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Abstract

This paper presents evidence on the ability of households in rural Mexico
to insure consumption against idiosyncratic risks. Using longitudinal data
from Progresa, a poverty alleviation program targeted to rural households,
we test the full insurance model. Furthermore, by exploiting the unique
experimental design of Progresa, we analyze the effects of the program on
preexisting risk sharing arrangements. Although we reject the hypothesis
of full insurance, our results suggest there is risk sharing in these rural
communities. No evidence is found that Progresa displaces preexisting risk

sharing arrangements.

* Preliminary and incomplete. Comments welcome. E-mail: rgarciav@midway.uchicago.edu



1. Introduction

In the developing world, large fluctuations in income are as problematic as the
low levels of per capita income that characterize most countries. Risk is more
prevalent throughout low- and middle-income countries for two related reasons.
First, the share of agriculture in total output is higher in low- and middle-income
countries, although the share in most countries shows a downward trend. Since
the agricultural sector is more vulnerable to risk than the manufacturing and
services sectors, developed countries, where services account for most of output,
are relatively insulated from such risks. Second, unlike high-income countries,
low- and middle income countries lack well developed financial systems which
allow individuals to insure themselves and limit their exposure to risk. This does
not imply, however, that households in poor countries have no way to manage
risks. As shown by Townsend (1994), even extremely poor villages in rural India
may have informal risk-sharing mechanisms that allow them to come close to an
optimal allocation of risk bearing. Unfortunately, the paucity of the data needed
to test the empirical implications of the theory of optimal risk bearing has limited
the number of studies available for other countries.

The objective of this paper is twofold. First, to contribute to the empirical lit-



erature on risk sharing by providing evidence on the ability of households in rural
Mexico to insure consumption against idiosyncratic shocks. For this purpose we
use household survey data from Progresa, a poverty alleviation program targeted
to households in rural Mexico. Second, to contribute to the social program eval-
uation literature by evaluating the effects of Progresa on the degree of informal
risk sharing. In particular, we are interested in analyzing whether the introduc-
tion of this program has displaced the preexisting risk-sharing arrangements. In
a related paper, Attanasio and Rios-Rull (1999) have analyzed the potential dis-
ruptive effects of national insurance programs on preexisting informal risk-sharing
arrangements. They have shown numerically that in a model of risk sharing un-
der limited commitment the introduction of a government insurance scheme can
actually decrease welfare. The intuition for their result is that, by decreasing
fluctuations in aggregate output, a national insurance scheme increases the value
of autarky and can crowd out preexisting informal risk-sharing arrangements. Us-
ing data from Progresa, they find that inter household transfers are smaller for
households who participate in the program than transfers to similar household
who were randomized out of the program. As emphasized by Townsend (1994,
1996), the general equilibrium framework we use in this paper avoids the pitfalls

of focusing on a particular mechanism, in their case transfers, at the expense of



other risk-sharing mechanisms.

The rest of the paper is organized as follows. The next section presents an
overview of the risks faced by villages and households in rural Mexico and the
mechanisms they have to cope with them. Section 3 reviews the theory of optimal
risk bearing. Section 4 contains the empirical results. Section 5 presents the
conclusions and suggestions for future research. An appendix provides a detailed

description of Progresa.

2. The Extent of Risk and the Scope for Insurance

This section provides an overview of the types of risks faced by the villages and
households in rural Mexico, the impact of these risks, and the mechanisms they
have to cope with them. Following Townsend (1995), we focus our attention on
the existence of institutions which may offer implicit or explicit insurance, the
markets or technologies available to manage risk, and on how insurable are the
various risks. For this purpose we use data from two surveys carried out during
November 1998 in the Mexican states of Guerrero, Hidalgo, Michoacan, Puebla,
Queretaro, San Luis Potosi, and Veracruz.

We first analyze risk and insurance at the village level using the Locality Ques-

tionnaire of the Household Evaluation Survey (ENCEL 98: Encuesta de Evalua-
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cion de los Hogares 1998, Cuestionario de Localidad), a community survey of 506
rural villages. It contains information on village characteristics in the six month
period prior to the date of the survey as reported by one or more of the local rep-
resentatives (e.g. local government official, school principal, etc.). The statistics

on the availability of basic services in these communities illustrates their degree

of poverty:
Table 1: Availability of Public Goods
Type of Percentage of Communities Reporting
Public Good Availability of Public Good
Electricity 67.6
Sewage 11.5
Public Phone 29.6
Drinking Water 8.7
Garbage Disposal 2.0
Post Office 1.4

Source: ENCELOQO 98, Cuestionario de Localidad
According to this community survey, over 94% of the communities reported
agriculture as their main economic activity, with almost 85% of communities
reporting corn as their main crop. This concentration of households in certain
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occupations and the concentration of agricultural activity in certain crops limits
the possibility of village-level insurance, and may be an impediment to efficient risk
sharing. These rural communities are exposed a high degree of risk, as measured
by the percentage of shocks they experienced in the six-month period prior to the
date of the survey. Out of the 506 communities, more than 82% experienced some
form of shock during this period, with the most common shocks reported being

as follows:



Table 2: Shocks Experienced
Type of Shock | Percentage of Communities Reporting Having
Experienced Shock During the Last 6 Months
Droughts 70.8
Plagues 35.4
Fires 15.0
Frost 10.5
Floods 9.1
Hurricanes 4.2
Earthquakes 1.2
Other 1.2
None 17.4

Source: ENCELO 98, Cuestionario de Localidad

It is not possible from the data available in this survey to determine the mag-
nitude or frequency of these shocks, or how aggregate or idiosyncratic were the
shocks. The most important impact of these shocks as reported by the community

representatives were:



Table 3: Most Common Impact
Type of Impact Percentage of Communities
Reporting Impact
Loss of Crops 4.7
Increase in the Prices of Basic Goods 21.3
Scarcity of Basic Goods 20.4
Loss of Lands for Cultivation 16.8
Increase in Input Prices 13.2
Loss of Dwelling 2.6
Other 7.1

Source: ENCELO 98, Cuestionario de Localidad

When asked in the survey whether communities had some form of support to
attenuate the effects of these shocks, roughly 75% of those interviewed responded
they didn’t receive any form of support. As to the forms of the support received,

if any, survey responses were as follows:



Table 4: Forms of Support

Type of Support Percentage of Communities
Reporting Receiving Support
Money 1.8
Food 1.4
Construction Materials 0.2
Medicines 0.2
Other 4.0

Source: ENCELO 98, Cuestionario de Localidad

The survey provides further information on the existence of institutions, such
as production, credit, and consumption cooperatives which may help individuals
insure against some of these shocks. According to the survey, the most common

institutions present in the village are:



Table 5: Institutions
Type of Institution Percentage of Communities
Reporting Having Institution

Communal Organizations 88.9
School Parents Organizations 86.4
Religious Organizations 379
Political Organizations 11.1
Non-Governmental Organizations 3.0
Production Cooperatives 24
Consumption Cooperatives 1.0
Credit Cooperatives 0.6
Other 1.4
Source: ENCELO 98, Cuestionario de Localidad

As shown in the data, institutions specifically designed to share risks are mostly
absent: the share of communities reporting production, consumption, or credit co-
operatives is very small. Furthermore, almost 95% of the communities reported
having no facilities available for storing output. Nevertheless, there are other insti-

tutions whose main purpose is not providing insurance but may deliver occasional
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relief (e.g., religious, political, and communal organizations). Overall, the picture
that emerges from the data is that of very poor, high-risk agrarian communities

with very limited access to formal insurance institutions or technologies.

3. The Theory of Optimal Risk Bearing

The theory of the optimal allocation of risk bearing originates with Wilson’s (1968)
work on syndicate theory, which is an extension of the competitive general equi-
librium model of Arrow and Debreu. A syndicate is a group of individuals who
jointly own a lottery and must make a decision under uncertainty on how to al-
locate its outcome among its members. This definition of a syndicate has been
interpreted to include households in village economies, and the theory has been
used as the benchmark to evaluate risk sharing since it yields testable implications
on the way household consumption should commove with household income and
aggregate consumption. We next describe the model in detail, following the expo-
sition in Kreps (1990) and Townsend (1993), in order to provide the justification
for the empirical specification used.

Time is discrete and indexed by t, where t = 0, 1, .... At each date ¢t the economy
is subject to a random shock, which we index by ¢;. The shock ¢, can take on a

finite number of values, ¢; € {sy, ..., s, }. We denote the history of these shocks up
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to and including period ¢ as €', so e! = {e1, €9, ..., &}, and the probability of each of
these histories as p(e'), so p(e') = prob(ey, €2, ..., £). There is a single consumption
good in this economy, but following the convention of Arrow and Debreu, goods in
different dates and states of the world are analytically different goods. Thus, goods
are indexed by €, the date and state of the world in which they become available.
The economy is composed of J villages indexed by j, j = 1,..., J. Each village is
populated by I households, indexed by i, i = 1, ..., I. Each household ¢ lives for T’
periods, and is described by a von Neuman-Morgenstern expected utility function
Ey {Ui[{cf;(et)}thl]} and a stream of endowment income {yi(e*)} ;. We further
assume the utility function is additively separable over time.

The planning problem that determines the optimal allocation of consumption

among village members is:

max SN {Z 5tzp(et)u[ci(et)]}
{faenl} =
s.t. a(e’) = ;Ci(et) < ;yf(et) = (e for all e (u(eh))

ciie'y > 0 for all 4, for all ¢’
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where ); is the Pareto weight associated with household ¢, where 0 < \; < 1
for all 4, and Y1, = 1, B is the discount factor, 0 < 3 < 1, u[] is a concave,
twice continuously-differentiable period utility function, and ¢ (e*) and g;(e') are
aggregate consumption and income respectively. Assuming an interior solution,

the first-order conditions for this planning problem are:

Aip(e) B [ci(e!)] = p(e')  for all 4, for all €

where p(e') is the Lagrange multiplier associated with the feasibility or adding up
constraint.
Assuming common discount factor and expectations across households, the

first-order conditions above can be rewritten as:

Ni/[cl(eh)] = Ma[cl(eh)]  for all 4, j, for all ¢!

This equation together with the resource constraint yield a sharing rule for
household consumption that is independent of aggregate consumption, 37, ¢(et),
and independent of the date ¢ and history e'. Thus, household consumption varies

positively with aggregate consumption, °7_; ci(e'), but does not commoves with
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household income, y! (see Kreps (1990) or Townsend for proof of these claims).
This is, under an optimal allocation of risk bearing households would be com-
pletely insured against idiosyncratic risk but not against aggregate risk. This
result is the main empirical implication of the optimal risk-sharing model, and

the one we will use to specify the empirical model.

4. Estimation

4.1. Description of the Data

Household survey data from Progresa are among the most comprehensive data on
rural households in Latin America. They are comparable in terms of sample sizes
and comprehensiveness to household survey data like RAND’s Family Life Sur-
veys in Indonesia and Malaysia, or the World Bank’s Livings Standards Surveys.
The surveys provide information on demographic characteristics of the household,
including family size and composition, budget data, including household’s expen-
ditures, income, transfers, loans, and wealth, as well as information on health,
nutrition, and education, the three components of the program.

One of the most innovative characteristics of Progresa is its experimental de-

sign: once the selection of eligible households within the communities took place,
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communities were chosen randomly to participate into the program. Thus, ran-
domization took place at the village level and not at the household level within
villages. Since the surveys from Progresa were designed with program evaluation
in mind, data on participants and non-participants were collected both for the
treatment and control communities. The sample contains data on 320 treatment
and 186 control communities. There were 14,856 households in the treatment
group, out of which 7,649 were classified as living in extreme poverty and were
selected into the program. There were 9,221 families in the control group, out
of which 4,682 were classified as living in extreme poverty but were not included
in the program (although they were eligible to participate in subsequent stages
of the program). Before the beginning of the program the treatment and control
groups were observationally identical. In particular, Behrman and Todd (1999)
have shown that the distributions of household observable characteristics are not
statistically different between treatment and control groups prior to the beginning
of the program. Thus, any difference after the program started can attributed to
participation in the program.

The focus of this paper is on household consumption, and how it commoves
with household income and village-level aggregate consumption. In order to con-

struct these measures we use two rounds of the Household Questionnaire of the
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Household Evaluation Survey, a panel of 25,846 households or 138,540 individuals
surveyed every six months. Although there are now four rounds of evaluation
available, we focus attention on the first two rounds !. The first round of the
survey was carried out in November 1998, approximately six months after the
program started, while the second round was carried out in June 1999, approx-
imately one year after the program started. In order to take into account the
inflation in the intervening period, we deflate all consumption and income vari-
ables using the consumer price index.?

The primary sampling unit of this survey is the household, where a household is
defined as a group of people living in the same dwelling, whether linked by kinship
or not, who share living expenses and prepare food in the same kitchen. Since the
original intention of the survey designers when including a section on consumption
was to evaluate the nutritional component of the program, the surveys contain de-
tailed information on expenditures in several commodity groups, including food,
transportation, personal and household hygiene, clothing, education, health, and

durable goods. Depending on the category, the surveys ask the respondent about

'Encuesta de Evaluacion de los Hogares, Octubre 1998, Cuestionario del Hogar (ENCEL
980), and Encuesta de Evaluacion de los Hogares, Marzo 1999, Cuestionario del Hogar (ENCEL
99M).

?Indice nacional de precios al consumidor (INPC), Banco de Mexico. According to this index,
the inflation during the period November 1998 and June 1999 was 9.78%. The base year used
to calculate this index was 1994.
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household expenditures made during the week, month, semester, or year prior to
the date of the survey. In order to construct our measure of household consump-
tion, we first convert all expenditures on nondurables consumption goods into
weekly expenditures and then add up across the different categories. To takes
into account the changing age and sex composition of the different households, we
use the weights of the Adult Equivalent Scale proposed by the Mexican National
Institute of Nutrition.?

We build our measure of household income by adding up self-reported income
from the following sources: wage income and benefits from primary occupation,
wage income from secondary occupation, income from self-employment (income
minus expenditures from businesses or income generating activities), income from
pensions, income from interests accrued, income from community profits, income
from welfare programs, and income from rental of land, animals or machinery.
(The only source of income included in the survey but left out from our measure
of income is income from transfers.) In each case, the survey asks the respondent

to report the income of each household member from the various sources. This

3Escala de adulto equivalente, Instituto Nacional de la Nutricion. The weights assigned to
the different age-sex groups are: (i) for children: 0.41 for ages 0-4, and 0.8 for ages 5-10; (ii) for
females: 1.05 for ages 11-19, 0.92 for ages 20-34, 0.85 for ages 35-54, and 0.78 for ages 55 and
older; and (iii) for males: 1.15 for ages 11-14, 1.38 for ages 15-19, 1.26 for ages 20-34, 1.15 for
ages 35-54, and 1.03 for ages 55 and older.
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comprehensive measure of income tries to avoid the problem that many respon-
dents report zero income is they are not employed in the formal sector. Since the
respondent can report the income in days, weeks, months, etc., we first convert
all reported income into weekly income. For this purpose, we use information
contained in the survey on the number of days worked last week.

Regarding idiosyncratic shocks, the survey contains data on three classes of
shocks: (a) shocks experienced at the household level in the six months prior to
the date of the survey (droughts, floods, frosts, fires, plagues, earthquakes, and
hurricanes); (b) sickness shocks experienced by any members of the household
in the four weeks prior to the date of the survey, including the number of days
the disease lasted and whether it resulted in any absence from work; (c) shocks
experienced by household members ages 8 and above that resulted in temporary
or permanent separation for work in the week prior to the date of the survey.
We construct separate dummy variables for each of the three classes of shocks

experienced in the period between the two surveys.

4.2. Empirical Specification

The theory of optimal risk bearing has been tested using data both from devel-

oped countries, such as Cochrane (1991) and Mace (1991) for the US, as well
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as from developing countries, such as Townsend (1993) for India. In particu-
lar, Cochrane (1991) used annual data on household food consumption from the
Panel Study of Income Dynamics for the period 1980-1983. He regressed changes
in consumption onto a constant and different measures of idiosyncratic shocks,
including household income and employment status. His results rejected the full
insurance hypothesis for some but not all of the different shocks. Similarly, Mace
(1991) used annual data on household consumption from the Consumer Expendi-
ture Survey for the period 1980-1983. She regresses changes in consumption onto
changes in aggregate consumption, changes in household income, and changes in
employment status. Her results present conflicting evidence on the existence of
full insurance, depending on the specification used (exponential utility vs. power
utility). Townsend (1993) used annual data on household income and calculated
consumption as a residual for three villages in rural India surveyed by Interna-
tional Crop Research Institute for the Semi-arid Tropics. Although he rejected
the full insurance hypothesis, he found a remarkable amount of risk sharing going
on among village members.

Following the previous literature, we use the following benchmark specification

to test the hypothesis of optimal risk sharing:
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where ¢! is household #’'s consumption in period ¢, & is village j's aggregate con-
sumption in period ¢, ¢ is household i's income in period t, miﬁ is an indicator
function for any idiosyncratic shock experienced by household i between periods
t and t — 7, and e;T is the error term assumed to be independent of all regressors.
Under full insurance consumption should commove with aggregate consumption
and be independent of household income, so theory predicts that Bl =1, B2 =0,
and & 22 0.

The results of estimating this first regression by ordinary least squares (OLS)

are as follows:
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Table 6
Dependent variable: change in log consumption
Regressor Coefficient Estimate
(Inyi —Inyi ) 0.480
(0.006)
(Iné —1Iné_,) 1.802
(0.003)
R? =0.572
N = 11,363

Standard errors in parentheses

Although we clearly reject the full insurance hypothesis at standard signifi-
cance levels, it is interesting that household consumption growth is much more
respondent to changes in aggregate village consumption than to changes in house-
hold income. Our results are sensitive to the functional for specification, so at
this stage we are reluctant to place much weight on these estimates.

In order to analyze the effects of the program on preexisting risk-sharing
arrangements, our empirical strategy is as follows. Given the experimental nature
of the program, we have data on both eligible villages that were included in the
program and eligible villages that were randomized out. We can thus split our
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sample according to participation into the program, and run the above regression
separately for each subsample. If participation in Progresa has displaced preexist-
ing risk-sharing arrangements, then we would observe that Bl < Bll and 32 > B;,
where the prime denotes the regression coefficients for the subsample of villages
that were randomized out of the program.

The results of estimating the same regression separately for each subsample

by OLS are as follows:

Table 7: Treatment Group
Dependent variable: change in log consumption
Regressor Coefficient Estimate
(Iny; —Iny! ) 0.498
(0.007)
(In& —1Iné_,) 1.802
(0.003)
R? = (0.554
N =6,935

Standard errors in parentheses
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Table 8: Control Group
Dependent variable: change in log consumption
Regressor Coefficient Estimate

(Inyi —Inyi ) 0.452
(0.009)
(Iné —1Iné_,) 1.881
(0.051)

R? = (.598

N = 4,428

Standard errors in parentheses

From this preliminary regressions, there appears to be no displacement of

risk-sharing arrangements once Progresa has been introduced. For the same rea-

sons stated above, we are reluctant at this stage to place much weight on these

estimates.

5. Conclusions

To be completed
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6. Appendix: A Description of Progresa

The Education, Health, and Nutrition Program, or Progresa for its acronym in
Spanish, is the Mexican government’s most recent poverty alleviation program.
It is a federal income support program started in August 1997 and targeted to
rural households living in extreme poverty. Based on its size, it is one of the
most ambitious social welfare program ever implemented in Mexico; it currently
operates in almost 50,000 rural communities and 2,000 counties distributed across
all Mexican states, and benefits approximately 2.3 million households or 10% of
the country’s total population; its budget in 1999 was about US $800 millions or
0.2% of GDP, approximately the same share as the AFDC in the US. Progresa
is interesting from an economic perspective since it explicitly incorporates human
capital theory in its design and because it constitutes one of the largest randomized

social experiments on which data is available.

6.1. Background

Until recently, social welfare policy in Mexico had been characterized by a series
of uncoordinated and unsystematic programs, and the absence of quantitative
data needed to perform their econometric evaluation. The first generation of pro-

grams, introduced in the late 60’s, were characterized by the widespread use of
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agricultural price supports and indiscriminate subsidies to certain food items such
as tortilla and milk. The systematic collection of household survey data and the
availability of the first income and expenditure surveys in the late 70’s revealed
the inefficiency of these generalized subsidies: since the lowest income deciles ac-
counted for a very small percentage of total expenditure on these commodities,
it was mainly middle and upper income households that were benefiting from
the subsidies. This fact, along with the fiscal adjustments introduced after the
debt crisis of the early 80’s, made this type of programs unsustainable. A second
generation of programs began in 1988 with the introduction of the National Sol-
idarity Program, or Pronasol for its acronym in Spanish. Pronasol replaced the
indiscriminate subsidy schemes with community-based, targeted programs. The
most innovative feature of these programs was that they were usually focalized
and often required participation from the communities. Unfortunately, the tar-
geting mechanisms were never clear, and no systematic data were collected to
evaluate the various programs. Pronasol eventually fell into discredit since there
was widespread perception that the government had used it to gain political sup-
port (cf. Dresser (1997)). A third generation of programs began in 1997 with the
introduction of Progresa. The idea of a highly focalized, comprehensive poverty

alleviation program was originally proposed in Levy (1991). A program closely
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resembling Progresa under the name of Pilot Program of Nutrition, Food, and
Health (PNAS) was introduced in 1991 in the states of Estado de Mexico, Nuevo
Leon, San Luis Potosi, and Tamaulipas (cf. Alagon, et al. (1997)).

Although more modest in its scope and size, the Bolsa-escola program in Brazil
is the closest precedent to Progresa in terms of its design. In January 1995 the
governments of Campinas, in the state of Sao Paolo, and Brasilia, in the Fed-
eral District, introduced Bolsa-escola, an educational program intended to reduce
poverty and increase schooling attendance and enrollment among children of low
income families. The two programs share some unique features: (i) both are tar-
geted to low income families and are highly focalized (eligibility into the programs
is means-tested); (ii) both programs condition the delivery of monetary grants to
eligible families on regular schooling attendance by children?; and (iii) the female
head of the household is the recipient of the grant.

There are also important differences between the two programs: (i) Progresa
is a federal program covering over 2 million families in all Mexican states, while
Bolsa-escola is a state program limited to certain municipalities and covered about

22,000 families in 1998; (i) Progresa is a integral poverty alleviation program which

4In the case of Progresa, children have to attend to at least 85% of the classes, while in the
case of Bolsa-escola, children have to attend to at least 90% of the classes.
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includes education, health and nutrition components, whereas Bolsa-escola is lim-
ited to educational grants; (ii) in order to reflect the higher opportunity cost of
elder children, the amount of the educational grants in Progresa increase as the
children progress through the school system; (iii) in order to reverse the gender
gap in educational attainment, the amount of the educational grants in Progresa
is higher for girls than for boys at the high-school level; (iv) the educational grants
in Progresa are proportional to the number of children enrolled (up to a monthly
maximum of US $80 per family), whereas in Bolsa-escola the educational grants
is a fixed amount per family; (v) Progresa is specifically targeted to rural house-
holds, whereas Bolsa-escola beneficiaries live in rural as well as in urban areas;
(vi) while the evaluation of the program has been an integral part of the design
of Progresa, no comparable data exist for evaluating the Bolsa-escola program;
(vi) Bolsa-escola includes a savings component where an amount is deposited on
an individual family account which can only be withdrawn upon the successful
completion of certain number of years of schooling.

Conditional income support programs similar to Progresa and Bolsa-escola
are currently being considered or implemented in other Latin American countries,

including Argentina, Ecuador, Honduras, and Nicaragua.
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6.2. Characteristics of the Program

Progresa is an income support program targeted towards households living in ex-
treme poverty. The selection of eligible households is a based on a three-stage
targeting process. First, a geographical selection is made of highly marginalized
regions. For this purpose an “index of marginalization” was constructed using in-
formation from the 1990 Census (Censo General de Poblacion y Vivienda 1990).
The variables used to construct this index were literacy of individuals 15 years
or older, dwellings without water, dwellings without electricity, dwellings without
drainage, dwellings with mud floor, average number of occupants per room, and
the population working in the primary sector. Second, a selection of beneficiary
household was made from each of the communities selected in the first stage. For
this purpose a comprehensive measure of income was constructed using informa-
tion on household characteristics from census data collected specifically for this
purpose. The variables included in the measure of “permanent” income included
size and family composition, number of income earners, economic activities and
incomes of all family members, education levels of each family member, presence
of disabled individuals, household dwelling characteristics, availability of basic
services, ownership of durable goods, and ownership of land and animals. Third,

a community assembly with local authorities and eligible families took place where
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an agreement was reached on the list of eligible families.

Progresa has three components, namely education, health, and nutrition. In
education, grants are provided for each child under 18 years of age enrolled in
school between the third grade of elementary and the last grade of high school.
The amount of the grant increases as children are promoted through the school
system, and at the high school level the amount of the grants is slightly higher
for girls than for boys. In addition, an annual monetary grant is provided to
each child for school supplies. The average annual amount per family of the
education component is US $175. In health, a basic health package is provided
free of charge to all family members. Preventive health is emphasized through
education and training in health, nutrition, and hygiene. In nutrition, dietary
supplements are given to all children less than two years of age and to all pregnant
or lactating women. In addition, a fixed monetary benefit is given to all households
to complement their income and promote better family nutrition. The average
annual amount per family of the nutrition component is US $180. All benefits
are delivered in cash to the female head of the household every two months.
Parents are free to use benefits as they see fit, although they are encouraged to
spend benefits on improved food consumption and education. The benefits of the

program constitute approximately 25% of household average income.
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Progresa conditions the delivery of monetary grants on certain actions that
must be taken by the household. In particular, the educational grants are linked
to regular school attendance of children, so that they must attend at least 85%
of days in a month for the family to receive the benefits. Similarly, families must
complete a schedule of visits to the health care clinic to receive the fixed monetary
support.

Both the operation and the effects of the program are evaluated periodically
through the collection and analysis of comprehensive household surveys. The of-
ficial evaluation of the program is performed both by Progresa’s own staff as well
as by an independent group of consultants from the International Food Policy Re-
search Institute (IFPRI). Thus far, the official evaluation of the effects of Progresa
has centered around its impact on four main areas, namely health, educational,
consumption, and labor supply. With regards to consumption, the evaluation has
focused on the effect of the program on increasing consumption levels and reduc-
ing inequality in consumption (cf. Hoddinot and Skoufias (2000), Straffon and
Handa (1999), and Teruel and Davis (1999)). As with the evaluation of the other
components of the program, the empirical strategy has been exploiting the exper-
imental nature of the program and using the differences-in-differences estimator

to estimate the mean impact of the program.
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