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Goal of this Tutorial
Main Question. You wish to transfer goods, services, or cash 
those with most need. How do you identify these individuals?

Motivating applications.
• Social safety nets. Housing, education, income support, 

heathcare, job search.
• Development. Asset transfers, health interventions, training.



The Stakes

from Currie and Ghavari, 
“Transfers in Cash and In-
Kind,” JEL 2008
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Goals of this tutorial

Part 1: Classical toolbox.

Part 2: Beyond the standard theory.

• Standard approaches.
• Theoretical groundwork. 

• Behavioral considerations.
• Algorithmic issues in information acquisition.

Main Question. You wish to transfer goods, services, or cash 
those with most need. How do you identify these individuals?

• Why target?



Framing the issue
We assume the following are relatively fixed:

• Population being screened.

• Resources available for provision.

Broader issues we avoid: Merits of universalism, role of development

We consider variation based on:

• Objective.
 - Social welfare. Maximize function of population utilities.
 - Takeup. Maximize provision to intended recipients.

• Cash vs In-Kind.



Targeting Toolbox
Approach Examples

(Proxy) Means Testing

Means Testing.  - Observe income from tax data.
 - Provide to low-income individuals.

SNAP, EITC
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Proxy Means Testing.  - Infer income from ????
 - Provide to low-income individuals.

SNAP, EITC, Progresa



Targeting Toolbox
Approach Examples

(Proxy) Means Testing

Categorical Targeting. Provide to those w/ certain obvious features.

SNAP, EITC, Progresa

Medicare, Geogr. TargetingCategorical



Targeting Toolbox
Approach Examples

(Proxy) Means Testing

Community-Based Targeting. Devolve targeting to local decisionmakers.

SNAP, EITC, Progresa

Categorical Medicare, Geogr. Targeting

Community-Based Faith-Based, Development



Targeting Toolbox
Approach Examples

(Proxy) Means Testing

Self-Targeting. Impose costs on receipt that discourage non-needy.

SNAP, EITC, Progresa

Categorical Medicare, Geogr. Targeting

Community-Based Faith-Based, Development

Self-Targeting Public Housing, Forms



Hybrid Approaches
Example 1: US Social Security Disability Insurance

 - 5-month waiting period w/ no gainful employment.
 - Extensive paperwork/interview.

 - Screening based on medical history.

Example 2: Indonesian Poverty Relief
 - [Alatas et al. JPE 2016] Travel requirement, then PMT.
 - [Alatas et al. AER 2012] Community meeting, then PMT.

(ordeal)
(ordeal/means)

(proxy means/categorical)

(ordeal)

(CBT)



Targeting Toolbox
Approach Examples

(Proxy) Means Testing SNAP, EITC, Progresa

Categorical Medicare, Geogr. Targeting

Community-Based Faith-Based, Development

Self-Targeting Public Housing, Forms

This 
Session

Next 
Session



Can we do this with markets?
[Currie and Ghavari et al. JEL 2008]

 - Wealths: Wh > Wl
 - Mass πh of high-wealth individuals, πl low-wealth individuals.

Simple Setup:
 - Two goods: g (education) and x (cash)

 - Cobb-Douglas Utilities: u(gi,xi) = log gi + log xi

Welfare Objective: πhu(gh,xh)+πlu(gl,xl)

Production costs: Every unit of g costs p units of cash.

Redistribute wealth. All individuals consume W/2 cash, W/2p education.

average wealth

First-Best:



Can we do this with markets?
[Currie and Ghavari et al. JEL 2008]

Welfare Objective: πhu(gh,xh)+πlu(gl,xl)

 Wealths: Wh > Wl

 Cobb-Douglas Utilities: u(gi,xi) = log gi + log xi

Consumption w/o redistribution:
 Type i consumes Wi/2 cash, Wi/2p education.

Observations:
 - Socially suboptimal.
 - First-order conditions:

∂u(gi,xi)/∂gi

∂u(gi,xi)/∂xi
= p

Identical 
willingness 
to pay.

 - But! ∂u(gl,xl)/∂gl > ∂u(gh,xh)/∂gh Distinct marginal utilities.



Can we do this with markets?
[Currie and Ghavari et al. JEL 2008]

Observations:

 - First-order conditions:
 - Socially suboptimal. ∂u(gi,xi)/∂gi

∂u(gi,xi)/∂xi
= p

Identical 
willingness 
to pay.

 - But! ∂u(gl,xl)/∂gl > ∂u(gh,xh)/∂gh Distinct marginal utilities.

Takeaways:

 - Investment in (costly) targeting might be worthwhile.

 - Redistributive power based only on wtp is constrained.
[Dworczak et al. EC 2018] - If prices are all you have: 



Redistribution In Kind
[Currie and Ghavari et al. JEL 2008]

Welfare Objective: πhu(gh,xh)+πlu(gl,xl)

 Wealths: Wh > Wl

 Cobb-Douglas Utilities: u(gi,xi) = log gi + log xi



Redistribution In Kind
[Currie and Ghavari et al. JEL 2008]

Welfare Objective: πhuh(gh,xh,gl)+πlul(gl,xl)

 Wealths: Wh > Wl

 Cobb-Douglas Utilities: ul(gl,xl) = log gl + log xl

uh(gh,xh,gl) = log gh + log xh + .1 log gl externality

 - New first-best cannot be implemented with cash transfers.

Observations:
 - In new first-best outcome, gl is higher.

 - New first-best can be implemented with targeted education transfer.



Proxy Means Testing

With Tax Data: Easy. Means test.

Without Tax Data: Predict consumption based on observable features.

Setup: Binary classification of “eligible/ineligible” based on 
current consumption/income levels.

Main Question: How do you learn who is who?



Example: Indonesian Poverty Relief
PKH Program: Targeted cash transfers to those below 80% of poverty line.

• Approximately $130 (~10% of yearly income)
• Conditional* on school attendance, health take-up 

[Alatas et al., JPE 2016]

Stage 1: Regression
Data: Indonesian National Socioeconomic Survey 

• Detailed survey measuring:
- consumption
- fine-grained lifestyle

• Administered to subpopulation.



• Detailed survey measuring:

• Administered to subpopulation.

- consumption
- household traits

Example: Indonesian Poverty Relief
PKH Program: Targeted cash transfers to those below 80% of poverty line.

• Approximately $100 (~10% of early income)
• Conditional* on school attendance, health take-up 

[Alatas et al., JPE 2016]

Stage 1: Regression
Data: Indonesian National Socioeconomic Survey 



Example: Indonesian Poverty Relief
PKH Program: Targeted cash transfers to those below 80% of poverty line.

• Approximately $130 (~10% of early income)
• Conditional* on school attendance, health take-up 

[Alatas et al., JPE 2016]

Stage 1: Regression
Data: Indonesian National Socioeconomic Survey 

• Detailed survey measuring:

• Administered to subpopulation.

- consumption
- household traits

regression

Formula predicting consumption in 
terms of subset of variables.

- easy to measure
- costly to manipulate

- high explanatory power



Example: Indonesian Poverty Relief
PKH Program: Targeted cash transfers to those below 80% of poverty line.

• Approximately $130 (~10% of early income)
• Conditional* on school attendance, health take-up 

[Alatas et al., JPE 2016]

Stage 1: Regression

Stage 2: Eligibility Determination
- Surveyors door to door.
- Universal examination.

Administrative cost per year per recipient: ~$24



Challenge: Prediction Error

[Hanna and Olken, Journal of 
Economic Perspectives 2018]

Type II

Type I



Community-Based Targeting
Approach: Devolve the selection process to local agents
Idea: An individual’s community has more information about them
How this can look: 

• Local leaders [Alderman, JPE 2002]

Example: Albanian National Assistance
- block grants to each commune
- rough formula from landholdings
- adjusted by commune council



Community-Based Targeting
Approach: Devolve the selection process to local agents

How this can look: 
• Local leaders [Alderman, JPE 2002]
• Informant-based wealth ranking [Adams et al., WD 1997]

- group clarifies poverty definition
- ~5 informants selected (various ways)

- group ranks members in community

Idea: An individual’s community has more information about them



Community-Based Targeting
Approach: Devolve the selection process to local agents

How this can look: 
• Local leaders [Alderman, JPE 2002]
• Informant-based wealth ranking [Adams et al., WD 1997]
• Community meetings [Alatas et al., AER 2012]

- group clarifies poverty definition
- open-invitation community meeting

- group ranks members in community

participatory 
wealth 
ranking

Idea: An individual’s community has more information about them



Active Methods, Summarized

[Alatas et al., AER 2012]
[Karlan and Thuysbaert, World Bank Econ. Rev. 2019]

Proxy Means Testing: Infer income from household traits.

Community Based Targeting: Have community report income.

Comparing PMT and CBT: Comparable on cost and accuracy.

What’s Ahead
Part IB: Economics of Self-Targeting
Part 2: Behavioral and Algorithmic Considerations

- manipulation of means tests
- what is the community measuring?
- how is the community learning?



Q+A


