Study questions for Final 

These questions cover the material after the midterm. You should also review the questions for the midterm.

True/False Uncertain

1.  It is never in the government’s interest to cause inflation.

2. Because few households can afford to save much, most developing countries depend heavily on corporations for their domestic nongovernmental (i.e., private) savings.

3. The contribution of multinational enterprises to employment creation in developing countries is small in absolute numbers, but a major share of new job creation in the average host country

4. Governments in low income countries should subsidize university education because this is where the highest social rates of return are found.

5. In many developing countries savings generated by government owned businesses are a major part of savings.

6. Country A and Country B have similar levels of income but agriculture in Country A is more risky because of variable weather. The permanent income hypothesis suggests that savings will be higher is country A.

8.  Economic theory shows that a country as a whole can only benefit from engaging in international trade if the world price is above the domestic price.

Essay:

1. What are the three stylized facts about savings?  

2. Which of the following models best explains them? 

a. the Keynesian model of consumption and saving

b. the relative income hypothesis of Duesenberry

c. the permanent income hypothesis of Friedman

3. Write an essay about the roles of markets and governments in economic development, in which you discuss the following:

a. Why do economists conclude that market forces provide good guides to the efficient allocation of resources over a wide range of economic activities, including the choice of production methods and input proportions?  

b. Discuss some examples of ways in which government interference with market forces can lead to less efficient use of resources and to lower rates of economic growth.

c. Is it true that the best approach for a government hoping to see its country develop economically is to do nothing, leaving everything to the market?  If so, why?  If not, what are some examples of actions that government can take that have been shown to foster economic development?

4. Explain why health care in developing countries tends to be biased in favor of urban areas.

5. What is a public good? Are there aspects of health services that are public goods/ Explain. 

6. In Figure 18-1 on page 684 in the text, a country facing a price of Pw for imported cloth imposes a tariff of t0 per unit, raising the price of imported cloth to Pd.  What happens to the country’s cloth imports?  The government’s revenue from the tariff equals what area(s)?

7. Which method of protection from imports leads to the smallest dead-weight loss tariffs, quotas or subsidizing domestic industry without taxing the consumer? Why

8. Use a graph and words to explain the following: What is meant by saying that a country’s exchange rate is overvalued?  Also briefly state: (a) Why should it be surprising to find that a country trying to protect its domestic industries from import competition has an overvalued exchange rate?  (b) Why did countries following import substitute industrialization policies nonetheless often have overvalued exchange rates?

9. Most economists agree that government policies which respect property rights, have sound finance and promote health and education will lead to higher levels of economic growth. If this is the case why do governments in developing countries have such difficulty putting such policies in place?

