2 Making Aid Work

Abhijit V. Banerjee and Ruimin He

One would think that giving away money ought to be easy. After all, there are
so many who need it so badly, and we have a pretty good idea of where they
are. Yet, rather remarkably, we seem to have arrived at a point where more or
less everyone agrees that aid giving 1s not working the way it ought to.

Part of the problem i1s that most people are not actually giving away
money—or rather, while they often give away money, the ultimate recipients
do not get it as a straight gift of money. Somewhere along the chain, a non-
governmental organization (NGO) or a government is responsible for turning
this money into schools, or hospitals, or roads, or whatever else the people are
supposed to get.

2.1 What Makes Giving Away Money Hard?

The bias against just giving people money stems in part {rom the feehing that
the best use of the money may not be to spend it on consumption. This is plau-
sible, and indeed likely: there is some relatively convinecing evidence that many
peopie do not invest as much in their businesses and their children’s human
capital as the rewards to such investment seem to warrant. What is less clear 13
why peopie could not be rchied on to make the right investments on their
own—in which case it would be enough to hand them the money. One possible
reason may have to do with the lack of self-control. It may be too tempiing,
especially for poor people, to spend the money on something they need right
away. The incompleteness of the intrafamily contract is another reason not to
trust the family with the money: parents may put too little weight on improving
their children’s earning capacity because they do not expect to share in their
children’s prosperity. And, of course, people may not know what is good for
them.

There was a time when many of these kinds of arguments could not be made
among respectable economists. They were seen as a transgression against the
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freedom of the individual, and bad economics to boot. Now the pendulum
swung in the other direction: it is an item of faith in the development com
nity that no one should be giving away money. It is not clear what, if any,
dence lies behind this shared conviction. Certainly no one has done
experiment of showering large gifts of money on poor people in poor coun
and then following them to see what they do with the money and what hapy
afterward.

A very different kind of argument for giving people goods rather than mc
comes from the fear that if you are seen handing out money, even those
have enough of their own may want to pretend to be needy. The advantag
providing public services rather than money is that the nonpoor may not v
them enough to make it worth their while to simulate poverty. The very ric
the United States, after all, choose to pay for their children to go to pri
schools, even though their children are entitled to go to public schools at
charge, simply because they feel that the public education system is not g
up to the standards to which they aspire. This saves the government the
of finding teachers for these extra chiidren. But these parents do not hes;
1o claim any tax deductions that they may be entitied to, which suggests
if the government was giving away money instead of schooling, the rich we
be in the queue with everyone else.

It is, however, not at all obvious that one cannot give away money witl
opening the floodgates. After all, the rich value their time: making it neces:
to queue up in order to collect the money should discourage those who re
do not need it. '

The broader point here is not to deny that giving away money has signific
disadvantages, but to emphasize that we know very little about how ser
these disadvantages might be. In particular, are these costs necessarily k
enough to outweigh the significant costs of trying to give away anything o
than money?

x

2.2 Delivering Goods and Services to the Poor

If you do not want to give away money but still think it is worth trying to ]
the poor, you would have to give them things: roads, schools, banks, hospi:
fertilizer. Giving away things is more work than giving away money for
simple reason that someone needs to produce them: roads have to be b
teachers hired and trained, fertilizer produced, and hospitals kept in good
pair. It would be simpie if it were just a matter of paying for the roads, fe
izer, and the other things, but that is just the first step. Then we would hav
make sure that the roads are built to the required standards, the teachers e



2

RS

Making Aid Work 49

the fertilizer gets to the right people, the process of delivery is not subverted by
corruption or bureaucratic incompetence.

What is perhaps even more difficult is to be reasonably confident that the
money is being spent on things that are really worth getting, in the usual sense
of being at least as good as any other way of spending the same amount of
money. After all, to take one popular exampie, there are many ways to spend
money on promoting education: build more buildings, hire more teachers, pro-
vide free textbooks, distribute free uniforms, put flip charts in classrooms, set
up computer labs in every school, provide a bonus for teachers who teach
well, serve hot meals in school, and much more. Indeed every one of the inter-
veations listed here (and many more) has been tried somewhere in the world in
the past few years. This diversity in part reflects differing needs, but often it is
just ignorance. Lacking a clear sense of what works, well-meaning donors wiil
choose what their intuition suggests, even though it may be very different from
what the donor next door believes. Both seem to believe that they are right.

There is also no guarantee that it makes sense to spend the money on directly
promoting education. The fact that people are not getting an education on their
own might reflect the lack of jobs for those who have an education. Pushing
out more graduates who will not find jobs either may actually be counterpro-
ductive, because it might reinforce the lack of faith in the value of education.
The best way to promote education may be to create jobs. Or we may even
want to look beyond education, Perhaps one should invest in health and leave
education to private initiative—or forget about both and go for fertilizers. How
should we decide where to go?

[t is no surprise that the process of helping the poor by giving them access to
goods and services Is fraught with difficulty. There needs to be a system for
picking the right project and a system for making sure that the project is car-
ried out as it should be, and for figuring out how much people are getting out
of it and whether it continues to be what they need or want.

For this, doners need to get involved in the process of decision making and
delivery at the ground level, though the exact nature of the involvement can
vary substantizlly. The actual production of the good is usually coniracted
out, though even this is not always the case. Both the process of delivery and
its impact have 1o be assessed, though ance again there is a choice between do-
ing it yourself and contracting it out. And the broader strategy needs to be
worked out, based, one presumes, on knowledge of the situation on the ground.
This might mean consulting local experts. Even carrying out some new research
as a prelude to the intervention is not out of the question.

In all of this, the donor will typically work with one or more local organiza-
tions, be it government departments or NGOs. Some of these local partners
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may have their own sources of funding, which will allow the donor to lever
its resources.

Whatever the exact strategy, whether the donor does the monitoring or |
liminary research, or whether these are contracted out, they involve substar
expenditures over and above the direct cost of delivering the good (or serv
to the ultimate beneficiaries. To get a sense of how large these expenses m
be, we note that between the years 1996 and 2001, the World Bank adminis
tive budget averaged 1JS$1,401 million per year (World Bank 2001, apper
S; World Bank 2003b, appendix 1), while the total World Bank Internatic
Bank for Reconstruction and Development (IBRD) and International De
opment Association (IDA) loans per year (World Bank 2000b, 10, Wi
Bank 2002b, 26) averaged US3$15,615 million and US$6,154 million res)
tively. The Operations Evaluation Department of the World Bank calecul
ex post economic rate of returns for the projects that it evaluates (World B
2002a, statistical appendix table 12), but only for certain sectors.! It finds 1
the median revised (ex post) economic rate of return for both the IBRD
IDA/blend lending operations for fiscal years 1996-2001 exits (the date 1
the project leaves the World Bank’s active portfolios) was about 20 perc
The aggregate economic return on the bank’s portfolio was 20 perceni
$15.615 billion plus $6.154 billion, or about $4.400 billion. i follows that
benefits from World Bank lending are lower by almost a third because of
ministrative costs.

As we will discuss, we should not expect to entirely avoid these costs
switching to donating money rather than goods. For now, however, the 1
vant point is that these costs are large.

2.3 Evaluating Donor Effectiveness

Given everything that they spend on the design and management of aid ¢
ects, are donors getting what they hoped for? The short answer is that we
not know. Part of the problem is data: As table 2.A.1 in the appendix shc
most of the larger public donor organizations (as opposed to private four
tions) do evaluate their projects, but they usually stop short of a sumir
quantitative assessment of the social impact of the project, such as a rate of
turn. Of the donors listed in this appendix, only the World Bank reports 1
of returns, and then only for certain sectors; education, health, and nutrit
for example, are left out. This reflects, in part, doubts about whether it mi
sense 1o try to reduce the many dimensions of a project outcome to a single
of return. In part, it also reflects the inherent difficulties of coming up wi
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rate of return: How do you come up with the right counterfactual that tells you
what would have happened in the absence of the project?

What some of these donors do instead is to assess overall project perfor-
mance combining both process evaluation (“the right number of schools were
built™) and impact evaluation (“the children’s test scores improved”) on a set
seale such as satisfactory/unsatisfactory or successful/unsuccessful (table
2.A.1).2 However, this evaluation is often carried out by those who are also
involved in the implementation of the program, making it somewhat hard to
imow what to make of the results. Finally, many of these organizations do not
allow the public access to their assessments. Of the eight organizations listed in
table 2.A.1, only the World Bank and the Asian Development Bank (ADB)
have their projects assessed by a formally independent organization, report
project level assessments on a set scale, and aliow the public access to the as-
sessment resuits.® These are the only two, therefore, that offer the possibility
of deiving deeper.

This is far from ideal. The World Bank is rot just any donor organization: it
is probably the most visible organization of this class, with all the constraints
that come from being in the public eye. It is formally responsible to those who
provide its financing, which are the governments of a handful of rich countries.
Moreover, it gives anly loans (albeit on very attractive terms). It is also an or-
ganization that attracts and employs many of the best minds thinking about de-
velopment today. Perhaps most important, it sees itself as a leader in the efforts
to promole development in the world. This probably means that its projects
need to be evaluated not just in terms of what they directly achieve but also in
terms of how they shape efforts outside the bank to promote development. In a
previous paper, we (Banerjee and He 2003) try to evaluate the bank’s achieve-
ment as a Jeader and conclude that there is no evidence that others are follow-
ing its lead. But we also argue that the bank is ideally placed to take this
lzadership role and that it is important that it does so, which obviously implies
that we must take it seriously in evajuating the bank’s performance.

The ADB is also quite special, being the one multilateral funding organiza-
tion that has close ties with the Japanese government. We may expect it to have
been influenced by the Japanese government's rather distinct view of economic
policy.

Given that the World Bank and ADB evaluations are on different scales and
the evaluators have potentially different standards, there is no point in trying to
compare these two organizations directly. One could, of course, take their
assessments at face value. In 2002, the Operations Evaluation Department
(OED) of the World Bank wrote that “‘at the project level, the outcomes of
Bank-financed projects continue to improve,” and more than 60 percent of ail
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projects evaluated each year since 1990 have had satisfactory outcomes (W
Bank 2003a, xii); while the ADB wrote that the proportion of successful ¢
ects or programs (by year of completion) has been more than 50 percent s
1997 and has been trending upward since 1989 {Asian Development B
2003, 37).

The problem is that we do not really know what to make of the scale -
use. What does it, at some absolute level, mean to say that the World Ba
OED feels that the project was satisfactory? How much of this assessn
reflects, for example, what they expected (which we do not know) rather
some objective that we all share? Clearly there are many who would join
Fasterly in his reluctant conclusion that the last fifty years of aid giving by
bank (which for many years employed Easterly) has achieved relatively |
(Easterly 2001, 2003). It seems safer, therefore, not to put too much weigh
how the OED {or its equivalent elsewhere} feels about the project and to f
on how assessments vary across different projects or sets of projects for
same organization.

Worid Bank or ADB projects vary considerably in the degree of t
involvement, as measured by the share of the project financed by these org
zations. If we assume that putting more money into the project reflec
greater commitment to the cause, we can use this ratio as a measure of
bank’s priorities.

What can we say about the World Bank's priorities? For each prc
approved (i.e., launched) between 1994 and 2001, the World Bank reports
share of World Bank funding in total funding for that project.* For the pe
1987-200], we also have the evaluation of projects by sector,” averaged «
three-year periods (1987-1990, 1990-1993, 19941997, and 1998-2001).°
label these four periods 1, 2, 3, and 4. We then regress the share of W
Bank funding in a particular project approved in period ¢ on the average e
uation in period ¢ — 2 of the sector that i belongs to [Prevperf], and the
provement of its evaluation between ¢ — 1 and ¢ — 2 [Diffperf]. We control
fixed differences deross sectors, countries, and periods and cluster errors
sector.

The resulis in column 1 of table 2.1 show that when a sector’s perform:
improves, projects in that sector get a higher fraction of their \financing
the bank (the DiffPerf coefficient is positive). But it also helps to start at a
base (conditional on the same degree of improvement, projects in sectors
started with a worse record get more money: the coefficient on Prevperfis 1
ative), which immediately implies that if two sectors have shown the same
provement, the one that is doing worse will get more money from the bank

A similar pattern emerges when we look at the total amount of money ¢
cated to each sector. For four sectors—agriculture, finance, technical a:
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Table 2.1 . .
OLS§ regressions On project selection
ADB ADB
{including {excluding
World Bank multisectorfothers) muiltisector/others)
() (2) (3
PrevPerf ~ 002553 -.(06767* 0004253
[0011] 1.0033] [.0047)
DiffPerf 001852% —.004361* —.001184
i [.00051] [.0014] [.0020]
N 1513 519 468
Adjusted R? 29 R 39

Note; Dependent variable: percentage of individual project that is funded by the World Bank. Sig-
nificent at the 5 percent level of significance. Robust standard errors reported.

Tahle 2.2
Cross-sectional panel regressions on project selection
World Bank ADB
(h (2)
Loglexpenditure,_} 1677 (1523
[.028] [18]
Outeome,_| -~ (2256 000923
[.0026] {.0089]
Ouicome, — CUICOHIE 001504* ~.0004837
[.00075] 1.0073]
Number of observations 16 45
Number of groups 4 7

Note: Dependent vartable: Log(expenditire,).
*Significant at the 5 percent level of significance. Robust standard errors reported.

tance, and water and sanitation’—the World Bank provides data from 1974,
when data start, to 1993% for every block of three years (with the exception of
1992-1993}) on the sector cutcome measured by OED evaluation,® and the log
of total expenditure on that sector.'® Using this data set, we regress using the
Arellano-Bond lincar dynamic panel data estimator [loglexpendiure,)], on
Hoglexpenditure, 1)), {outcome,. (], and [outcome,~outcome, ], correcting for
period and sector effects. The results are shown in column 1 of table 2.2, They
show that increased spending for a particular sector is associated with an
improving trend in sector performance over the immediate past. Once again,
having started from a lower initial level of perfermance helps, but the ceeffi-
cient is not significant in this case.’*

When we do the same exercise for the ADB, we get very different resuits. Both
past performance and improvement in performance seems to have a negative
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impact on the ailocation of its funding (column 2 of table 2.1). Howeve
result is very sensitive to the inclusion of the “Multisector/Others” se
where there were only two evaluations between [986 and 1989 (both suc
ful). Once this sector is dropped, the past level and the improvement in the
become insignificant (column 3 of table 2.1). All that maiters then are
cross-country differences and perhaps cross-sector differences.*?

The results for the ADB seem consistent with the view that its prioritie
largely set by high-level decisions and are not particularly subject to any s
term influences. This may be a good thing because it insuiates the organiz
against the influence of fads and internal political shifts, but it clearly also
vents the organization from learning from: its experience.

The case of the World Bank is more complicated. It clearly does not give
ority to sectors that have been performing the best over the immediate
which is what, under the {possibly brave) assumption that past performar
a reasonable index of what we might expect in the immediate [utare, w
have been the way to maximize immediate impact. But it does favor the se
that have been improving the fastest. One way to rationalize this may be t
sume that the World Bank sees itself as a leader in the development con
nity. As a leader, it would make sense for it to try lo promote those se
where the potential for improvement is the highest rather than those wher
current record, the possibility of success is the highest. Sectors that have
improving fast over the past few years, but still have some distance to go,
therefore be exactly the sectors the bank would want to favor.

It is, however, possible to take a more cynical view of the same evidenc
this view, the bank is excessively influenced by shifts in current fashions i:
velopment thinking. The reason, in this view, that we see the bank reactis
improvements is that these improvements shift fashions. When something
unexpectedly well, it is easy to get excited about it, even if, on balance, it §:
doing worse than better-established options.

The question, in the end, comes down to whether the projects that are |
given priority are doing what they were intended to do. One way of looki:
this is to examine the correlation between the fraction of planned proje
nancing that was to come from the bank and the performance of the pr
according to the bank’s evaluators, after controfling for fixed differences a
sectors and countries, the length of the project, the year when it was appre
and the year of the evaluation. The resuits are shown in coiumn 1 of table
As we have already reported (Banerjee and He 2003}, there Is a negative
significant correlation between the priority that the bank originally gaw
project (measured by the fraction of financing that was supposed to ¢
from the bank) and its performance. Bank-favored projects seem to do v
from an ex ante point of view relative to other projects in the same sector.
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© Table 2.3

On effectiveness of fund allocation
World Bank World Bank ADB ADB
{planned) (actual) (planned) {actual)
{1) {2) (3 (43
&, Funding —123%= 064 ~.585 —.R37*
[.038] {.090} .54} [-49]
Length 0054 0160 —.0703% - 722xH
[016] [016] [.038] [.035]
. 664 664 137 136
Adjusted R 26 24 18 20

Note; Dependent variable: Outcome of individual projects. Regressions include sector dummies,
country dummies, year of approval dummies, and year of closing dummies.

xSignificant at the 5 percent level of significance. Robust standard errors reported.

*Significant al the 10 percent level of significance. Robust standard error reported.

This negative relation goes away if we replaced the share of planined cost that
the bank was supposed to pay for with the share of actual cost (column 2 of
table 2.3). Basically, if projects are going really badly, the bank cancels its
promised contribution to them. But even with the help of this corrective proce-
dure, the correlation between performance and funding is nowhere near being
positive and significant. Being a bank priority does not help you perform
better, even after the cancellations.

We repeat this exercise for the ADB, using projects evaluated between 1997
and 2002.'? Here percentage funding is defined as the [Loan amount
approved]/[Expected project cost] in column 3 of table 2.3, and {Loan amount
disbursed]/[Actual project cost] in column 4 of table 2.3. We find that the out-
come rating Is not significantly affected by the loan amount approved, but the
amount disbursed has an effect that is negative and significant at the 10 percent
level.

The lack of a positive correlation between funding and performance, in the
case of the ADB, seems unsurprising, given everything else we have seen about
the way they target {or rather, do not target). In the case of the World Bank,
these resulis are consistent with the view that the bank is faddish. They can
also be explained by assuming that the bank is particularly ineffective at run-
ring its projects.

But the results are also quite consistent with any view that has the World
Bank playing the role of a leader and prioritizing projects that others, more fo-
cused on immediale impact, would not choose. After all, we already knew that
they have not given priority to the sectors that had performed best in the past.
All that this evidence really shows is that this is true within sectors as well. Of
course, it is not clear that the World Bank is particularly effective as a leader,
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and to the extent that we fake this as given, we may still want it to focus n
on its rather {imited direct impact.

In the end. there is litsle that is reliable that we can say about dohor pe
mance. The most we can say is that we found no prima facie evidence of g

effectiveness.

2.4 What Limits Effectiveness?

Donor organizations are in many ways very much like other organizations,
they share many of the standard organizational constraints. Organizations
the World Bank obviously need many people to act and take decisions on !
behalf, and there is nothing to guarantee that they have the right incentive:
particular, in an organization that lives by doing projects and making Ioans
one achieves prominence by rejecting projects and refusing loans. For this
son alone, most people on the implementation side of the bank, in either se
departments or country missions, are probably somewhat biased in favc
making something happen. Add to this the fact that they are the ones
deal with the potential recipients, and we have a recipe for a degree of ¢
enthusiasm and irresponsible lending.

There is also obviously the possibility of ideological conflict within the ¢
nization. We recently saw a public example of such a conflict in the W
Bank that ultimately led to the resignation of the person in charge of
2000-2001 World Development Report. There must also be other fights
have less to do with ideology than with personalities and individual ambiti
All those involved in these fights must be tempted to use the power 1o sanc
projects to help their supporters and punish their enemies.

There is also the fact that being a donor organization involved in deve
ment makes one someone that many people want to influence—ranging |
the U.S. government to NGOs hostile to the U.S. government. These press
are probably easier to resist for an organization that has an explicit ideolog
an acknowledged political master, like the Salvation Army or the U.8. Agenc
International Development, than a nominally apolitical organization like
United Nations Development Program (UNDP) or the bank. For such orgai
tions, the challenge is often in maintaining their reputation for being open ton
different views while continuing to make the right choices about the alloce
of funds. Resisting the temptation to placate the different sides by conce
some of their less merited demands must be challenge for these organizatic

One of the biggest problems, and one that is discussed all too rarely, i
lack of an explicit scientific basis for their decision making. An eloquent ex
tion is Lant Pritchett, a long-term bank employee:'*
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Nearly all World Bank discussions of policies and project design had the character of
“jgnorant armies clashing by the night”—there was heated debate amongst advocates
of various activities but rarely any firm evidence presented and considered about the
tikely impact of the proposed actions. Certainly in my experience there was never any
definitive evidence that would inform decisions of funding one broad set of activities ver-
sus another {e.g.. basic education versus roads versus vaccinations versus macroeco-
nomic reform) or even funding one instrument versus another (e.g., vaccinations versus
public education about hygiene to improve health, textbook reform versus teacher train-
ing to improve health, textbook reform versus teacher {raining to improve educational
quality). How can this combination of brilliant well-meaning people and ignorant orga-
nization be a stable equilibrium? ( Pritchett 2002, 251)

A World Bank publication from a few years ago, Empowerment and Poverty
Reduction: A4 Sourcebook (Narayanan 2000), provides an excellent case study
of the kinds of policies that result from these deliberations. The Sourcebook is
meant to be a catalogue of what, according to the bank, are the right strategies
for poverty reduction. These are also, we presume, strategies into which the
bank is prepared to put its money. It provides a long list of recommended proj-
ects, which include computer kiosks in villages, cell phones for rent in rural
areas, scholarships targeted toward girls who go to secondary school, schooling
voucher programs for pooer children, joint forest management programs, water
users’ groups, citizen report cards for public services, participatory poverty
assessments. Internet access for tiny firms, land titling, legal reform, microcre-
dit based on group lending, and many others.

While many of these are surely good ideas, the book does not reveal how we
know that they work, We now know that figuring out what warks is not easy.
There is a large literature documenting the many pitfalls of the usual intuitive
approach to program evaluation. When we do something and things look as if
they are getting better, it is tempting to think that it was ali because of what we
did. The problem is that we have no way of knowing what would have hap-
pened in the absence of the intervention. The simpiest and best way to avoid
this problem is to do a randomized evaluation where we assign the intervention
to a randomly selecled subset of the set of potential {ocations and compare
those whe got it with those who did not. This mimics the procedures used in
trials of new drugs, which is the one place where, for obvious reasons, a lot of
care has gone into making sure that only the things that really work are
approved. In many ways, social programs are very much like drugs because
they have the potential of transforming the life prospects of people. It scems ap-
propriate that they should be held to the same high standard.*®

Of course, even randomized trials are not perfect. Something that may work
in India may fail in Indonesia. Ideally there should be multiple randomized tri-
als in varying locations. There is also no substitute for thinking. There are often
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good and clear reasons why what works in Kenya will not work in Camer:
And there are times when randomized experiments are not feasible {mor
that later). However, with all that, it is hard to imagine a good reason
spending a lot of money without having done at least one successful rand
ized trial, assuming that a randomized trial is possible. When we talk of ]
evidence, we will therefore have in mind evidence from a randomized ex;
ment or, failing that, evidence from a true natural experiment, by whict
mean an accident of history that created a setting that mimics a random
trial.'®

What is striking about the list of strategies offered by the Sourcebook is
fack of any distinction between strategies that can claim to be based on 1
evidence and the rest. In fact, to the best of our knowledge, only one of t
strategies—schooling vouchers for poor students in Coiombia—has been
ject to a randomized evaluation, and that was because it was politically ne
sary to allocate the vouchers by lottery. Comparing those who won the lot
with those who did not provided the perfect experiment for studying the imy
of the program, and the study by Angrist et al. (2002) takes advantage o
Yet the resuits from this study receive no more weight than any of the o
programs.

Indeed most of these programs are recommended on the basis of very |
hard evidence. Legal reform, for example, is justified by asserting that “the
tent to which a society is law-bound aflects its national income as well &
ievel of literacy and infant mortality.” This may be true, but the available
dence, which comes from comparing the more law-abiding countries with
rest, confounds too many things to warrant such a confident recommendat

And some programs, it seems, no amount of negative evidence can stop. -
tavorite example is the Gyandoor program in Madhya Pradesh in India, wi
provides computer kiosks In rural areas. The Sourcebook acknowledges -
this project was hit hard by lack of electricity and poor connectivity and -
“carrently only a few of the Kiosks have proved to be commercially viab
It then goes on to éay, entirely without irony, “Following the success of the
tiative™ (p. 80},

2.5 Why Do People Resist Evidence-Based Policymaking?

Lant Pritchett {2001) goes on to argue that the resistance to hard evidence i
part a reflection of the mixed motives of those who give and receive aid. E
where there is no real corruption, as in the bank, the problem is that man:
these people are true believers and see no intrinsic value in rigorously tes
the policies that they are advocating. Although they recognize that good
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dence might help them win friends, they also worry that it might work against
':--them' gomeone might misread the evidence, or, as chance will have it, the evi-
" dence may just refuse to cooperate. Hard evidence is simply not worth the trou-
" ble, especially if eloquence and a few carefully chosen examples can carry the
. day.- L . .
We do not doubt that this is a piece of what goes on, but it explains the
motives of only those who have things going their way. But the bank, for exam-
ple,isa contentious place. For every one person who likes where policy is cur-
rently headed, there are probably at least two who would like the tides to turn.
These people have a strong incentive to look for hard evidence, since there is no
other way they can upset the status quo, and it is hard o believe that they
could not do a proper test of the intervention if they really wanted to. In other
words, if the advocates do not provide the necessary hard evidence, we would
expect their opponents to do so.

The fact that we see very little of this kind of competition by evidence suggests
to us that the deeper problem is not strategic resistance to evidence, but rather a
view shared by most people in the development community that basing policy on
hard evidence is simply not practical. This is consistent with our experience in
talking to senior officials in doror organizations, who seem to genuinely believe
that there is no real alternative to the current system of decision making.

Their objections fo the idea that policy should be based on evidence typically
fall into one of two categories. First, there is the fear that requiring that every
initiative be justified in terms of hard evidence will bias decisions in favor of
what is measurable and easy to evaluate. Second, there is the conviction that
at this point, there is so lttle that can be justified in terms of randomized trials
that to rely exclusively on this evidence is tantamount to considered inaction.!”

2.6 The Feasibility of Evidence-Based Development Policy

We feel that both of the concerns articulated in the previous paragraph are sub-
stantially exaggerated. We are certainly not saying that every policy action
needs to be justified in terms of hard evidence. There are things like macro-
policy that are very hard to evaluate properly. The probiem 1s that once some-
thing is big enough (“currency boards,” “democracy”), there is going to be no
way to know what would have happened in its absence. And yet there are clear
examples of policies that, most people would agree. make very littie sense
(overvalued fixed exchange rates,” “‘a pension plan that is headed for bank-
ruptey,” for example). There is no question that helping governments in their
efforts to get out of these indefensible policy positions is a good use of donor
money.
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On the other hand, there are many macro interventions that do ailow {
limited micro evaluation. For example, while decentralizing political pow
a macro reform, we could learn a lot about it by looking at the impact ¢
initial pilot, where the reform is implemented only for certain areas, ch
randomly from a larger set. Where this is not possible and the decision h:
be based purely on theoretical reasoning, evidence from micro studies can
be useful because it can help us choose the right theory. Obviously how fa
donor is prepared go down this evidence “quality ladder” will depend or
donor. What is key is that she has a sense of what she Is giving up—the
that there may be other projects for which we have much more reliable
reassuring) evidence.

The other side of this same concern is that requiring evidence discrimit
against projects that promote less measurable outcomes, such as fe
empowerment. It is true that historically the focus of 2COMOMIC measurel
has been on concepts like consumption and income rather than empowern
but when Chaitopadhyay and Duflo (2001) needed & measure of fe
empowerment in the context of public action in Indian viilages, they usec
fraction of cuestions asked by women in village meetings. While this is not
fect, it is not obviously worse than using ncome 10 measurc well-being, a
regularly do. We are therefore optimistic that once we comumit ourselw
measurement, the interaction of the donors and the evaluators will gener:
range of good measures of most things that are relevant.

To address the other main concern, that basing action on evidence wilt
to paralysis, we carried out a crude but useful exercise. We began by searc
for interventions that, at the time when the piece was written (2004), had
subject 1o an evaluation based on random assignment (though not necess
as a part of an experiment) and appeared to work. To come up with this
we asked researchers in the Bureau for Research in Economic Analysis of
velopment (BREAD) for references and used summary papers by Kr
{2003), Behrman and Knowles (2003), De Cock et al. (2000), and Wos
Group 5 of the Commission of Macroeconomics and Health (2001} as sta
points for & literature search. In addition, a Web-based search was used. I
these we deliberately left out regulations, such as tobacco taxes and bans o
bacco. The table of interventions in the appendix (table 2.A.2) lists al
papers that were eventually included in our list. It is meant to cover every
gory of micro intervention that we would find that has been subjected 1
evaluation.

From these papers, we highlighted the subset of programs that, base
currently available evidence, look sufficiently good that it would be v
implementing them on a global scale. This cut was based on three criteri
program must be sustainable without a strong intervention by th
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searchal‘s;‘5 the evidence must come from a run of the program where it was
randomly placed; and finally, in that randomized trial, it must have had a sig-
pificant positive impact on at least one of the initially chosen objectives. If two
gxperiments showed different results, wherever there was a clear methodologi-
cal difference, we favored the one that has the better experimental design. We
also favored experiments that showed improvements in outcomes that have
direct economic relevance—education, incidence of disease, weight—over out-
comes that are only potentially correlated with economic outcomes—the pres-
ence of antibodies, for exampie. Finally, we favored experimental research by
economists over experiments by clinical researchers, on the grounds that econ-
omists are more sensitive to problems relating to delivery.'® In the end, there
were [ew cases where we had to exercise any judgment.”®

We left out all programs that simply gave away money but included pro-
grams (like school vouchers) that give people money that can be used only for
a specific purpose. Finally, we were not quite sure of how to do deal with a pro-
gram like PROGRESA in Mexico, which makes an income transfer to mothers
wheo send their children to schoel. The problem is that we have no idea of how
much we wouid need to pay to get children into schools and how much of what
was paid was a pure gift. We therefore treated it as a separate category.

The goal here is purely illustrative: We want to demonstrate that one can
come up with a long list of interventions that have been shown to work based
on a randomized evaluation. We are not at all suggesting that the interventions
listed are the only ones that work or even that they are the most efficacious
among those that do work. Nor do we suggest that the programs that we list
but decided not to scale up are necessarily worthless. It is entirely possible {in-
deed, we hope that it is true) that there are many other interventions that do
work but are not included in our final list because we couid not find a random-
ized evaluation applying to them. Other programs that were left out because
there was a high degree of intervention by the researchers might have also
worked with less intervention. We simply do not know. Yet others may work
in some other variant but aot in the form in which they were implemented dur-
ing the experiment. Finally, there are probably many interventions yet to be
thought of that have the potential to change the world.*!

Given this list of successful interventions, we ask, How much will it cost to
more or less mechanically scale them up to a global level? Our definition of
global covers only low-income countries (LICs) unless stated otherwise. We
take the population of each country to be the average of the current population
and the projected 2015 population.®?

We calculate costs by taking the point estimate of the per person cost for
cach program and adjust it for each country. This adjustment involves convert-
ing the expenditure on goods {vitamins, drugs) using the standard purchasing
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power parity conversion factor, and scaling up (or down) the expenditur,
services (teachers, health workers) in proportion io the gross domestic pro
per capita at current exchange rates.?® For each country, the size of the
geted popuiation is derived from demographic information about the cow
The cost spreadsheet is available online.** Figures are normalized to year .
U.S. dollars.

The results are shown in table 2.4, Our calculations show that a recurring
nual expense of about $11 billion could be justified by the hard evidence
already have, without including PROGRESA. In addition, if we accept
{nonexperimental) results in Cutler and Miller (2003) showing that the he
returns Lo improved water supply are enormous, we should consider inves
in water supply infrastructure. This will cost an additional (one-time)
bhillion.

The $11 billion number was our best guess in early 2004. Since then t
have been z number of randomized evaluations that have reported suc
These include a program in Kenya that gives incentives to girls to do we
school and another program in Kenya that gives girls school uniforms
way of reducing HIV infection rates {see www.povertyactionlab.org for t
and other examples). As a result, if we had done this calculation today,
amount would be substantially larger.

Even $11 billion is, however, a substantial amount. It is more than the W
Bank gives out as IDA loans {the main form of World Bank aid) n a g
year (an average of US$6,154 million between 1996 and 2001). If we ad.
this what countries absolutely need to make essential macro adjustment
the kind discussed, there may be very little left from the total available dc
money.

To the exlent that there is still money, it can be vsed to provide humanita
aid. There are people in the world who are dying because they do not |
enough money to buy food or medicines. Giving them money {or food or n
icines) may not promote development, but it is hard to imagine that it w
not be good thing.

Indeed once we decide that we are willing to make cash gifts to people
could make that gift conditional on the recipients’ fulfilling certain conditi
such as sending their children to school. This is what PROGRESA does.

It is true that this does not deal with most of the objections against gi
away money. The targeting problem was solved in Mexico by using the bur
cracy to make sure that money goes to the right person, which is part of v
makes the program costly. But it is not clear that perfect targeting is worth
effort, given that most people in developing countries are actually quite poo
may be better to set up rather lax criteria for eligibility so that only the nich
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ineligible, and then to randomty check claimants and impose harsh punish-
ments 07 those who are caught cheating. It is usually quite easy to identify the
fich in pooT countries (ownership of a car, for example, might be used). It is
also true that We do not elimiate the possibility that the money may just go
nto consumption. But even this is less of a problem than it might appear. A
pumber of studies, including those based on the PROGRESA experiment,
have shown that more money in the hands of the female members of the family
in poor countries does translate into better nutrition for children and better
health care.

Ultimately, however, we should not need to argue that giving away money i3
without its problems. After all, it may still dominate trying to give away goods,
which, as we have seen, 15 fraught with problems.

Clearly, being open to the idea of giving away money will make it much eas-
jer to find things to do. Just scaling up PROGRESA, by our calculations, will
cost $23 billion a year, which pushes up total annual expenditure on good pro-

grams to $34 billion.

17 To Conclude: A New Challenge for the Millennium

We live in an age of aid pessimism. There is a strong, if rarely completely
articulated, presumption that aid can at best help people survive, but it cannot
promote development. The U.S. government’s new initiative, the Millennium
Challenge Account (MCA), is based on the idea that the whole idea of aid giv-
ing needs to be rethought. In particular, it wants to tie aid to country perfor-
mance: only countries that pursue cconomic policies that the U.S. government
approves of will be eligible for aid from this account. The premise is that aid
has not been working because the policy environment is not right. While it is
clear that this is a problem—there are countries where the risk of the money
ending up in a government official’s pocket is substantial-—the thrust of our ar-
gument is that the way the money is planned to be spent is also a very big prob-
jem, but a problem whose source lies in the way the donor organizations
function. Combined with the fact that many of the world’s neediest live in the
countries that will not make it onto the MCA list and that we expect the incen-
live effects of the MCA to be minimal, this suggests to us that the MCA
approach amounts to abandoning a large part of the world’s poorest for no
fault of their own. A more effective and less unfair challenge may be to try to
see if it is possible to design projects that work in the countries with the biggest
problems. If we could make that work, we would not oniy heip those who need
it the most, but what is perhaps even more vaiuable, we will raise expectations
and build hope where there 1s none.
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Notes

\. Agriculture, Efectric Power and Other Energy, Envircnment, Mining, Oil and Gas, PSD/
]r.;dus[ry, Telecommumnications and Informatics, Transportation, Urban Development, and Water
Supply and Sanitation,

9. Others, like USAID, just report their assessment of how well the country is doing.

3. The Furopean Bank for Reconstructuion and Development published its results online for the
ﬁrsl wme in late 2003, Even though it provides item-by-item ratings for all projects evaluated since
1993, it does not provide the information needed to match these projects to funding information,
and therefore the data are not yet usable,

4. Percentuge figures from the annual reports of the World Bank: Summaries of Projects Approved
for IBRD, IDA, and Trust Funds in each Fiscal year. For each project, the following information is
providcd: couniry name, sector, briel project description, World Bank contribution, and tota! proj-
ect cost.

5. Sectors were determined by the classifications in World Bani (2000b, Annex 1), which conven-
iently classifies the historical performance data into the 1990-1993 and 1994-1997 periods. From
these seciors, the “Social” and “Environmental” sectors were dropped because zerof/one evaluation
was done between 1990 and 1993, We do not have 1987-1990 data for “Mining,” ""Muhi-sector™
and “Public Sector Management” due to a change in sector classification.

6. The 1987-19%0 performance data are derived by collating information from World Bank (1989,
1993}, The years 1987 and 1990 here refer to the year that the project was evaluated; hence, they
correspond to projects that had slightly earlier exit fiscal year groups. The 1990-1993 and 1994
1997 performance datz are derived from World Bank (2000a), and correspond to projects that had
exit fiscal years within the respective ranges. The 19982001 data are derived from collating infor-
mation [rom Waorld Bank (2000a, 20062a).

7. These are the four selected sectors in Morra and Thamm (1997, table 1.32),

8. The Technical Assistance category was dropped in World Bank (1994).

g, Morra and Thumm {1997, table 1.32).

10. Annual reports of the Waorld Bank.

t1. Here, unlike in the resuits in the previous table, we are using the gap in performance between
tand t— 1 rather than that between f ~ 1 and £~ 2, because of data limitations in the case of
the World Bank. For the ADB we could use the gap between ¢ — | and r — 2. The results are very
similar.

12. For both the ADB and the World Bank, the sector dummies as a group are significant at the |
percent level (based on their joint F-statistic). as are the country dummies, though the sector dum-
ries become insignificant for the ADB when we drop the multisectorfothers category. '
13. Data from World Bank (1998, 1999, 2000z, 2001, 2002a, 2003a).

14, Bill Easterly, another long-term bank employee, makes a similar point in an article in the Jour-
nat of Eeonomic Perspecrives { Easterly 2003).

15. Those who are interested in the argument for (and against) randomized trials as a basis for so-
cial policy may want to see Duflo (2004) and Duflo and Kremer (2004).

16. See Angrist and Lavy (1999 for an example ol a very convincing natural experiment.

17. This is, in effect, how Stanley Fischer, a former chief economist ol the bank, put it while com-
meniing on our previous paper at the meetings of the American Economic Association.

18. We feel that fieldworkers ensuring that villagers comply with their daily supplement dosage
constitutes overly strong intervention.

19. For example, this was the basis for choosing Miguel and Kremer's (2004) work on deworming
and Bobonis, Miguel, and Sharma (2003) on iron supplementation.

20, One place where we did exercise some judgment is m including the study by Angrist and Lavy
{1999), which used a natural experiment in Isrzel Lo estimate the effect of class size on learning. This
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natural experiment was based on the fact that in Israel, class size is capped at forty (the so-
Maimonides rule), which generates a sharp discontinuity whenever class size hits forty. The
exploits the fact that this discontinuity generates something very close to a pure randomi
across schools.

21, We also recognize that researchers do not always have control over the experimental «
and, in any case, that the research might have been dene with different objectives in mind (f
ample, researchers might be interested in knowing the impact of supplements on growth if it
be assumed that compliance was not going to be & problem). Inclusion in the highlighted

does not reflect any opinion of the quality of the research or the researcher. 1t merely reflec
suitability of the research for our purposes.

22, We chose 2015 because it is when the Millennium Development Geals are meant o be acl
and many of our programs could be ways to achieve the goals.

23. Under the plausible assumption that the PPP correction is unyeliable for the salaries of :
service providers, who tend to be searce in developing countries.

24. htp:ffweb.mit.edufruimin/www/whatworks/whatworksest.xls
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