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Part 1: Multiple choice questions 

Grading: 20 questions, 2 credits per correct answer (maximum score: 40 credits)

Instructions: Mark your answer on the optical answer sheet. DO NOT FORGET to mention your exam version (A or B) on the optical answer sheet under 'course code' as ECO2117B"version").
1. Countries tend to be classified as more or less developed based on

a.
the literacy rate.

b.
the poverty rate.

c.
the level of income per capita.

d.
the types of goods they produce.

Answer:
C

2. Development economics must have a scope wider than traditional economics because

a.
values and attitudes play little role in the pace of development.

b.
people in developing societies do less utility-maximizing.

c.
transformation of social institutions is necessary for development.

d.
all of the above.

Answer:
C

3. Which measure uses a common set of international prices for all goods and services produced?

a.
purchasing power parity income levels

b.
GNP price deflators

c.
foreign exchange rate conversions to U.S. dollars

d.
the exchange rate

Answer:
A

4. The dependency burden is 

a.
a measure of the degree to which the less developed countries are dependent on the rich industrial countries.

b.
the average number of children that a woman gives birth to during her lifetime.

c.
the number of babies born per 1000 persons.

d.
the percent of the population that is below 15 and above 65 years of age.

Answer:
D

5. Conditions of today’s developed countries at the start of their industrialization differ from conditions in the developing world in that

a.
population growth rates were higher.

b.
more advanced technology was available.

c.
there were more opportunities for development assistance.

d.
none of the above.

Answer:
D

6. Which of the following is not a policy proposal of the neoclassical counter-revolution school?

(a)
promoting free trade

(b)
privatizing state-owned enterprises

(c)
welcoming multinational corporations

(d)
promoting trade unions

Answer:
D

7. In the public choice (or new political economy) approach to development the emphasis is on

(a)
growth in the rural sector.

(b)
the self-interested behavior of public officials.

(c)
the dependence of LDCs on former colonial powers.

(d)
the inherent efficiency of developing country markets.

Answer:
B

8. The underlying assumption of the Harrod-Domar growth model is that

(a)
the incremental capital-output ratio is given by k∆Y/K.

(b)
growth is mainly determined by capital accumulation.

(c)
growth can be sustained only if agricultural productivity rises.

(d)
developing countries save too much and invest too little.

Answer:
B

9. Which of the following is an assumption of the Lewis two-sector model?

(a)
surplus labor in industry.

(b)
positive marginal product of labor in agriculture.

(c)
an upward sloping labor supply curve in industry.

(d)
none of the above.

Answer:
D

10. The linear stages theory of economic growth fails to recognize that increased investment is

(a)
both a necessary and a sufficient condition.

(b)
a necessary but not a sufficient condition.

(c)
a sufficient but not a necessary condition.

(d)
neither a necessary nor a sufficient condition.

Answer:
B

11. Poverty is better studied with size distribution measures than those based on factor distribution because

(a)
labor income may be highly concentrated in well-paid modern sector workers.

(b)
some poor farmers may receive a sizable share of income in rent.

(c)
income from nonmarket activities such as foraging may be important.

(d)
all of the above.

Answer:
D

12. With modern sector enrichment growth, inequality will

(a)
first rise and then fall.

(b)
first fall and then rise.

(c)
remain about the same.

(d)
none of the above.

Answer:
D

13. Which of the following groups is(are) more likely to be poor?

(a)
minorities

(b)
indigenous people

(c)
women

(d)
all of the above.

Answer:
D

14. What conclusion can be reached from the following data on income shares?

	
	Percentage of Income Received by

	
	Lowest 40%
	Highest 20%

	Bangladesh
	17.3
	45.3

	Indonesia
	14.4
	49.4


(a)
absolute poverty is more widespread in Bangladesh

(b)
the size distribution of income is more unequal in Indonesia

(c)
Bangladesh had adopted a strategy of redistribution with growth

(d)
growth in Bangladesh is calculated using poverty weights rather than income weights

Answer:
B

15. The hidden momentum of population growth is caused by

(a)
the demographic transition.

(b)
population age structure.

(c)
the opportunity cost of a woman’s time.

(d)
children’s contribution to income.

Answer:
B

16. In stage III of the demographic transition,

(a)
the birth rate and the death rate are relatively low.

(b)
the birth rate and the death rate are relatively high.

(c)
the birth rate is relatively high and the death rate is relatively low.

(d)
the birth rate is relatively low and the death rate is relatively high.

Answer:
A

17. Evidence suggests that population growth has negative effects on

(a)
economic growth.

(b)
poverty reduction.

(c)
environment.

(d)
education.

(e)
all of the above.

Answer:
E

18. The Malthusian population trap model has been criticized on the grounds that it

(a)
ignores the role of technological progress.

(b)
assumes that population growth is primarily determined by individual choice over the number of children to have.

(c)
both (a) and (b) are correct.

(d)
neither (a) nor (b) is correct.

Answer:
A

19. Credential inflation results from

(a)
a combination of cost-push inflation and demand-pull inflation.

(b)
rigidities in the industrial sector.

(c)
the need to select from among qualified applicants in the modern sector.

(d)
all of the above.

Answer:
C

20. The supply of public school places is determined by

(a)
individuals’ demand for education.

(b)
direct and indirect costs of schooling.

(c)
political processes, often unrelated to economic criteria.

(d)
all of the above.

Answer:
C

Part 2: Short answer questions

Grading: the maximum score for a correct answer is indicated for each question below (in total 40 credits)

Instructions: Please write clearly and only use the available space that is indicated for the answer. Use the blank pages at the end of this handout to make notes before you answer the questions.

Question 1: Comparing development - Human Development Index (HDI)

Question 1A: Which three aspects of human development does the HDI capture and which four indicators are used to measure those aspects? (5 credits)

Answer: see also p. 47-54 in textbook & lecture slides

Living standard – GDP per capita
Longevity – Life expectancy 
Knowledge – Adult literacy and school enrolment

The figure below lists the HDI scores for Turkey, South Africa, Mali and Niger (left bar) and for Kenya as well as four regions in Kenya (right bar).
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Question 1B: Explain what this figure tells you about human development? Use the data in the figure to illustrate your point. (5 credits)

Answer: see also p. 47-54 in textbook & lecture slides

There are large disparities in human development between countries as well as within countries. 

Between countries: with roughly 0.75, Turkey’s HDI score is much higher than that of Mali and Niger (about 0.30-0.32).

Within countries: Kenya’s HDI score is around 0.50 but the scores of the different regions vary widely. The region Nairobi has a similar level of human development than Turkey while the region of Turkana is even worse off than Niger.

Question 2: Economic growth theories and Vietnam case study (10 credits)

‘Vietnam has experienced high growth and substantial poverty reduction for more than a decade’ (p.1, Hyun, 2005). The table below lists the employment elasticity of growth in Vietnam by sector. For example, the number 0.26 means that a 1% growth in economic output (GDP) is associated with a 0.26% growth in employment.
[image: image2.png]Employment elasticity of growth, Vietnam 1992-2001
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Question 2A: For which sector(s) and in which time period(s) is the empirical evidence in the table is consistent with Lewis’ theory of development (i.e. the Lewis model)? Briefly explain why. 

Answer: see also p. 115-119 in textbook, lecture slides & readings case study Vietnam

From 1998-2001, GDP growth in the industry and service sectors also led to (relatively) large increases in employment (elasticities of 0.89 and 1.78). In the agricultural sector, GDP rose with less employment in agriculture (negative employment elasticity in agriculture). 

This trend is consistent with the Lewis model which explains development through growth in the modern sector. The economy in this model consists of a traditional sector (agriculture) and a modern sector (industry). Growth occurs because there is surplus labour in the traditional sector and because profits are reinvested into expansion of the modern sector. This model predicts that surplus labour will be transferred from agriculture (traditional sector) to industry and services (modern sector). 



Question 3: Population growth - microeconomics of fertility (10 credits)

According to the microeconomic theory of fertility the demand for children (Cd) is determined by the following equation:
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Where:

Cd is the demand for surviving children

Y is the level of household income

Pc is the “net” price of children

Px is price of all other goods

tx is the tastes for goods relative to children
Question 3A: One factor determining the ‘net’ price of children is the opportunity cost of time for the caregiver, usually the mother. Briefly explain what is meant by opportunity cost of time and how a change in the opportunity costs influences the demand for children. (10 points)

Answer: see also p. 285-289 in textbook and lecture slides 

With opportunity costs of time is meant the next best thing that the mother gives up in order to take care of the child. The next best thing could be a paid job outside the household. When a mother stays home to care for her children, the opportunity cost is the wages that she would have earned taking a job outside the household. 

If more and/or better paid jobs become available, the opportunity costs for the mother will increase. This will also increase the net price of children and result in a decreased demand for children

Question 4: Human capital - education systems (10 credits)

Question 4A: Mention two reasons why it is economically efficient for governments of developing countries to invest in education. Briefly illustrate your answer with an example.

Answer: see also p. 362-365, 368, 383-385 in textbook and lecture slides 

1. Positive externalities / spill-over effects to education


Examples of spill-over effects of education from individuals to their environment:
- The better the education of the mother the better the health of her children
- A person with literacy skills can read documents for illiterate people or come up with innovations that will benefit others


2. Costs of private education for low income / poor families

Due to low income and difficult access to credit poor families may underinvest in the education of their children. With lower costs of education (for instance through free primary education), children of poor families are more likely to go to school.

Notes: you can use this page to make notes before answering the questions

Notes: you can use this page to make notes before answering the questions
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