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ARE 251/Econ 270A Elisabeth Sadoulet  

Fall 2006 

Final Examination 

(1 hour 30 mn, 20% of final grade, 30 points) 

 

Respond concisely in words and equations to 3 of the following 4 questions (10 points each) 

 
1. Welfare Impacts of Shocks. 
a.  You want to estimate the effect of weather shocks (S) on an indicator of household welfare (W).  You 

have cross-sectional observations from households scattered around a large region so that there is 
enough variation in the shock variable.  Since weather shocks are without doubt exogenous to 
household behavior, could you estimate a simple OLS regression: 

 

 
  
W = 0 + 1S+  

 
 What econometric problem would you usually encounter?  
b.  How do Alderman, Hoddinott, and Kinsey (OEP, 2006) circumvent the problem when they estimate the 

effect of the 1982-84 drought in Zimbabwe on children height-for-age: What data do they use? What is 
their identification strategy? What do they find? 

c.  How do de Janvry, Finan, Sadoulet, and Vakis. (JDE 2006) circumvent the problem when they estimate 
the effect of weather shocks on school attendance in Mexico: What data do they use? What is their 
identification strategy? What do they find? 

 
2. Decentralized Targeting of a Welfare Program 
a.  What are the main arguments for and against the decentralization of the allocation of a targeted welfare 

program?  
 
Report on the contribution of the paper by Bardhan and Mookherjee (JDE 2006, on the allocation of 

welfare programs in West Bengal) to this debate by answering the following questions: 
b. Describe the context of their study and their data.  
c. What is the basic model estimated for the intra-village allocation of funds (Write a precise equation with 

the different type of variables and controls used as regressors, and specify the units of observation).  
Justify its specification and the choice of variables.  

d.  Use the results in Tables 4 and 5 (reproduced below) on credit subsidy and employment, to summarize 
the main findings of the paper.   

  
3.  The Role of Network for Mexican Migrants in the US Economy 
It is often said that networks are an essential factor in the success of migration.   
a.  Explain the empirical strategy used by Munshi (QJE 2003)) to show the role of network in securing 

good jobs to migrants.  
b.  What are the main results of the paper? Be very specific on what is shown and the limitation of these 

results in the broader debate on the role of network in facilitating migration. 
c.  Could he use the same strategy to estimate the role of the network in fostering migration itself? Why or 

why not? 
 
4.  Micro-finance Institutions 
With the Nobel Prize awarded to Mohammed Yunus, let’s examine the theory of how group credit works. 
a.  What are the main features of microfinance group credit? 
b.  Explain how they each contribute or not in mitigating the problems of adverse selection, moral hazard in 

project choice, enforcement, and insurance.  You need not write any model, but your should be very 
precise when relating the mechanisms by which each feature contributes to mitigating a problem.  
Discuss these theories when appropriate. 



 

 
 
LS = Left share in government seats, GP= local panchayat (village), ZP= district panchayat, 
SC/ST=scheduled castes or tribes 
 

 


