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We congratulate Michael Kremer and Rachel Glennerster (KG) for providing a clear and concise 

explanation of the contribution of randomized control trials (RCTs) and behavioral economics to 

development economics. Our understanding of development has been radically improved by the 

focus on empirical work, which experimentalists, including the authors, have made a prominent 

part of the profession. Our concern here is in translating the insights of behavioral economics to 

policy. 

Rationale for government intervention 

Most RCTs of behavioral economics, and all the ones described in this paper, show that ―If you 

intervene in X, the result will be Y.‖  They do not answer the question:  ―Should you intervene?‖  

The answer to the latter lies in welfare economics, which specifies two rationales for government 

intervention:  (i) market failure and (ii) redistribution.  

Market Failure 

If the rationale is market failure, ignoring the budget constraint for a moment, the first order 

information we need is the size (and at the very least the sign) of the externality—the wedge 

between the social and private marginal benefits or costs—before intervening.  These have rarely 

been measured for any of the commodities in health and education—although many of us believe 

they exist. As Tarozzi and others (2010) show, measuring such externalities can lead to markedly 

different conclusions—as in Cohen and Dupas (2010), free bed-nets dramatically increase take-

up, but there is no impact on malaria and anemia prevalence.  

When there is a budget constraint, the elasticity of demand is needed to apply the Ramsey rule. 

The demand functions presented by the authors—at least the ones that are linear—have widely 

varying elasticities. They range from zero to infinity, which is not much guidance.  Possible 

exceptions are the ones that have large effects at zero prices (which could be similar to a constant 

elasticity) and of the one that has very small effects at zero prices (bednets in clinics in Kenya).  

But the relevant question is what they look like in the neighborhood of the intersection with 

marginal social cost, which can vary widely over the scale. 

Alternatively, these examples show that individuals may not respond to these subsidies as 

rational, utility-maximizing agents. Could it be that the standard welfare economics view is 

wrong, and people are ―poor, but behavioral?‖ We still need to know what normative meaning 

we are to apply to this empirical fact. If the new welfare criterion is that any good where the 

demand curve slopes down is sufficient to advocate zero prices, it will apply to virtually all 

goods we consume currently with positive prices. It may be that the existence of a large effect at 
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zero provides a case for free goods; the new welfare economics that support such a contention is 

a wide open field.   

Redistribution 

If the rationale is redistribution, then the RCT results are potentially useful, because they tell us 

what effect a particular redistributive intervention, such as a subsidy for school uniforms, will 

have for the specific context in which the experiment occurs. But if these interventions are ever 

taken to scale, they will operate in a market (as opposed to a setting where an NGO delivers the 

product to villagers).  List and Millimet [2008] show that even when people are individually 

―irrational‖, the market aggregates look perfectly reasonable—an insight that goes back at least 

to Becker (1962).  Market experience leads to reductions in irrational behavior. Further, in a 

market setting, the ―irrational‖ agents may well be infra-marginal. Average irrationality tells us 

little about the functioning of the market, which is driven by the marginal person. 

Government failure 

 

When a rationale for government intervention, be it market failure or redistribution, has been 

identified, the important question is:  ―What should be done?‖  The KG paper argues that RCTs 

tell you what to subsidize and what not to.  This presupposes that the government will do so, and 

that will improve welfare.  But even A.C. Pigou [1920], who identified the principle of 

Pigouvian taxation to correct market failures, had little to no faith in governments' carrying out 

his prescriptions. 

 

Is the government able or willing to do the ―rational‖ thing that we do not believe individuals are 

doing? As Acemoglu and Johnson (2006) and Banerjee and Iyer (2007) argue, many of the poor 

outcomes we see today arise from badly performing government institutions that are surprisingly 

difficult to change. At the very least, should we not take into account government’s will, ability 

to implement or just plain inefficiency (see Bandiera, Prat and Valletti 2009)?   

 

Governments have a hard time implementing ―good-enough‖ policies much less optimal ones in 

the social sectors. Absenteeism and low levels of quality in public facilities are well-known 

(Kremer and others 2006a, and Kremer and others 2006b) and have led to a widespread 

movement away from free schools and clinics in countries like India to the private sector—even 

as fiscal subsidies to public institutions have increased. Some of the same experiments referred 

to by the authors were impossible to implement (neither the experiment itself nor the policy 

implied by the experiment) because of government behavior. Checking absenteeism among 

health workers and teachers in India with time-stamp machines failed because the workers broke 

the equipment needed to check up on them (Banerjee, Duflo and Glennerster, 2008).   

One way where RCTs can help overcome this kind of government failure, not mentioned in the 

paper, is by publicizing the results, and building public support for pro-poor interventions.  There 

is some evidence that the publication of robust results of Mexico’s conditional cash transfer 

scheme, Progresa, helped avoid elite capture, especially when the party in power changed. 

But the general point is that, before over-riding peoples’ own behavior, we should have a good 

idea of the relevant policymakers’ likely behavior. If people are myopic, surely politicians might 

look no farther than the next election or likely coup. If, as is sometimes suggested, a myopic 



person today is in conflict with her future self, which one is voting today and to whom does the 

politician listen?  The ―best intervention that economists in their studies‖ could use to improve 

peoples’ behavior may not be feasibly implemented by real-life ministers having to deal with 

real-life doctors and teachers. 

Finally, because it is based on what is feasible to randomize, the experimental approach may lead 

us in the wrong direction. Experiments need to have the ―intervention‖ completely under the 

control of the experimenter. ―Intervention‖ is in quotes since an old-fashioned project evaluation 

would evaluate the actual policy under the control of the policymaker. But, in contrast to the 

experimenter, the Minister of Health does not check to make sure bednets are being used. She 

makes pronouncements, issues budget figures and government orders. Whether these 

pronouncements make it into reality is not completely under ―control‖. The necessity of knowing 

when an ―intervention‖ (in the authors’ words) is actually undertaken usually requires that it be 

easily ―controlled‖ and monitored.  Often this constrains the intervention to be a private good 

like chlorine pills, a visit to a clinic or bednets.  

Yet, the things easier to control and measure may be the ones that least need government 

intervention. 
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