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EACH YEAR, Global Economic Prospects
explores critical “here and now” eco-
nomic developments that are relevant to

low- and middle-income countries. Past edi-
tions have examined the economic implica-
tions of international and regional trade liber-
alization, and migration and remittances. Last
year’s report looked at the recent acceleration
in growth among developing countries and its
sustainability over the longer term. 

This year we take a closer look at technol-
ogy, a critical determinant of sustainable
growth and poverty reduction. We do so by
directly measuring the extent to which coun-
tries use technological inputs (including scien-
tific technologies embodied in goods and
services and business processes) and produce
technological outputs. The report also exam-
ines trends in the major channels through
which technology is transmitted internation-
ally, and in the country-specific factors that de-
termine how well it is absorbed domestically.

Encouragingly, this Global Economic
Prospects finds that, since the early 1990s,
technological progress in both low- and
middle-income countries has increased more
rapidly than in high-income countries. As a re-
sult, the level of technology used in developing
countries is catching up with high-income
countries. However, the technology gap be-
tween them remains wide. Globalization has
underpinned much of the recent progress by
exposing developing countries to foreign tech-
nology through imports of high-tech consump-
tion, intermediate and capital goods. Countries

have also benefited from rising levels of foreign
direct investment that often brings with it
knowledge of important process technologies
and foreign markets. Finally, highly skilled in-
ternational diasporas are exposing developing
countries to technology, both through the
trade and marketing contacts that they provide
to their countrymen and through the return of
former émigrés.

Unfortunately, progress in improving the
capacity of developing countries to absorb
and make use of those technologies through-
out their economies has been much weaker.
Whether technological progress in developing
countries will continue to outpace high-
income countries will depend on the improve-
ments in this regard. The main impediments to
further progress is not access to technologies,
but the weakness of domestic skills and com-
petencies, which prevents many developing
countries from exploiting these technologies,
and rigidities in the regulatory environment
that prevent innovative firms from being cre-
ated and expanding. The diffusion of tech-
nologies within countries is often slow, which
means that although some firms may have
technologically sophisticated operations, most
do not. Moreover, most of the population and
most firms operate in a low-tech environment.
As a result, despite having technologically
sophisticated cities and world-class firms, the
economy-wide level of technological achieve-
ment in countries like China and India is not
very different from that in other countries at
similar levels of development.

Foreword
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This report suggests a number of policy di-
rections to bolster technology diffusion and
absorption within developing countries. First,
developing countries should safeguard the
principle of openness and actively strengthen
skills in the domestic population to ensure
that they are able to take advantage of future
opportunities. Second, to assist diffusion
throughout the economy, policy needs to rein-
force technological absorptive capacity at the
subnational and regional levels and to
strengthen dissemination channels within
countries, including the outreach, testing,
marketing, and dissemination activities of ap-
plied R&D agencies. Third, authorities should
ensure that publicly supplied technological
services and technology-enabling infrastruc-
ture are widely available, whether they are de-
livered directly by the state or by private firms.
Fourth, in low-income countries and in those

middle-income countries with uneven access
to quality secondary and tertiary schooling,
efforts should concentrate on raising the qual-
ity and quantity of schooling. 

Finally, governments may need to intervene
directly to encourage the rapid diffusion of
technology and a domestic culture of “new-to-
the-market” innovation. However, caution is
required. Although direct interventions have
sometimes been associated with some impor-
tant technology successes, in many instances
they have not. Policies that have succeeded
have tended to make subsidies conditional on
performance and put in place high-quality and
independent-of-industry oversight systems.

Alan Gelb
Acting Senior Vice President and

Chief Economist
The World Bank
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