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Outline 

1. “Revolution” in development economics 
 

2. Field experiments as the core instrument in 
modern development policy 

– “Trust and social distance”: social capital 

– “Safe water product”: the last mile problem 

– “Chicken game and traffic accidents”: experiments 
as a powerful policy tool 

 

 

 

 

 

2 



 

 

1. “Revolution”  

in Development Economics 
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Development Economics until 2000 
• “Once upon a time there was a field called 

development economics”                  －Paul Krugman  
"Towards a Counter-Counterrevolution in Development 
Theory," Proceedings of the World Bank Annual 
Conference on Development Economics, 15-38, 1993. 

 

• Leijonfhufvud (1973) “Life among the Econ”： 
– The Devlops just as definitely rank lower. The low rank of 

the Devlops is due to the fact that this caste，in recent 
times，as not strictly enforced the taboos against 
association with the Polscis，So ciogs，and other tribes. 
Other Econ look on this with considerable apprehension 
as endangering the moral fiber of the tribe and suspect 
the Devlops even of relinquishing modl-making. 
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2000～ 

• Esther Duflo (MIT), 37 
– John Bates Clark medal 2010 
– “Distinguished herself through definitive contributions to 

the field of development economics” 

 
• Development economics as one of the leading fields in 

economics  
– Many papers published in top journals (Econometrica, AER, 

JPE, RES,  as well as Science) 
– Many PhD job candidates at MIT, Yale, and Harvard engage 

in development economics (in 2013, 6 out 18 at MIT and 5 
out of 15 at Yale) 
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New Development Economics 
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What happened? 
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What happened? 

Development economics generated significant 
contribution to economics 

 

Examples)  
1. Imperfect information paradigm (Stiglitz)  

2. Pecuniary externalities and multiple equilibria (Krugman) 

3. Micro econometrics (Deaton, Ravallion, and Rosenzweig)  

4. Field experiments (J-PAL, Duflo, Banerjee, Karlan) 
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Field Experiments  
(and Traditional Econometics) 

 

 

 

 
 



 
 

2. Field Experiments  

as the Core Policy Instrument 
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1) Trust 

2) Safe Water Products 

3) Traffic Accidents 
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Social Capital (SC) 
• The informal forms of institutions and organizations based 

on social relationships, networks and associations that 
create shared knowledge, mutual trust, social norms, and 
unwritten rules [Durlauf and Fafchamps (2004)] 
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• Network in rural communities 
and firms as well as ＳＮＳ 
(facebook etc) 

 

• Three modes: 

– Bonding SC 

– Bridging SC 

– Linking SC 

 

 

 

 

 

 

Source) Daniel Aldrich (2012) Building Resilience, 
University of Chicago press 
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SC complements market transactions and state 
public goods provisions (Hayami, 2009) 
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Role of SC in Microfinance 

• Karlan (2005): Test 
whether social capital 
can mitigate market 
failures arising from 
enforcement problems.   
– Trustees identified as 

more trustworthy in 
the game are more 
likely to repay their 
loans one year later.  

– Trustors identified as 
more “trusting” save 
less and have higher 
repayment problems.  

 



SC measurements 
• Attitudinal measures  

– GSS (trust, fair, and help) 

• Behavioral measures 

• Participation measures 
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Source) Anderson et al. (2004) 



SC measurements 
• Glaeser et al. (2000) 

experiments with 189 
Harvard undergrads 
who took “Introductory 
Economics” class 
 

– GSS is unrelated with 
trust game results  
 

– Rosenberg scale (“Trust 
strangers”) and 
Interpersonal Trust 
Scale (“Trusting 
behavior index”) are 
strongly correlated with 
trust game results 
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A 

Send no 

money 

Making an investment, x 

 

  → Tripled and given to B 

B 

(500, 0) (500-x, 3x) 

Send back 

no money  
Send back  

a portion, y 

   (500-x+y, 3x-y) 

Trust Game 

Endowed with 500 Rs 
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 B: Egoistic y*=0： 

    y*> 0 represents trustworthiness to A 

 A: Expecting y*=0 , x*=0： 

    x*> 0 represents trust to B 

 

 

 

 
 

Source) Cardenas and Carpenter (2008)  

Trust Game 



Trust in Bangladesh (and WB) 

• People are trusting and trustworthy 

– High level of SC, likely amending mkt imperfection 

• No role of religion but minority/majority 
status matter 

– Informal (egalitarian) insurance network? 

• High stakes matter 

– As private benefits increase, SC will decrease  

 

24 



Trust in Bangladesh (and WB) 
Comments 

• What are policy implications? 
 

• Possible crowding out of informal mechanisms by 
formal mechanisms?  
– High level of SC, likely amending mkt imperfection 
– Informal (egalitarian) insurance network? 
– As private benefits increase, SC will decrease 

 

• Interventions should be designed very carefully?  
– Community participation 
– Capacity development 
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Olsonian SC in Development? 

• Individually profitable but socially damaging 
SC will be more widespread as development? 
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SC complements market transactions and state 
public goods provisions (Hayami, 2009) 



 
WLB Irrigation project in Sri Lanka  

Shoji et al. (2012) WD; Sawada et al. (2013) ADR 
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Irrigation → SC → Socio-economic outcomes 
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“School for All (COGES)” in Burkina Faso 
 Sawada and Ishii (2012); Sawada, Kozuka, et al. (2013) 



• Safe Motherhood Promotion Project: SMPP 

– “Narsingdi  Model”: First phase July 2006-June 2011 

– Community Support System：CmSS 
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SMPP Project in Bangladesh 
Kamiya and Aoyagi (2012) 



 

1) Trust 

2) Safe Water Products 

3) Traffic Accidents 
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“Safe Water Product” 

• Effective (chemical) safe water products gets 
insufficient WTP/usage 
– Preference, choices, and aspirations matters 
– Carefully designed marketing efforts/information sharing 

will be very important  

 
• “The Last Mile Problem”: Superiority of a 

technology/knowledge cannot guarantee automatic 
penetration/diffusion (ex: ORS) 
 

• “O-Ring Theory”: a very small problem can ruin the 
whole thing 
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1) Trust 

2) Safe Water Products 

3) Traffic Accidents 
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Traffic Accidents 
• Traffic accidents in Bangladesh (and other LDCs) 

happen due to unsafe driving, a behavioral 
outcome 
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Traffic Accidents 

• With “Chicken game (Hawk-Dove game)” 
experiments, assess strategic risk taking 
behavior of different vehicle drivers 

 

• In laboratory setting, policy effects can be 
investigated closely. 
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Policy Implications 

• Based on experimental approach, some important 
findings emerged already but need further validation 
 

– In communities with insufficient market development and 
govt enforcement, “Trust or SC” improve outcomes of 
programs (Education, Public Health, MFI) 

 

• People in LDCs are NOT automaton.  They are Humans 
making decisions and responding to policies.  It will be 
indispensable to adopt experimental approaches which 
can handle behavioral consequences of interventions 

 

– “The last mile” and “O-ring” problems can be approached 
by experiments  
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Policy Implications 

• Variants of experiments can be combined for:  

– prospective evaluation 

– performance improvements of projects 

 

• Need to uncover “mechanisms” of  policy 
effects 

– Structural estimation combined with experiments 
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