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EXCHANGE CONTROL, LIBERALIZATION AND ECONOMIC DEVELOPMENT 

Semi-annual Progress Rt'port to Agency for International Development
 
for Period January 1 tc June 30, 1971, on Work Perfozmed under Contract
 

No. AID/csd-2783
 

The period January 1 to June 30, 1971, was one of encouraging pro

gress in the research carried out under this contract. The period was
 

devoted almost entirely to work on the individual country studies, in
 

accordance with the Analytical Framework and the Minimum Common Require

ments papers described in the last progress report.
 

A working party of the country authors was held on June 4 to 6 at 

which the country authors reported on their progress to date, plans 

for further research, and the probable outline of 'their final research 

results. For that working party, each cou.atry author ias asked to 

circulate a "Basic Paper" in accordance with an outline prepared by the 

Co-directors, Jagdish Bhagwati and Anne Krueger (attachment A). The 

eleven summary papers distributed in response to this request (attachments 

B to L) formed the focal point of the discussion at the working party 

although author,.also circulated preliminary drafts and sketches of
 

materials on their countries.
 

Although the country studies are still in an early stage, several
 

comimon patterns began to emerge at the working party. The role of 

exchange control regimes in creating domestic monopolies and sheltered 

markets appears to be a central concern of virtually every country author. 

In virtually all studies, attempts are being made to quantify the.effects 

of these riionopolies in terms of income distribution, productivi'ty growth 
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A second theme that emerged is that there
 and resource allocation. 


may be significant asynmetries between import-substitution 
and
 

Among them are the greater competitive
export-promotion strategies. 


pressures which export-.ubstituting strategies 
entail, the ability
 

through the.growth of exports,
 to take advantage of economies of scale 


the encouragement to undertake technological 
and research development,
 

and the probability that export-promotion 
imposes narrower limits than
 

import-substitution on the degree to which 
incentives can be distorted.
 

This latter is a result of the budgetary constraint 
on the Finance
 

Ministry in paying export subsidies, whereas 
quantitative restrictions
 

on imports arc not subject to such a constraint.
 

the shorter
 
Prior to the working party, consideration was 

given to 


One such paper has been
 
papers that might be UX;sirable for the project. 


Professor Larry White, of Princeton University,.will 
pre

commissioned. 


pare an analysis of the Indonesian liberalization 
experience since 1965.
 

On the other hand, plans for the country study of Ceylon had to be 

study, Professor lanmohan Singh concluded 
abandoned. After working on the 

that it would be impossible, in the present environment 
in that country, 

carry out the study. After consider
to conduct the research necessary to 


able correpondence with him, the Co-directors reluctantly 
accepted
 

Professor Singh's decision.
 

of the group
At the working party it was decided that a third meeting 


would be held in January' 1972. It is anticipated that, prior to that
 

date, all couitry authors will have completed and circulated 
full first
 

whi.ch will then, be discussed at the working
drafts of their tesearch, 

party.
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As foreseen in the contract, Bhagwati, Krueger and Lary met with
 

AID officers in Washington on June 28 and reported on progress on the
 

project. Bhagwati and Krueger gave detailed accounts of work on their
 

own country studies, Idia and Turkey, and attentio,i was also given to
 

the possibility, once the project is completed, of disseminating the
 

results via regional conferences in, say, Asia and Latin America.
 

Some further notes are given below on the status of the various
 

country studies, as reported at the June Working Party.
 

1. Brazil: Professor Fishlow plans to start his intensive re

search in Brazil this summer and will spend the major part of the sum

mer in that country. His research plans are outlined in his basic
 

paper.
 

2. Chile: Professor Behrman spent May in Chile gathering data
 

for his study. He has circulated a paper on a macroeconomic model of
 

the Chilean economy in addition to his basic paper.
 

3. Colombia: Professor Diaz has had a research assistant employed
 

in Colombia during the past academic year and plans to spend much of the
 

summer in Colombia. His basic paper is attached.
 

4. Egypt: Professor Hansen, with the assistance of K. Nashashibi,
 

-got the earliest start and is perhaps the furthest advanced of all the
 

country authors, though his basic paper is very compressed. The data

collection process is virtually complete, and Professor Hansen has 

circulated two comprehe:sive draft chapters, one on a.griculture and the 

other on industrial efficiency and gro.th. 

5. Ghana: Professor Leith has been in Ghann all of the past year, 

and is well along with his study. In addition to his basic paper, he 
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One is on
has circulated drafts of two of the five chapters planned. 


the allocation of resot'rces, and the other is on the liberalization
 

episode starting with the devaluation of 1967.
 

6. India: Profeosors Bhagwati and Srinivasan have undertaken
 

extensive research in the past year and have circulated drafts of two
 

They expect that by
chapters and detailed notes on several others. 


the end of September they will have done the bulk of the analysis which
 

their outline calls for; and that by beginning of November they will
 

have a reasonable first draft of their study. Bhagwati plans to go to
 

India for about three weeks in December to work with Srinivasan in
 

completing the study. 

7. Israel: Professor Michaely has virtually completed his data
 

collection and plans to spend the summer wtiting up his research.
 

8. Pakistan: Professor Islam's progress was interrupted by the 

events of the past six months in Pakistan. He is now at the Yale Growth 

Center and working full-time on his study according to the plans spelled 

out in his basic paper. 

9. Philippines: Professor Baldwin visited the Phillippines in
 

Jafiuary and made arrangements for continuing research assistance. So
 

far, he has concentrated on data for the period since 1965. Ile is
 

returning to the Philippines this summer with the aim of contrasting
 

this period with the 1950-65 experience.
 

10. South Korea: Professor Frank visited Korea in January and 

made arrangements for r-esearch collaboration there. lie plans to spend 

the summer in Korea on further research. Ile has circulated a detailed 
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description of the payments regime since 1950 in'addition to his
 

basic paper.
 

11. Turkey: 
 Working with the assistance of Tercan Baysan,
 

Professor Krueger has circulated preliminary drafts of 
two chapters,
 

one reviewing Turkish economic growth since 1950 and the other
 

examining the devaluation of 1958 and the Turkish exchange-control
 

regime of the 1960's. Professor Krueger will spend several weeks in
 

Turkey this summer.
 

Hal B. Lary
 
Vice President - Research
 
July 26, 1971
 


