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Definitions 
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Poor 

Risk coping 

Consumption smoothing 

Vulnerability 

Poverty trap 

Social capital 

less than $2 per day  

strategy that poor implement to 
deal with unpredictable shocks 

minimizing consumption variance 
due to income fluctuations 

insecurity with potential harm, and 
threat of poverty and destitution  
(Dercon 2005) 

a condition that does not allow poor 
individuals to escape from chronic poverty 

a network of highly informed individuals 



Poor’s needs: managing the money 

Managing basics 
(food, health, school, etc.) 
(Collins et al. 2009) 

Coping with risk                              
(weather, price variation, etc.) 
(ibid.) 

Raising lump sums                            
(paying rents, investing, etc.)  
(ibid.) 

Ensuring 

Saving 

Borrowing 
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Idiosyncratic vs. covariate shocks 

An idiosyncratic shock occurs 
when the probability that this 
affects Jesus is independent of 
the probability that it strikes 
Newton 
(Bardhan and Udry 2009) 

  Bananas pest  

  Injury  

A covariate shock occurs when 
the probability that this affects 
Jesus is correlated with the 
probability that it strikes 
Newton 
(ibid.) 

e.g. Two Ecuadorian farmers, Jesus and Newton, living in the same   
rural community and both planting bananas 	  

4 



Risk-coping strategies  

Self-insurance 
(ex-ante/post) 

Diversification, 
low-risk activity, 
migration, under-
investment in 
capital, etc. 

Risk pooling 
(ex-ante) 

Mutual insurance 
schemes, 
informal markets 
for insurance, 
microfinance, 
etc. 

Credit 
(ex-post) 

Informal lenders, 
microcredit 
schemes, 
traditional 
intermediaries, 
etc. 
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Where we are… 
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What policy can do to help 

Giving means to 
smooth 
consumption  

Anti-vulnerability 
measures 

Individuals no 
longer forced 
into poverty 
traps 

Restraining 
uncertainty 

Encouraging 
good responses 

Preventing 
sources of 
uncertainty 

Lowering income 
unpredictability   
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Investing in infrastructures 

Intervention Outcomes Drawbacks 

Roads and bridges Diversification, social capital, 
growth  

Costs, long delivery, 
corruption, migration   

Hospitals/health 
centres 

Health care, opportunity cost, 
growth   

Costs, long delivery, 
corruption 

Telecommunications Information, social capital, 
growth   

Bureaucratic costs, selling 
licenses, corruption  
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Investing in social protection 

Area Outcomes Drawbacks 
Labour 
market 

Skills, social 
capital, 
safeness, 
protection 

Tax revenue, 
inactivity, 
patronage 

Social 
insurance 

Health care, 
protection 

Tax revenue, 
patronage 

Social 
assistance 

Anti-
vulnerability 

Tax revenue, 
patronage 

Micro-
schemes 

Risk coping, 
social capital 

Monitoring 
costs 

Child 
protection 

Human and 
social capital 

Tax revenue,   
long 
implementation 
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Regulation of credit and financial markets 

Intervention Outcomes Drawbacks 
Vertical 
formal-
informal links 

Controlling, 
incentive to 
lend, 
information, 
social 
capital, 
competition 

Bureaucracy, 
monitoring 
costs, 
collusive 
behaviours, 
differential 
information, 
asymmetry  

Incentive to 
microfinance 

Information, 
social 
capital, peer 
monitoring, 
risk coping/
pooling   

‘Does one 
size fit all?’, 
over-
conservative 
behaviours  
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Conclusions and open questions 

Unpredictability of 
income 

Poor have 
the know-

how Idiosyncrasy 
needed 

Policies can 
lower 

vulnerability 
and spur 
growth How? 

Trade-off 
idiosyncrasy 

& social 
trust 

Who? 

Need for 
evidence 
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