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QdeasOhave always been a core trait of the Bank. Indeed if the Bank was simply a
finandal intermediary it would barely need atenth of its staff.! Themoney was seen as
thelubricant to movethemain produd Pidess of wha to do, howto doit, who should do
it and for whom However, inits early decades theimportance of ideas was implicit. The
source of ideas was theknowledgeembedded in its experienced personnd and the
tranamission mechanism was the project mode Since the 1970sthe Bank became more
self-congiousof theimportance of knowledge bath as an imprimatur ingitution as well
as aproducr of knowedge Andin more recent years, therelative declinein the
importance of the Bank@ finandal role (especially in emerging markets), in part the
result of the high transactionscods of borrowing from the Bank, has led to a greater
stress oniits role as a &knowledgedintermediary rather than just or (even primarily) asa
finanda intermediary. However, lending has been the prinadpd mechanism for
knowledgetrander and stagnaion or declinein lendingislikely to adversely impact
knowledgetrander aswell.

The World Bank@ extengve (and expensve) commitment to the produdion and
dissemination of knowledgehas led to subgantial critical andysis of the Bank@
knowledgeDactivities. Y et, thereis an andytical vacuumon key issues tha bear onthe
subject, beit the optimal quantum of budgeary resources allocated to this area, the
distribution of those resources among different research activities, between generation
and diffudon, or theoptimal inditutiond mechanismsto generate and trangmit the
research, whether in-hou or externdly.

Congder for ingance thefollowing hypahetical questions

1. If theBank'soveaall budgé was cut by athird andthe resulting savings(more than $
hdf billionannudly) were putinto research in those diseases, crops and energy
technologies that are sui generisto poorcounties, would the globd welfare of the
poor improveor decline?

2. If theBank wereto cutits Anadytical and Advisory ActivitiesO(AAA) expenditures
(fromits estimated $600millionin 2005) shiftingits focusfromthe soda sciences
to funding research in the health sciences, would the globd welfare of thepoor
increase or decline?

! Asis the case with the European Investment Bank, whose loan portfolio has been larger than the Bank but
which is otherwise a much smaller institution.



3. If theBank'sresearch activities were more akin to a Nationd Science Founddion
(NSF) typefunding activity, rather than in-hous research, would LDCs gan or lose?

4. If theBank wereto reallocate part of its largetranders from net income (about$600
million annudly ove the past few years) to create endowments for centers of learning
in LDCswould those counties be better off?

This pgper argues tha the World Bank should give greater emphasisto finandng rather
than produdngresearch, in paticular to developing county ingitutions Despite the
modest qudity of thelatter, such a shift will probably be more effective in changing
policy andin nurturingimplementation. It will also contribute to long-runinditution
building (at a minimum by not reinforcing the brain drain).

Althoughalargearray of studies has demondrated the high rates of return in publicly
fundel research, theknowledgethat investments in research have highrates of sodal
return do not, however, provide precise guidance either which areas to finance investment
nor the precise mechanism to undetake this task.? High average values for publiicly
fundel research are of little use when deciding whether to increase (or decrease) funding
for public research or wha mechanism would yield the best results (resource allocation
decisionsrequire some sense of margind rather than averagerates of return). Moreover,
thereisno andytical framework tha would hdp answer if the World Bank should
conduct research in-hous, outsource it by funding universities or research centers (and if
S0, create county or sector specific centers), promote research joint ventures (induding
exchangeof personnd) or build research neworks (such as the Globd Development
Network).

Thedilemmas are compoundel by thereality tha research capabilities are located in the
North while many of theissue areas with the highest rates of sodal return to public
investmentsin research are in resource-poor counties. Furthemore, even if the World
Bank were to out-source its research and fund more research, wha mechanisms should it
follow? For ingance in areas where research is undersupplied because of severe market
failures (such astropical diseases, where phamaceutical firms do notinvest fearing tha
were they to actudly develop a produd, they would face severe public pressure to sell the
produd at aprice tha would notjudify theinitial investment), anovd mechanism that
has been proposd is for public agendes to finance QoumamentsOwhereby they would
guaantee a prize to any entity that meets predetermined specificationsat a certain price.
Althoughsuch an approach would not build developing countiesGown capabilities, it
might bewarranted in areas where dday has high human cods.

2 Seefor instance A.J. Salter and B.R. Martin. 2001. Orhe economic benefits of publicly funded research: a
critical review.OResearch Policy 30: 509-532.

3 Of course the prize must be large enough to be attractive for organizations to undertake the investments.
For an application to vaccines see Michael Kremer. 2000. CCreating markets for New VaccinesN Part I:
rationale, Part |1: Design Issues.Olnnovation Policy and the Economy, Vol. 1, pp. 35-118.



The stakes are different, however, in policy research, the core focus of the Bank@ AAA.
Thebackgroundsof Bank researchers create strong incentives to give pride of place to
propostional knowledgeBthe search for Quniversal Olaws of development fromthe
frontiers of academia, and ugng tha to generate prescriptive knowedge LDC-based
researchers are seldom, if ever, represented in theformer. Does tha matter? There are
several goodreasonswhy concernson this score may not be warranted. For one there are
typically participants from devel oping counties in conferences focusng on propostiond
knowledge It jus so hgppensthat thar ingitutiond baseisin indudrialized counties
(typically theUS). Second,theideatha onesandytical postionisanisomorphic
reflection of onés naiondity and/or geographical base is rather specious Third, one
could arguetha the Bank should only bedrawing on the best talent to undestand
difficult issues, and if it so hgppenstha thetalent is based in North America, so beit.
Fourth, thefears of lack of diversity are misplaced given the vigorousdebaes and
differences tha areintegral to academic and intellectud cultures. Andfindly, the skewed
paticipaion may smply reflect therealities of theglobd produdion of knowledge in
which LDCs themselves have played a notindgnificant role by running their own
universities and knowledge produdion systems to the ground.

However, there are groundsfor unease as well. Intellectual networks can be double-
edged. While they reduce selection cods and serve as reputationd mechanisms, they can
also be proneto aform of Gronyintellectudism.OThereis an inhaent tendency to
inbreeding which has negdive consquences for intellectual advancement. Researchers,
like other sodeta groups also have interests. From research funding to access to data and
vigbility Bresearch involvement with the World Bank has subdantial payoffs. Moreover,
the very naure of academia meanstha academic researchers (in the soda sciences) are
not accountble for the consequence in the sense that thar work respondsto professiond
incentives not to its devel opment payoffs. These professiond incentives place alarge
postive premium in academic pgoe's on thenovdty of ideas, methodobgica innovdion,
genedizability and parssmoniousexplanaions Detailed county and sector knowedge
an acknowledgement tha theideas may besengble but notespecialy novd, tha
uncertainty and complexity rather than parssimony are perhgpsthe groundredlity are al
poor county-cousnsof research tha purporntsto find universal truths Themainline
prestigiousjoumads, usudly give articles with micro-data paingakingly collected in a
LDC shortt shrift.* These journds act as gatekeepers of knowledgeas well as reputation
butare important markers for the Bank onthewho, how and wha dominaes itsresearch
agenda For themod part this service is postive, given the concentration of talentin
these inditutions But thefact isthat unless aresearcher is part of thiscircuit, sheis
margindized.

Thisis also an important reason why the Bank@ knowledgeactivities have
undeemphasized the crudal long-term contributions of its didactic and educationd role.
Thevery fact tha thevast mgjority of the Bank@work on povaty isin English, a

* Pranab Bardhan. 2001. GJournal Publication in Economics: A View from the Periphery,OUniversity of
California, Berkeley.



languaye undestood by almost noneof world® poor, ind cates thelow status assigned to
thisrole, and cannotbe unde'stood withoutreference both to theinternd incentives and
externd networks of Bank staff which skews the priorities of research staff in these
ingitutions Theprofessiond payoffs of ddiveringa pgper on Africaare subdantially
greater in Cambridge Massachustts than in Ougalougu In turn that meanstha the
guestionsand methodobgies will be geared to the priorities of theformer, even thoudch
thelatter has more at stake. Growth regressionshave undoubedly hdped in the growth of
researchers, butthdr contributionto the growth of poor counties themselves? The search
for universality offerslittle by way of prescriptive knowedgein a particular situaion.

Y es, inditutionsmatter, but anyoneexamining thefirst few decades of the Bank would
notthisingghtas a Eureka moment. In the end, such progective knowledgeofferslittle
ingghtinto prescriptive knowedge Of the scores of ingitutionsthat matter, which
ingitutionismog critical in which county at any specific period of time cannotget
aroundthe need to have a deeply textured knowledge of the circumstances of the county
itself. Andit offers even less by way of guidance to the mog glaring weaknesses of poor
counties. howto build these inditutionsand who would do so.

Thevirtud absence of researchers based in developing counties in the more prestigious
development conferences cannotbe attributed ssimply to exclusonay neworks. Given
the outpouring of reports on key globd debaesinvolving the World Bank, neworks and
reputation are critical screening mechanisms. On both counts, a base in a developing
county virtudly enaures extinction. The developing counties Despecially thelarger ones
-- have much to answer for themselves, having failed to develop and maintain
reputationd inditutionsin the sodia sciences.” Thepoorqudity of developing country
academic inditutionsin the soda sciences has led the Bank to notonly draw its research
staff from US universitiesin particular (which then creates research networks between
the staff and faculty in thos universities), but when these inditutionswant to train and
suppot developing county students or send their own staff for trainingit isinvariably
agan at US universities.® Given the outstanding quality of thelatter, theshort-run
compulsionsof the Bretton Woodsingitutionsare quite undestandable, butthar long
term consequences are inimical. These practices have strengthened aready strong
research ingitutionsin the US while further weakening developing county ingitutionsb
creating conditionsfor perpetuating the practice. The process has generated a vicious
circle with resultstha are in linewith modds of statistical discriminaion. Themore the
World Bank and the IMF in effect discriminate againg researchers from LDCs, the more
theincentive of these researchers to migrate out of the counties either to these
inditutionsthemselves or to developed counties where ther credibility is enhanced by

® The case of Indiaisillustrative. In the 1990s of the 2312 articlesin the top 5 journals in economics (AER,
EJ, JPE, QJE, and Review of Economic Studies), 138 were by Indians outside India and just 7 were from
Indians in IndiaBafactor of 20!

® At the beginning of the 1990s, 80 percent of the research staff at the World Bank had graduate degrees
from US and UK institutions (nearly two-thirds from the US). While similar datafrom the IMF is
unavailable, it is unlikely to be less. Since then, widening quality differences between US and developing
country academic institutions are likely to have increased the skewness. Nicholas Stern, Orhe World Bank
as Intellectual Actor,OTable 18-12-6, in Devesh Kapur, John Lewis and Richard Webb, The World Bank:
Its First Half Century, Washington D.C.: The Brookings Institution, 1997.



thar assodation with a developed county ingitution, furthering the declineof LDC
research ingitutions

It isnottha there are no universal QruthsOaboutdevelopment, butrather tha they make
theBank a prisone as often as they liberate theinditution from past mistakes.
Consquently the Bank® knowledgeactivities have been more captive to thefadsand
fashionsof academia, moving from onebig idea to the next, rather than knowledge
activities tha might be mog hdpful to its borowers. Fig. 1 is a schematic representation
of these cycles, where new ideas lead to new projects and programs, with recruitment and
expetise usudly lagging. As time passes evaluaionsand feedback usudly pant amore
somber picture, requiring course correction. But even as theknowledgeresulting from
learning-by-doing beginsto get accumulated, aform of intellectud ennu setsin anda
new set of ideas (often precipitated by a changein guad at thetop), beginsanew cycle.
Fromrural developmentin the 1970sto structural adjugment in the 1980sto inditutiond
changes such asjudicia reformsin the 1990s much new knowledgehas been learntin
the Bank Bandforgotten asit is crowded out by new ideas and agendas.

[Fig.1 somewhere here]

Consequently the subdantial resources devoted by the Bank to self-evaluaion have had
limited effects-the sum beng consderably lessthan its pats. Theevaudion
methodobgy has been questiond, in particular whether in the absence of randonized
trials, lessonsfrom these evaluaionscan be meaningfully extrapolated. While avalid
criticism, thegrowing fashion for randomzed trials glosses over theredlity that while
providing valuable ingghtsfor a particular context, they too have weaknesses in wha
lessonsthey providefor similar projects butin different contexts. Themore troubling
weaknesses are tha thetacit knowledgeborn of experience has become a premiumin the
ingitution as the average experience of Bank staff has fallen sharply. While new bloodis
always critical, periodic reorganizationsand perennial tranders have ensured tha loud
displays of innovaion are often old wine (if not old vinegar) in new bottles, bom more of
inexperience than perspicacity. Butin theend, even the best of evaluaion techniques and
self-knowledgeare at themercy of thewillingness and ability of the Bank@ top echdons
to be open-minded and guided by empirical knowledge That in turn isafundion of the
Bank® govenance.

Asaresult, ahdf century into Qlevelopment,Odevel oping countries still seem incapable
of thinking for themselves onissues (to putit crudely) critical to their own welfare, at
least as measured by the lack of meaningful contributionsthat would find aplace at the
high seats of sodal science research. Wha has the Bank donein thelast hdf-century to
build inditutionsin developing counties tha could hdp them think for themsel ves?

For themog part the answer is ot much.OEven as MNCsinareasingly have diversified
the geographical location of research activities, research is still relatively centralized in



the Bretton WoodsinditutionsbDand to the extent tha ideas shgpe agendas, centralized
control of research is an excellent unobtusve approach to set theagenda Largesaary
differentials offered by these ingitutionsand developing county research inditutions
(with the exception of some Latin American counties) meanstha they often draw out
limited talent in developing counties. Moreover, for nearly two decades the Bank has
been chary of suppoting ingditutionsof highe learning, directing resources to primary
and seconday education and jugifying this shift both on equity and efficiency grounds
Founddionshave adso joined the bandwagon against suppoting research inditutionsin
developing counties on thegroundstha they were dlitist and tha ingead, Qyrass-rootsO
ingitutionsneaded more suppot. In both cases there was more than ample judification
for theshift Bbutin the process Bank (and the Foundaiong have thrown the baby out
with thebahwater. It has meant tha developing country researchers are by and large
restricted to daa collection and county specific applied work, not only incapable of
contributing anything meaningful to agendasetting debaes ranging from globd finanaal
architecture to second generation reforms, but remaining dependent on continuing and
often secondrate technical assistance that is aso very expensve.

Shoutl theBankmowe froma producer to afinanger of knowledge?

As an intergovernmental organization, the World Bank®@ knowledgeactivities will

always be subject to pressures from members. If in the 19805 debt and corruptionwere a
no-mansland, in recent yearsintellectud propaty rights, capital accountliberalization
and gendically modified cropsare examples of issue areas tha the Bank has had to tiptoe
around.If thevalue of the Bank@research as aglobd public goodis undemined by its
perceived lack of indgpendence, other factors would appear to strengthen the case of the
Bank moving from a producer of research to afinander of research.

First there are subdantia oppotunity cods. It should be emphasized tha in-house
knowledgerelated activities at theBank is expengve, even when compared to U.S.
universities, let donelL. DCs. Second,there are important strategic bendfits of publicly
fundel research for devel oping counties, paticularly the creation of capabilities, through
thevital links between research and the supply of skilled graduaes. To putit differently,
the process of research creates capabilities tha allows for better consumption or use of
knowledge Additiondly, public funding of research in different environments plays an
important role in the creation of diverse options Thedomnaion of a narrow set of
ingitutions(reflecting in part thar outstanding qudity) has several undesirable
consquences. It skews the questions methodobgies and other priorities of research. As
aresult, those directly affected by thepolicies of theinditutionsare underepresented in
setting theresearch and policy agenda Furthermore, it narrows the diversity of views,
which, given limited knowedgeand the possibility of wrongadvice, could amplify risk
in theinternaiond system. Theimportance of diversity is particularly important in the
context of an uncertain future.” Moreover, diversity may matter in and of itself onthe

" A. Stirling. 1998. dDn the Economics and Analysis of Diversity. OSPRU Working Papers, University of
Sussex, Brighton.



groundsthat there should be at least a minimum degree of participaion by those likely to
be affected by the coneequences of the actionsresulting from ideas emanating from these
ingitutions Diversity may aso beimportant for itsingrumentality -- it diversifiesrisk, a
not unimportant criterion given limited knowledgeand the consequences of misplaced
advice.

Therheoric of theWord Bank and IMF on ingitutionsnotwithganding, they have been
tepid in suppotinginitiatives to develop knowledge produdng inditutiond capecity in
LDCs, dthoughover thelast decadethe World Bank has made some efforts to suppott
regiond research centers? Its suppot for the Global Development Network (GDN,
which has now been spun off as an indgpendent entity) is an interesting innovdion aimed
at linking researchers and policy ingitutesinvolved in thefield of development. The
network also aims at skill and reputation building. Thisis a commendable effort,
althoughit istoo early to gaugeitsimpact. However, even the GDN is unlikely to address
the problem of how developing country researchers can overcome the high reputationd
bariersthat exist onresearch and policies related to systemic issues. Tha requiresa
receptivity and opennessin these ingitutionsthemselves, which is structuraly difficult.
Virtudly al thelinksin theresearch web sites of the Bank and Fundareto researchersin
developeal counties, areflection of themodest qudity of research from LDCs butalso an
indication of the persond networks of research staff in these ingitutions

Consquently, it would appear tha all factors, from opeaating cogsto oppatunity coss
(udngtheresourcesto build capabilitiesin LDCs), would seem to suppot a serious
reconsderation of theallocation of AAA-related resources by the World Bank. But not
surprisingly there are countervailing factors as well. For oneconduding in-house
research has opaationd externdities for the Bank. The possibility of being able to
undetake research at the Bank attracts higha qudity personné (especialy econonists)
who then contribute postively to the opaationsside of the Bank. Moreover, wha istrue
of developing countiesis aso trueof theBank: in-hous research capabilitiesincrease
theability to sift throughthe copiousvolumes of new knowedgeand ideas and make
better judgnents in separating thewheat fromthechaf. Second and contrary to populbr
impressions it iseasier for theBank to restructureitsinternd AAA, than restructure its
suppot to externd research ingitutions®

8 These include the Africa Economic Research Consortium (AERC) and the Joint Vienna I nstitute
(cosponsored with the BIS, the EBRD, the IMF and the OECD). But the output of these institutions is not
geared to addressing systemic issues D as attested by the fact that their work is rarely cited by the
sponsoring institutions themselves. The IDB has been more creative in thisregard. It has been coordinating
the Latin American Research Network, created in 1991, and funds leading research centersin the region to
conduct research on economic and social issues in Latin America and the Caribbean. The research topics
are determined through consultation with IDB and external professionals.

° Thisis exemplified by the Bank@ large financial support over more than three decades to the CGIAR
system. There can be little doubt that certain centers need to be closed down and the limited resources
shifted to others, but for political economy reasons this has been stymied leading to a sub-optimal
allocation of resources within the CGIAR system.



But even if theWorld Bank were to finance knowledgeactivitiesin LDCsto a greater
degree it presents a different set of dilemmas Bshould the activities bemore focused on
knowledgeactivities tha are more nationd or global? While the case for the | atter seems
evident, in someissue areas the quest for supplying knowledgerelated public goodsat
theglobd level may be amplifying thedeficit at the nationd level. Agricultura research
isacasein point. According to oneestimate, even in the 1980swhile nearly athird of the
hundedsof agricultural researchers who routindy attended the CGIAR's annud
"Centers Week" meetingsat the World Bank were origindly from LDCs, more recently
only aboutonein twenty were still actudly affiliated with LDC nationd research
inditutes or universities. With donors viewing the building of highe educationand
research capecity in LDCs as Gilitist,Oresearch as a public goodis seen to be better
supplied at theglobd rather than the naiond level. However, it may well bethe case tha
in areas ranging from agricultural to economics research, LDC researchers faced with
rewardstha are much greater in internaiond rather than nationd research organizations
gravitate toward theformer. As aresult, while thesupply of globd public goods(in the
form of research in agriculture and economics) isreasonably adequae, public goods
ddficits a thenaiond level, involving the produdion of county specific knowledge
may beincareasing.

Condugon:

Thereisnodevelopment ingitutiontha has devoted as many resources to knowedge
related activities as theWorld Bank. It istherefore surprising tha the Bank has had little
appeite to develop arigorousframework that at a minimum anayzes the oppotunity
cogs of these subgantial GknowledgeOrelated expenditures. Admittedly the task would
beandytically difficult, butthere are few incentives within theinditutionto do so.
Arguably, if even atenth of this expenditure was indead redirected at creating
endowments for knowedgeproduang centersin developing counties, it is at least an
open question if thewelfare of those sodeties may not be better. It may hdp LDCsto
think for themselves B and take responsbility for the actionsresulting from ther ideas --
rather than bethe perennia objects of received wisdom
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