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What shocks?
Â Household (idiosyncratic) shocks

Â Health shocks

Â Death

Â Community (covariant) shocks

Â Floods

Â Droughts

Â ShockĄ IncomeĄ Consumption

Â If fully insured, household shocks should not affect 
change in consumption after controlling for 
community shocks.

Â Community shocks difficult to insure within village.



The data

Â 4 round panel 2000-2002. 2355 obs from rural Malawi.

Receive Remittance From: Obs Mean

Local* 2355 26.8%

DistantÀ 2355 10.6%

Total 2355 34.6%

Variable Total Sample

Remittance 

Receivers Non Receivers

Obs Mean Obs Mean Obs Mean

Health 2355 54.0% 816 56.7% 1539 52.5%

Death 2355 3.3% 816 4.0% 1539 2.9%

Flood 2355 6.5% 816 5.3% 1539 7.1%

Drought 2355 1.7% 816 1.6% 1539 1.8%



Some correlations

Shock

Health Death Flood Drought

Local Remittances (Dummy) 0.0308 0.0237 -0.0455* -0.0364*

Distant Remittances (Dummy) 0.0294 0.0067 -0.006 0.0493*

Local Remittances (Value) 0.0355* 0.0341* -0.0408* -0.0251

Distant Remittances (Value) -0.0235 -0.0021 0.0788* -0.0034



A probit model

Â Dependant Variable: Does a household 
receive remittances (Y=1) or not (Y=0)?

Total Distant Local

Sick Member Dummy 0.181*** 0.152* 0.163** 

Death Dummy 0.129 0.076 0.121

Flood Dummy -0.143 0.103 -0.308** 

Drought Dummy -0.055 0.551** -0.509*  



The econometric model
Â .

Â Dependant variable: Change in log consumption.

Â Sôs indicate household and community shocks.

Â X household characteristics.

Â Beta=0 if household shocks fully insured.

Â Delta=0 if community shocks fully insured.

Â If insured, does not show how:

Â Self-insurance

Â Gifts/Remittances

Â Other
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Remittances as insurance

Â Aim: to understand whether remittances act as 
insurance for shocks.

Â Include interaction variables or estimate 
separate models for receivers and non-receivers.

Â .

Â But source of remittance matters too.
Â Local remittances might help to insure against 

household shocks but not community shocks.

Â Remittances from more distant places are needed to 
insure against community shocks.
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Initial econometric results
Â Dependant Variable: Change in (log) Consumption

Â Method: OLS (robust standard errors and initial characteristics)

Receive Distant 

Remittances

Receive Local 

Remittances

1 2 3 Yes No Yes No

Sick Member Dummy 0.537*** 0.698*** 0.698*** -0.123 0.588*** 0.227 0.641***

Sick*RemLocal -0.398* -0.397*

Sick*RemDistant -0.486 -0.468

Death Dummy -0.068 -0.066 0.201 -1.286* 0.117 -0.039 -0.044

Death*RemLocal -0.33

Death*RemDistant -0.98

Flood Dummy 0.129 0.118 0.031 0.545 0.047 0.304 0.159

Flood*RemLocal 0.18

Flood*RemFar 0.441

Drought Dummy -0.852*** -0.884** -0.909** -0.575 -1.082*** -2.047*** -0.656*  

Drought*RemLocal -1.192*** -1.168***

Drought*RemDistant 0.765 0.795



Econometric issues and solutions

Â Unobserved heterogeneity:
Â Use White corrected standard errors. [Done]

Â Endogeneity of household characteristics:
Â Used initial (first round) characteristics. [Done]

Â Self-reported health shocks contains non-random error:
Â Verify using fixed effects. [Robust ïresults in handout]

Â Health shocks predictable
Â Probit to predict health shocks. Re-run basic regressions 

excluding correctly predicted health shocks. [Robust ïresults in 
handout]

Â Health shocks increase health (and food?) consumption:
Â Verify results excluding health consumption and estimating food 

separately.



Food versus non-food consumption

Food Consumption Non-Food Consumption Non-Food Excl. Health

1 2 1 2 1 2

Sick Member Dummy 0.561*** 0.660*** 0.398*** 0.569*** 0.379*** 0.485***

Sick*RemLocal -0.131 -0.444* -0.229

Sick*RemDistant -0.647* -0.334 -0.351

Death Dummy 0.094 0.095 -0.278 -0.286 -0.374 -0.37

Flood Dummy -0.024 -0.035 0.351** 0.337* 0.148 0.136

Drought Dummy -1.161*** -1.174** -0.780*** -0.706** -0.556 -0.508

Drought*RemLocal -1.628*** 0.285 0.045

Drought*RemDistant 0.949 -0.791* -0.416



Drilling down into health shocks

ÂDoes it depend on who suffers from the 
shock?

ÂEndogeneity of health shocks:

Â Instrument health shocks.



Inside the black box

Food Consumption

Non-Food 

Consumption Non-Food excl. Health

Sick Adult Female -0.009 -0.166 -0.199

Sick Adult Male 0.362*** 0.269** 0.169

Sick Girl 0.452*** 0.499*** 0.614***

Sick Boy 0.484*** 0.298** 0.304** 

Food Consumption Non-Food Consumption Non-Food excl. Health

Female 

Head Male Head Female Head

Male 

Head

Female 

Head

Male 

Head

Sick Adult Female 0.625** -0.251* 0.182 -0.317** 0.101 -0.321** 

Sick Adult Male 0.401 0.361*** 0.356 0.281** 0.052 0.2

Sick Girl 0.343 0.476*** 0.615** 0.502*** 0.684** 0.636***

Sick Boy 0.357 0.538*** 0.223 0.308** 0.02 0.341** 



Instrumenting for health shocks
Â Instruments:

Â Average adult education in household

Â HIV Prevalence in region

Â Number of adults over age of 55 in household

Receive Distant 

Remittances

Receive Local 

Remittances

1 2 3 Yes No Yes No

Sick Member Dummy -0.156 -4.409 -3.050 -1.633 -0.539 -0.180 -0.050   

Sick*RemLocal 10.801 7.229

Sick*RemDistant -1.308 -1.243

Death Dummy -0.003 -0.038 0.630 -1.216 0.241 -0.001 0.002   

Death*RemLocal -1.150

Death*RemDistant -1.607

Flood Dummy 0.187 0.428 0.490 0.331 0.161 0.333 0.223   

Flood*RemLocal -0.547

Flood*RemFar -0.304

Drought Dummy -1.013** -1.704 -1.509 -0.967 -1.358** -2.299** -0.766   

Drought*RemLocal 3.172 1.600

Drought*RemDistant 0.925 0.818

Â Help, ideas and 
suggestions 
please!



To take away
Â Some evidence 

Â confirming that idiosyncratic shocks can be and are insured close 
to home through remittances;

Â confirming that community shocks need remittances from further 
away (but few households receive these remittances).

Â Geography matters for insurance in agricultural 
economies.

Â Policy implication

Â Use limited state and donor resources to insure households 
against exogenous, community shocks, such as weather shocks.

Â Help to minimise crowding out

Â Help to minimise incentive problems


