Study Guide questions

Explain whether each of the following statements is true, false or uncertain and explain why.

1. Economic growth is the same as economic development.

2. All developing countries have similar levels of education, health and per captia income.

3. Using the traditional exchange rate method of converting GDP statistics into dollars often understates the level of GDP per capita in low income countries like India.

4. Both the Harrod-Domar model and the Solow model imply that increased savings rates will lead to higher levels of economic growth.

5. The Solow growth model predicts poorer countries will have lower growth rates than richer countries all other things equal

6. The conjecture that inequality first increases with development, then decreases with further development (known as the “inverted U hypothesis”) has been strongly supported by most studies

7. Public goods and common property are the same things

8. Empirical studies show that there is strong negative relationship between population growth and economic growth. 

9. Countries with large amounts of natural resources usually grow faster than countries with fewer resources.

10.  Since it is easy to identify the kinds of  institutions that encourage economic growth, poor institutions are not a significant cause of lack of economic growth.

11. Poverty is difficult to measure.

Answer each of the following questions

1. Which  of the problems associated with measuring GDP are important to keep in mind when using the rate of growth of GDP to measure development ? Why?

2.  The Harrod-Domar model assumes a fixed factor production function and constant returns to scale. Explain what each means using isoquants,

3. What is the equation for growth of income in Harrod-Domar  model? Explain each term. 

4. What is the ICOR? How does it influence growth?

5. What are the advantages of the Solow growth model compared to the Harrod-Domar Model.

6. Use a graph to explain equilibrium in the Solow growth model.

7. Use the Solow growth show the effect of each of the following:

a. change in savings rate

b. change in population growth 

8. World Bank data show that in 1995, the poorest 20% of households accounted for 7.5% of household income in Niger, the next 20% of households accounted for 11.8% of income, the middle 20% accounted for 15.5% of income, the second richest 20% accounted for 21.1% of income, and the top 20% accounted for 44.1% of income.  What was the cumulative income share of the bottom 60% of households in Niger?

9. Figures a, b, and c represent Lorenz curves for the distribution of income in various countries.  Which curve corresponds most closely to the data given for Niger in the question above?
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10.  What is a gini coefficient?

11. Explain each three graphs in the labor surplus model.

12. Explain North’s theory of the state.  How does it relate to problems of development? What does it suggest is the source of structural change in a developing economy?

13.  Use the Malthusian population model presented in class to explain why improvements in medical practices which lower death rates may lead to lower per capita incomes.

14. Explain the Becker model of choice of family size. What does it imply about what will happen to population growth as the economy develops? 

