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Micro-economics of Development

Objective: 

This course aims at analyzing the constraints that affect households and policy makers in developing countries and at understanding the empirical tools economists use to analyze these constraints. The understanding of the micro-economic foundations of several development problems will be used to discuss policy choices and outcomes in different contexts. We will rely on empirical micro-economic studies to study behavior under different types of market failures and to evaluate the impacts of policy interventions. 

Pre-requisite: 

Microeconomics. Statistics. Econometrics recommended. 

Requirements:

There will be three projects/ case studies and a final exam or paper. Students are also expected to do the required readings before each class and actively participate in class discussion. Guiding questions for the readings will be distributed, and all students are expected to be prepared to answer those questions in class, and actively contribute to the related discussions. Classes are scheduled for 2.5 hours.

Writing assignments and presentations (50% grade):

1. Policy brief (15% grade)

Individual assignment

=> Due beginning of class 3

2. Analysis and presentation of a development success-story (15% grade)

Group assignment

=> Due date varies: each group will be assigned a topic and due date will be due the day before the specific topic is covered in class at noon.  

3. Project evaluation of a development project (20% grade)

Group assignment

=> Due beginning of class 12 (followed by in class presentation and discussion)

Class participation (10% grade)

Final exam (40% of grade): 

The in class exam will take place on the scheduled date. Absences from the exam are allowed only

for validated medical reasons. Scheduling conflicts with exam dates must be cleared with the

instructor 3 weeks in advance of the scheduled date at the latest. Any rescheduled exams must be

taken earlier than the scheduled exam.
Readings: 

Required text:  

Ray, Debraj, 1998, Development Economics, Princeton University Press, Princeton.  

Other required readings are either available on the ERES website or on reserve.

Recommended:

For those who have not read Amartya’s Sen Development as Freedom (1999, Anchor Books, New York): it is strongly recommended additional reading (in particular related to class 1 and class 5). 

For most classes, readings include more conceptual (theoretical) readings and empirical papers. You should try to understand the empirical approach and results. 

Course Outline:

Class 1: Introduction. 

Ray, chapter 1 (Introduction), chapter 2 (Economic Development: Overview).

Bardhan, Pranab, 2005, "History, Institutions, and Underdevelopment", Chapter 1 in Scarcity, Conflicts and Cooperation: Essays in the Political and Institutional Economics of Development, MIT press.
Banerjee, Abhijit and Esther Duflo, 2005, “Growth Theory through the Lens of Development Economics”, in Aghion, Philippe and Steven Durlauf (eds.), Handbook of Economic Growth, Elsevier.

Class 2: Indicators of Poverty and Inequality and Introduction to Empirical Policy Research

Ray, chapter 6 (Economic Inequality) and chapter 8 (Poverty and Undernutrition).

Deaton, Angus, 1997, “Chapter 1 (1.2-1.3) in The Analysis of Household Surveys. A Microeconometric Approach to Development Policy, Johns Hopkins University Press, Baltimore, pp 22-40.

Ravallion, Martin 2006. “Transfers and Safety Nets in Poor Countries: Revisiting the Trade-offs and Policy Options”, in Banerjee, Benabou and Mookherjee (eds.), Understanding Poverty, Oxford University Press, Oxford.

Lindauer, David and Lant Pritchett, 2002, “What’s the Big Idea? The third generation of policies for economic growth”, Economia. 3(1), pp 1-28.

Class 3:  Decentralization, asymmetric information and incentives
Platteau, Jean-Philippe, 2003, “Decentralized Development as a Strategy to Reduce Poverty?” paper presented at the AFD-EUDN conference, November 13, Paris.

Araujo, Caridad, Francisco Ferreira, Peter Lanjouw and Berk Ozler, 2006, “Local inequality and project choice in a social investment fund”, World Bank Policy Research Working Paper Series 3997. World Bank.

Svensson, Jacob and Martina Bjorkman, 2006.  “Power to the People: Evidence from a Randomized Field Experiment of a Community-Based Monitoring Project in Uganda”, CEPR Working Paper # 6344.
Class 4: Insurance, Risk and Vulnerability

Ray, chapter 15 (Insurance).

Dercon, Stefan, 2001, “Income Risk, Coping Strategies and Safety Nets”, background paper prepared for the World Development Report 2000-2001.

Jensen, Robert, 2000, “Agricultural Volatility and Investments in Children”, American Economic Review, 90(2): 399-404.

Miguel, Edward, 2005, “Poverty and Witch Killing”, Review of Economic Studies, 72(4): 1153-1172.

Class 5: Population, Fertility and Intra-household Decision Making

Ray, chapter 9 (Population Growth and Economic Development).

Schultz, Paul, 2006, “Fertility and Income” in Banerjee, Benabou and Mookherjee (eds.), Understanding Poverty, Oxford University Press, Oxford.

Eswaran, Mukesh, 2006. “Fertility in Developing Countries” in Banerjee, Benabou and Mookherjee (eds.), Understanding Poverty, Oxford University Press, Oxford.

Munshi, Kaivan and Jacques Myaux, 2003, “Development as a Process of Social Change: An Application to the Fertility Transition”, BREAD Working Paper No. 028.

Portner, Klaus, “Gone with the Wind? Hurricane Risk, Fertility and Education”, mimeo, University of Washington.

Class 6: Migration, Urbanization and Rural Off-farm Employment

Ray, chapter 10.3 (Rural-Urban migration).

World Bank, 2007. World Development Report, 2008: Agriculture for Development, chapter 3 and chapter 9. 
Yang, Dean, 2005, “International Migration, Human Capital, and Entrepreneurship: Evidence from Philippine Migrants’ Exchange Rate Shocks”, mimeo, University of Michigan.

Gertler, Paul, Sebastian Martinez, and Marta Rubio, 2005, “Investing Cash Transfers to Raise Long Term Living Standards”, mimeo. 

Class 7 : Land Markets

Ray, chapter 11 (Markets in Agriculture) & chapter 12 (Land).
Banerjee, Abhijit, Paul Gertler and Maitreesh Ghatak, 2002, “Empowerment and Efficiency: The Economics of a Tenancy Reform”, The Journal of Political Economy, 110(2): 239-280.

Deininger, Klaus, 2003, Land Policies for Growth and Poverty Reduction, World Bank Policy Research Report, Executive Summary, xvii-xlvi.

Macours, Karen, 2004, “Ethnic Divisions, Contract Choice and Search Costs in the Guatemalan Land Rental Market”, mimeo, Johns Hopkins University.

Class 8: Credit Markets and Microfinance Institutions

Ray, chapter 14 (credit).

Murdoch, Jonathan, 1999, “The Microfinance Promise”, Journal of Economic Literature, 37(4): 1569-1614.

Burgess, Robin and Rohini Pande, 2005, “Can Rural Banks Reduce Poverty? Evidence from the Indian Social Banking Experiment”, American Economic Review, 95(3): 780-795

Fafchamps, Marcel, 2000, “Ethnicity and Credit in African Manufacturing”, Journal of Development Economics, 61: 205-235.

Karlan, Dean S., 2005, “Social Connections and Group Banking”, mimeo, Yale University.

Class 9: Impact Evaluation

Martin Ravallion, 2001, “The Mystery of the Vanishing Benefits: An Introduction to Impact Evaluation”, World Bank Economic Review, 15: 115-140.

Duflo, Esther and Raghabendra Chattopadhyay, 2004, “Women as Policy-Makers: Evidence from a India-wide Randomized Policy Experiment”, Econometrica, 72(5): 1409-43.

Pitt, Mark M., Shahidur R. Khandker and Jennifer Cartwright, 2003, “Does Micro-Credit Empower Women? Evidence from Bangladesh” World Bank Policy Research Working Paper 2998.

Class 10: Education

Case, Anne, 2006. “The Primacy of Education”, Banerjee, Benabou and Mookherjee (eds.), Understanding Poverty, Oxford University Press, Oxford.

Duflo, Esther, 2004, “The Medium Run Effects of Educational Expansion: Evidence from a Large School Construction Program in Indonesia”, Journal of Development Economics, 74(1): 163-97. 

Schultz, Paul T., 2004, “School subsidies for the poor: evaluating the Mexican Progresa poverty program”, Journal of Development Economics, 74(1): 199-250.

Edmonds, Erik and Nina Pavcnik, 2005, “The Effect of Trade Liberalization on Child Labor”, Journal of International Economics, forthcoming. 

Class 11: Health and Nutrition

Kremer, 2002, “Pharmaceuticals and the Developing World”, Journal of Economic Perspectives, 16(4), 67-80.

John Strauss, and Duncan Thomas, 1998, “Health, Nutrition, and Economic Development”, Journal of Economic Literature, 36(2): 766-817.

Gertler and Boyce, 2001, “An Experiment in Incentive-Based Welfare: The Impact of Progresa on Health in Mexico”, mimeo, University of California at Berkeley.

Michael Kremer and Edward Miguel, 2004, “The Illusion of Sustainability”, BREAD working paper 91, Washington DC.

Das, Jishnu, and Jeffrey Hammer, 2005, Money for Nothing: The Dire Straits of Medical Practice in Delhi, India, World Bank Policy Research Paper, 3669, World Bank.

Class 12 & 13. Discussion of Development Projects and Evaluations
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