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A good book is often hard to come across. This is especially true when searching for a high-quality book written by an economist.  William Easterly’s The Elusive Quest for Growth (MIT Press, 2001) stands out as a remarkable exception to this general rule. While many books captivate the reader through mystery, suspense, or romance, Easterly’s book is a story of unparalleled tragedy. This tragedy is a firsthand account of the death, destruction, and waste that has been generated by the International Monetary Fund (IMF) and World Bank in their attempts to alleviate Third World poverty.

What makes this book a unique attack on the IMF and World Bank is that Easterly’s account is an insider’s take on the inherent inefficiencies of these lending institutions.  Even though The Elusive Quest for Growth was written while Easterly was still working for the World Bank, it was not well received by his World Bank colleagues.  World Bank chief economist, Nicholas Stern, claimed that Easterly was “a little behind the curve” in his understanding of the World Bank’s performance in the Third World (Washington Post; March 20, 2002).  The back and forth in the wake of Easterly’s book was vicious (see, for example, Easterly’s “The Cartel of Good Intentions” in Foreign Policy; July/August, 2002) and ultimately culminated in Easterly and the World Bank parting ways.  

When we turn to the text, we find that Easterly wastes no time in getting to his greatest concern: the deaths of millions of innocent individuals. The first chapter provides figures on the harsh realities of poverty. He notes, “… in the poorest fifth of countries, the infant mortality rate is 20% (compared to .4% in the richest fifth of countries)” (8). In addition, “two million children die every year of dehydration from diarrhea. Another 2 million children die annually from pertussis, polio, diphtheria, tetanus, and measles” (8). Among the most heart-wrenching statistics in the chapter is disease among children: “Between 170 million and 400 million children annually are infected with intestinal parasites like hookworm and roundworm, which impair cognition and cause anemia and failure to thrive” (9). For Easterly, it is the “deaths of the innocents” that ought to be the primary concern of development policy; the rest of his book assesses how effective the policies of the IMF and World Bank have been in addressing and alleviating these problems.

Section II of the book (chapters 2-7) highlights how the conventional wisdom of development policymakers has changed over time.  In the 1950s and 1960s, it was believed that development required nothing more than financial aid from outside institutions to fill the investment gap that supposedly existed between the “actual” level of investment in a poor country and the “optimal” level of investment. As a mountain of evidence built up against this simplistic theory of growth, policymakers shifted to alternative models. For a while, the alternative was a human capital model—poor countries just needed more education spending in order to grow. When policymakers began to realize that the human capital model was also inadequate, they went about shifting most of their resources to new alternatives, such as a population control model or a public works investment model.

Easterly does a nice job of tracing through the track record of these various development policies. The reader will walk away from this section with a bitter taste in her mouth; the amount of resources allocated to the development problem and the lack of results produced by adhering to these various development models is mind-boggling. A figure that best summarizes one of the colossal failures of development planning relates to aid in Zambia. Easterly argues that “…if filling the financing gap [with $2 billion of aid] had worked as predicted, Zambia today would be an industrialized country with a per capita income of $20,000, instead of its actual condition as one of the poorest countries in the world with a per capita income of $600.” When we look at the long-run growth record of most developing countries, we see that, with hindsight, the poor would have been better served if the allotted money for development had just been put into long-term bonds. Nearly any alternative investment could have done better than the long-term rate of zero growth that was realized in the developing world from 1980-1998.

In Section III (chapters 8-14), Easterly turns from retrospection to an analysis of how development aid can be dramatically improved in the future. This is by far the most interesting and controversial section of his book. Chapter after chapter, he hits the reader over the head with his “people respond to incentives” theme.  For example, one of the biggest problems with direct aid is that it creates moral hazard problems.  The moral hazard problem arises when developing countries are given aid for doing poorly.  If governments are promised aid if they fail to grow, aid creates a perverse incentive not to grow.  Consistent with his “people respond to incentives” theme, Easterly suggests that development aid should instead become a reward for growing fast: developing countries that grow the fastest will in turn receive the largest prize money from the International Monetary Fund and World Bank.  He offers many other policy alternatives similar to this one.  The belief is that certain reforms within the IMF and World Bank will lead to better incentive alignment between policymakers, political leaders in developing countries, and the poor. Many of these suggestions seem like reasonable ways to improve development policy, yet it sometimes seems like Easterly is failing to keep in mind the lessons of his own analysis.

I found “Under an Evil Star” the most problematic chapter. The basic thesis of this chapter is that randomness is a significant component of economic growth. Therefore, countries that have performed poorly one year should be expected to do better the next year; similarly, countries that have prospered in one period will be less likely to do as well in the next. This process is known as mean reversion. In Easterly’s mind, mean reversion seems to be an iron law of history.

There are a multitude of problems with this argument. The main question is whether economic growth is really all that dependent on luck. If luck is a primary determinant of economic growth, then it seems that Easterly’s policy reform arguments play only a supporting role; Easterly is negating the value of his own policy suggestions by stating that economic growth is, in large part, random. If the policymaker were to continue to improve his policies year after year, why should we expect mean reversion? For instance, look at Botswana’s post-colonial development; from 1960-1995, Botswana had the fastest growing economy in the world. If we were to follow Easterly’s mean reversion claim, we would have expected that Botswana would grow at a slower rate in the 1970’s or 1980’s because it grew so fast in earlier time periods. Yet, just the opposite occurred! By consistently adopting more pro-growth policies, Botswana did anything but revert to the mean. The same could be said for a whole host of countries that have been successful and others that have struggled: because you have done poorly (or well) in the past does not mean that you will probably do better (or worse) in the future.

In addition to the problems that arise with Easterly’s mean reversion arguments, there are other weaknesses in the book. First, Easterly’s analysis lacks an appreciation for public choice analysis. In many ways, his arguments for reform of the IMF and World Bank are best-case scenarios. If we approach the problem in a more realistic light and give officials of the IMF and World Bank less credit than Easterly does, we realize that reform might be much messier than we think. Easterly provides us with a picture of what a more effective IMF and World Bank would look like, but he does not offer us much in the way of how we could possibly go from where we are (a grossly inefficient IMF) to where we would like to be (the IMF that Easterly envisions). This is a central question for any political economist, but one that Easterly seriously sidesteps.

For example, Easterly argues for a more merit-based compensation system within the IMF and World Bank.  Compensating the development winners instead of subsidizing the losers will promote more economic development and rid us of the moral hazard problem.  This begs the question, however, of why, if this incentive alignment scheme is capable of generating so many benefits, has it not already been implemented?  The answer lies clearly in the institutional structure within the World Bank and IMF.  

If development planning were simplified so that we follow a rule where the developing country that grows the fastest gets the most, what would happen to the thousands of World Bank and IMF employees?  Though many at the World Bank and IMF are undoubtedly committed to the alleviation of poverty in the developing world, this community also has a perverse interest, which cuts against the alleviation of poverty.  Let us assume that the world could be ridden of poverty.  If this occurred, what would happen to the World Bank and IMF?  These institutions would either dissolve or evolve to take on new tasks.  The bottom line is that even if we know how to get the incentives right at major lending institutions, it is still possible that we will never get the necessary reforms.  This is where the greatest tragedy lies: the IMF and World Bank know they could be doing a lot more for the developing world, yet doing the right thing directly conflicts with their own economic interests.  Easterly has a clear vision of what the right thing is, but he seems to overlook the difficulty in bringing about the necessary reforms.

Second, he does not mention the role that ideology and public opinion can play in the reform process in developing countries. If individuals in developing countries have backward beliefs, this could seriously constrain reform attempts. If individuals are reluctant to welcome market reforms into their countries, is it our obligation to just impose the “necessary” reforms upon them? The willingness of the poor to welcome change seems to be a serious component of whether or not reforms “stick,” yet this issue is not taken up in Easterly’s work. 

Third, Easterly should realize that one implication of his homogeneity and ethnic division argument is that there should be much greater fractionalization. If, as Easterly maintains, ethnic diversity is a serious hindrance to the economic performance of a country, then one way to resolve problems created by diversity is to permit the secession of ethnic groups that cannot get along within a particular nation. If the Czechs and the Slovaks are constantly fighting over public goods and the control of a nation, then one solution is to let each group of people go their separate way. If homogeneity is what is required for better economic performance, then one way to get there is to permit many more autonomous regions than those which currently exist. I would be very surprised if Easterly actually endorses this policy implication.

Finally, perhaps there should be a greater sense of humility from contemporary economists—including Easterly. We have more than 50 years of evidence telling us that most, if not all, development policies endorsed and pursued by Western policymakers have not worked very well. In spite of this evidence, most economists feel very comfortable jumping on the bandwagon of the trendy development model of the moment—the “institutions matter” model. This “neo-liberal” approach to economic growth maintains that the institutions of the rule of law, private property, and openness to trade are the keys to the wealth and poverty of nations.  While it is difficult for us to currently see how this argument could be wrong, we should keep in mind that the proponents of earlier development models had a similar confidence in their approach. Is it possible that, in 20 years or so, economists will find that the neo-liberal model of economic growth was also a tragically misguided one?  In the 1960s and 1970s it was difficult to find an economist (besides, perhaps, Warren Nutter and Gordon Tullock) who thought that United States economic growth was outperforming the Soviet Union’s.  Yet, when the curtain was lifted after 1989, we discovered that most economists were misled.  Despite these past mistakes, it seems that economists have not really learned to be more wary of endorsing the latest fashionable theory of development.

There are further reasons to be skeptical of the neo-liberal consensus that has emerged.  First, the radical laissez-faire capitalism reforms, which seem necessary for economic growth and development, might come in an extremely watered down form in practice.  When this occurs and development is unsuccessful, it gives laissez-faire capitalism a bad name.  Critiques of the IMF and World Banks’ attempts to transport free market capitalism to the developing world are surfacing in scholarly works like Amy Chua’s World on Fire (Doubleday, 2003).  Chua regards the rapid implementation of laissez-faire capitalism to be the source of many development problems (14).  Yet, many would argue that laissez-faire capitalism has yet to be tried in developing countries.  IMF and World Bank capitalism is one of the farthest things from laissez-faire capitalism, but the neo-liberal movement has led to many individuals coming to view them as one in the same.

An additional cause for concern with the neo-liberal paradigm is that there are some tough empirical realities which it necessarily struggles to answer.  For instance, where do we find high levels of economic growth without a large state (as measured by government spending as a fraction of gross domestic product)?  The good institutions of private property and the rule of law certainly seem to be a necessary condition for economic growth, but perhaps there is more to the story.  

Despite these concerns, I wholeheartedly recommend that readers take the time to read this book.  The Elusive Quest for Growth has become a must read for anyone interested in issues of economic growth and development.  In an era when Joseph Stiglitz is weighing in with a book suggesting that the IMF and World Bank should be more involved, it is nice to have a highly respected voice in the economic world maintaining that the IMF and World Bank are at the root of the Third World development problem. As the voice of dissension among top academic development writings, Easterly’s book is arguably the most important development book published in quite some time. While this review has reservations related to some of the specifics in Easterly’s reform proposals, it should be noted that the roadmap to reform that he provides is the best one currently available. For generations to come, economists who argue for constraints on the IMF and World Bank will owe a special thanks to William Easterly for making such a critical position a respectable one to hold. 
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