 
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VI. FUTURE PLANS
 

Plans for the six month period Jaauary 1, 1973, through June 30,
 

1973, 	are sunarized in Table 5 and briefly discussed below.
 

A. 	National Development Strategies
 

During the next six months Anthony Killick will wind up the analy

sis and complete the draft of his book,_Development Economics in Action:
 

In this volume Killick con-
A Study of Economic Policies in Ghana. 


siders the economic performance of Ghana during the 1960's, dividing
 

the decade into two sub-periods: the first from 1960 to 1966 and the
 

second from 1966 to the present. The development strategies pursued
 

in each of these periods will be related to the evolution of develop

ment theories, with the early period being dominated by the concept of
 

the path to growth and the latter period reflecting
the "big-pusli' as 


a growing concern with efficiency and a return to marginalism.
 

B. 	Alternative Financial Systems for Development
 

David Cole will continuehis work on cross-country analyses of
 

financial structure. In particular, he will rework these studies
 

in order to improve the consistency of the data, try alternative vari

test

ables (such as those used in cross-country fiscal studies), and 


He will also look more
different specifications for the relationships. 


intensively at the patterns of financial development.in the 
nine countries
 

having high rates of financial growth. Following further
identified as 


http:development.in
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TABLE 5 

Summary of .he Projected Research Program for the
 

Period January 1, 1973-June 30, 1973
 

National Deelopment Strategies
 

1. Anthony Killick -- Ghanaian Development Strategies 

Alternative Financial Systems for Development
 

1. David Cole -- Cross-country Analysis of Financial Development
 

2. Millard Long -- (a) Agricultural Credit for Small Farmers
 

(b) Manual for Appraising and Managing Foreign Capital Flows
 

in Less Devel ped Countries
 

Organizing for Agricultural Development
 

1. Carl Gotsch -- Rural Development in India and Pakistan 

2. John Thomas -- (a) Non-economic Elements in Development Policy Decisions 

(b) Rural Government and Organization in Bangladesh
 

Development with Small Domestic Markets
 

Terms of Trade and Resource Availability in Ghana
I. Joseph Stern --


Public Policy for Public Enterprises
 

and Financial

1. Dwight Brothers -- Representation of Governmental Interest 


Equity in Public and Parastatal Enterprises
 

2. Richard Funkhouser -- Performance Criteria for Evaluating Public Enterprise 

3. Lester Gordon -- Incentives in Worker-Managed Firms 

Performance4. Paul MacAvoy -- Techniques for Evaluation of Public Enterprise 

5. Richard Mallon -- State Enterprises as an Instrument of Public Policy in
 

Latin America
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work on the high financial growth countries, Cole will urn his atten

tion to a group of countries with low levels of financial development
 

and will make comparisons between the two groups of countries.
 

Millard Long will, in the coming six months, continue his study
 

of agricultural credit for small farmers. He will prepare a second
 

paper on this subject using data collected by AID in a worldwide survey
 

of credit programs for small farmers. In addition, he will be working
 

on a manual for developing countries for appraising and managing for

eign capital flows.
 

C. Organizing for Agricultural Development
 

Carl Gotsch will continue to study rural development in India and
 

Pakistan. lie will work on several papers, some of which he plans to
 

complete during the period: revision of a manuscript with Bashir Ahmed
 

on the economics of mechanization; a comparative study of the pattern
 

of mechanization in the Indian and Pakistan Punjab; and a monograph
 

analyzing past developments in Pakistan and suggesting some alterna

tive scenarios of development in the rural sector.
 

John Thomas will continue his work on rural development in Bangla

desh, technology and organization, and non-economic factors in decision

making. Specifically, he will expand past research on rural government
 

and organization in Bangladesh, using historical material to attempt
 

to isolate critical factors that made it possible for local governments
 

and locally controlled institutions to play a role in rural areas. From
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to the potential role and per
this Thomas hopes to draw conclusions as 


formance of these institutions in the nation's 
development efforts.
 

Additionally, Thomas will amplify and develop 
the Tarbela Dam case, 

expand his paper on organization and technology 
for water development 

of the Imperial High
with data on road construction and the performance 

way Authority in Ethiopia, and develop additional 
information and cases
 

on development policy decisions. 

with Small Domestic MarketsD. Development 

During this six month period Joseph Stern 
will analyze the terms

relate changes in the terms-of-trade to the 
of-trade in Ghana and 


the 15 year terms-of-trade
lie will update to 1971/72growth process. 

and will then use this series in a frame
series that he has completed, 

resource loss through deteriorawork that allows measurement of the 


Stern will also use data on exports to
 tion in the terms-of-trade. 


analyze the changing composition of exports 
from Ghana over the past
 

a half to determine why export promotion measures 
appear to
 

decade and 


Finally, Stern will undertake an analysis 
of
 

have been unsuccessful. 


the import liberalization policies pursued in Ghana from 1968-1972, in
 

an effort to see whether these policies were 
counter-productive in
 

their balance of payments impact.
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E. 	Public Policy for Public Enterprise
 

Research efforts over the next six months will aim at deriving a
 

number of policy-oriented analytic studies of public enterprises. Richard 

Funkhouser, who will return from Indonesia in March, 1973, will use the 

eleven case studies he developed in Indonesia to produce several research
 

papers dealing with performance evaluation techniques. The case studies
 

will pay particular attention to the question of monitoring performance in
 

the absence of adequate data flows. Further analysis will deal with incentive
 

and 	 control measures intended to extract better performance from public enter

prises. Funkhouser will work under the supervision of Paul MacAvoy.
 

Lester Gordon will continue to focus on the question of incentives in 

worker-managed firms. In addition, he will coordinate the work on the case 

studies to ensure that they reflect a conmon analytic framework. In this way 

it should be possible to use the case studies to provide insigh:s into various
 

facets of the operation of public enterprises.
 

Dwight Brothers will be engaged in a study of economic, political, and
 

administrative problems pertaining to establishment and representation of
 

governmental interest in public and parastatal enterprises. Specific areas of
 

interest with respect to thesb enterprises include management problems,
 

performance measures, the relationship between these enterprises and the govern

ment, the kinds of productive activities that should be conducted by such enter

prises, and the degree of state ownership. Brothers will examine these questions
 

with particular reference to East Africa but also within a comparative framework 

including other countries in the developing world. 
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use of state enterprises as an
Richard Mallon will explore the 


instrument of public policy in a select number of Latin American countries.
 

to develop a series of case studies to include Chile, Peru,
He plans 


Argentina, Brazil, and Mexico, using data to be accumulated in collaboration
 

with local researchers.
 


