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Short questions (weight 1/6 each)

Answer briefly (1/2-1 page) two of the following three questions

1. It is well known that share cropping may be optimal when effort is not ob-

servable and the farmer is risk averse. Explain why share cropping may also

be optimal if the farmer is risk neutral, but is wealth constrained, i.e. there is

limited liability.

2. Explain the toll booth theory of corruption.

3. Besley and Burgess (2000) study the effect of land reform on poverty. They

consider four types of reform, given as Panel A of Table 1. Their basic findings

are reported in Panel B. Give a brief summary of their main findings on the

effects of land reform on poverty alleviation. Explain why columns (6), (7),

and (8), which give the difference in poverty in rural and urban areas, are

particularly useful for identifying the effects of land reform.1

Essay (weight 2/3)

Answer all of the following questions

1. Consider a village with inhabitants j = 1, . . . , N , all with the same increasing

and strictly concave utility function u(cj
t) over consumption in year t. In

year t, individual j receives income yj
t , which is stochastic. Explain what a

1Notice that there is a typo in the footnote to Panel B. The last sentence should read ”In column

(8) the headcount difference is the difference between the rural and urban head-count index.”
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mutual insurance scheme implies in this village. Is it possible to obtain a

non-stochastic stream of consumption for all the citizens?

2. Explain how a mutual insurance scheme may be sustained when there may be

problems enforcing the scheme. Is it most tempting to break out of the scheme

for high or low realizations of yj
t ?

3. Explain how enforcement problems may make it necessary to provide only

limited insurance.

4. Townsend (1994) studies the empirical specification

c∗jt = αj + βj c̄t + δjĀt + ζjXj
t + uj

t

where c∗jt is consumption, c̄t average consumption in the village, Āt demo-

graphic characteristics, and Xj
t household j’s income. Under the assumption

of constant absolute risk aversion (CARA) preferences, explain what restric-

tions are imposed on the parameters βj and ζj of the empirical specification

if we have perfect risk sharing. You do not need to derive this formally, but

should explain the intuition behind the results.

5. Figures 5 and 6 from Townsend show his estimates for βj and ζj for each

household in each of the three villages in his study. Discuss to what extent his

findings are consistent with perfect risk sharing.
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Table 1: Material from Besley and Burgesss (2000) 

Panel A: Classification of land reforms 

We classify land reform acts into four main categories according to their main purpose (see Mearns 
[1998]). The first category is acts related to tenancy reform. These include attempts to regulate tenancy 
contracts both via registration and stipulation of contractual terms, such as shares in share tenancy 
contracts, as well as attempts to abolish tenancy and transfer ownership to tenants. The second category of 
land reform acts are attempts to abolish intermediaries. These intermediaries who worked under feudal 
lords (Zamandari) to collect rent for the British were reputed to allow a larger share of the surplus from the 
land to be extracted from tenants. Most states had passed legislation to abolish intermediaries prior to 1958. 
However, five (Gujarat, Kerala, Orissa, Rajasthan, and Uttar Pradesh) did so during our data period. The 
third category of land reform acts concerned efforts to implement ceilings on landholdings, with a view to 
redistributing surplus land to the landless. Finally, we have acts that attempted to allow consolidation of 
disparate landholdings (Besley and Burgess 2000: 392). 

Panel B: Empirical findings 
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FIGURE5.-Estimates of P , ordered by magnitude. The bands define a 95% confidence interval. 
The first panel uses as its measure of consumption the sum of the value (in 1975 rupees) of all 
foodstuffs, edible oil, and clothing per adult equivalent per year, and uses all years (1975-1984). The 
second panel uses only the value of grain per adult equivalent per year, and uses all years. The third 
panel uses the same measure of consumption as the first, but uses only years 1976-1981. Estimates 
greater than five in absolute value have been removed in order to produce a readable graph. 
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FIGURE6.-Estimates of (the coefficient associated with all income), ordered by magnitude. 

The bands define a 95% confidence intexval. The first panel uses as its measure of consumption the 
sum of the value (in 1975 rupees) of all foodstuffs, edible oil, and clothing per adult equivalent per 
year, and uses all years (1975-1984). The second panel uses only the value of grain per adult 
equivalent per year, and uses all years. The third panel uses the same measure of consumption as 
the first, but uses only years 1976-1981. Estimates greater than five in absolute value have been 
removed in order to produce a readable graph. 


