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Handout 20: B/D on ways forward in fighting global poverty 

Prof O’Connell / Ec 81, Economic Development / Fall 2018  
 
1/ They note Easterly’s critique: “embracing RCTs has led development researchers to lower their 
ambitions” because the important questions about institutions and policies can’t be addressed by RCTs. 
 Their rejoinder: “Careful thinking and rigorous evaluations can help us design systems to keep 

corruption and inefficiency in check. We are not “lowering our ambitions”: Incremental progress 
and the accumulation of these small changes, we believe, can sometimes end in a quiet 
revolution.” (237) 

 
2/ They present the “political economy” view (a la Acemoglu and Robinson Why Nations Fail, Hall and 
Jones 1999 from earlier in the semester, and North on path dependence):  
 

[a] INSTITUTIONS rule in determining the prosperity of countries 
 

Political institutions that restrain politicians to act in the public interest  Good economic 
institutions  Good economic policies  Prosperous country 

 
Lack of such political institutions  Bad policies  Poor country 

 
+ [b] INSTITUTIONS are very hard to change because they favor the powerful. 

 
 Their rejoinder: 

 
We can’t impose better INSTITUTIONS from the outside, or wait around for a social revolution 

from the inside.  
 

Helping the poor has intrinsic merit and provides a platform for “when things suddenly fire up” 
such that the growth environment improves.  

 
And INSTITUTIONS don’t totally rule.  The details of institutions (lower case) and policies matter 
a lot and are more up for grabs than the political economy approach suggests. Policy design is 

often driven by the 3 I’s: ideology, ignorance, and inertia.   
 

 Policies can be improved at the margin to serve the poor better, even when political and 
economic institutions are weak (and even when they are strong!). Good policies can be 

identified through careful study and rigorous empirical testing. 
 

Institutions can also be improved at the margin even when they are weak, via the same process 
of experimentation and rigorous assessment.  

 
These changes will be incremental but [a] will make a meaningful difference for the poor and 

[b] will build on themselves. 
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3/ In place of a sweeping conclusion, 5 findings 

[1] The poor often lack critical pieces of information and believe things that are not true. (268) 
 Information campaigns are appropriate, as long as these (a) tell people something 
they don’t already know; (b) do so in an attractive and simple form; and (c) come from a 
credible source. 

 
[2] The poor bear responsibility for too many aspects of their lives. (269) 

 The lives of the poor “could be significantly improved by making it as easy as possible 
to do the right thing—using the power of default options and small nudges” (including 
subsidies). (269) 

 
[3] There are good reasons that some markets are missing for the poor, or that the poor face 

unfavorable prices in them. (269) 
 So we need “technological or institutional innovations” or, barring these, 
“governments should step in to support the market to provide the necessary conditions, 
or failing that, consider providing the service themselves.” (270) 

 
[4] Poor countries are not doomed to failure because they are poor, or because they have had 

an unfortunate history. (270) “…many of these failures have less to do with some grand 
conspiracy of the elites to maintain their hold on the economy and more to do with 
some avoidable flaw in the detailed design of policies and the ubiquitous three I’s: 
ignorance, ideology and inertia.”  
 This is their “against political economy” point summarized above. 

 
[5] Expectations about what people are able or unable to do all too often end up turning into 

self-fulfilling prophecies. (271)  
 Having dismissed some other forms of poverty trap (e.g., a fertility trap, a nutritional 
trap, a low-creditworthiness trap) this is about as close as they come in the book to 
endorsing the idea of a poverty trap: “Most important, the role of expectations means 
that success often feeds on itself. When a situation starts to improve, the improvement 
itself affects beliefs and behavior. This is one more reason one should not necessarily be 
afraid of handing things out (including cash) when needed to get a virtuous cycle 
started.” (272) 

 
4/ Policies that are hard or impossible to evaluate using RCT methods include macroeconomic policy, 
institutional reforms (especially INSTITUTIONAL reforms), sectoral policies, labor-market policies, trade 
policies, industrial policies, and technology policies. It doesn’t follow, however, that because we can’t 
randomize treatment we have no basis for progress in distinguishing better from worse institutions or 
policies in terms of their impact society-wide and/or on the poor. We have lots of observational data 
and can use a variety of methods to strengthen our confidence in causal statements about the impacts 
of particular policies and how that impact may depend on context. 
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