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Abstract

The standard method of testing for efficient risk-sharing in village economies does not
allow one to identify vulnerable households, only to make statements about theaverage
risk in the village, or of sub-groups identifiable on the basis of observables. Here, by
working directly with inter-household consumption correlations we are able to identify
households, which are probably exposed to unusually high amount of idiosyncratic risk.
An obvious use for this identifying information involves targeted interventions to help
those households. However, the effectiveness of these interventions depends on the
market imperfections which exposes those households to idiosyncratic risk to begin
with. Using data from the IndianICRISAT villages, we trace out the expected outcomes
of targeted income transfers given several different hypotheses regardingwhy some
households bear idiosyncratic risk.
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