Section A: True or false (Each question is worth 1 mark for a total of 10 marks)

1. Poor countries tend to have fewer large firms than rich countries.

a) True
b) False

2. Eradicating malaria does not affect long-run human capital accumulation.

a) True
b) False

3. The foreign aid literature has convincingly established that increases in foreign aid lead to an increase in growth.

a) True
b) False

4. Consider the model of corruption discussed in class where there is one government agent in charge of selling the government provided good or service. The agent faces no risk of corrupt activities being detected. A fall in the official price of the government service or good makes corruption less likely.

a) True
b) False

5. The majority of children in developing countries do not go to primary school.

a) True
b) False

6. Common measures of corruption, such as Transparency International’s Corruptions Perceptions Index, are based on objective data.

a) True
b) False

7. Countries with good institutions also tend to have favourable geographic conditions.

a) True
b) False

[bookmark: _GoBack]8. The rapid growth in years of completed schooling in sub-Saharan Africa was associated with strong growth in GDP per capita in these countries.

a) True
b) False

9. Worldwide deaths from malaria have been falling during the recent past.

a) True
b) False

10. The “Reversal of Fortunes” is driven by differences in which European country colonized the country.

a) True
b) False

Section B: Multiple choice (each question is worth 1 mark for a total of 5 marks)

1. Consider a regression model of the form yi = α + βxi + εi where yi is the outcome variable, xi is the explanatory variable, and εi is the unobserved error term. Suppose an additional explanatory variable is added to the regression and the estimate of β changes. This implies the new explanatory variable:

a) is an instrumental variable.
b) caused omitted variable when it was originally omitted.
c) should not have been included in the regression.
d) eliminated concerns about reverse causality.

2. Consider the Solow model where output per worker is given by y=kαA1-α where y is output per worker, k is capital per worker, A is “technology”, and 0<α<1. Assume that A does not grow from year to year and that the economy is currently at its long-run level of output per worker. Now suppose there is a sudden and permanent doubling of A. In the long-run:

a) output per worker will double.
b) output per worker will increase, but less than doubling.
c) output per worker will more than double.
d) output per worker will increase, but it is impossible to know by how much.

3. According to Acemoglu, Johnson, and Robinson colonies with higher settler mortality rates have:

a) higher quality institutions and lower GDP per capita today.
b) lower quality institutions and lower GDP per capita today.
c) higher quality institutions and higher GDP per capita today.
d) lower quality institutions and higher GDP per capita today.

4. The Gini coefficient can be calculated from the Lorenz curve by:

a) dividing the area above the 45 degree line with the area below the 45 degree line.
b) dividing the area below the 45 degree line with the area above the 45 degree line.
c) dividing the area below the 45 degree line and below the Lorenz curve with the area below the 45 degree line.
d) dividing the area below the 45 degree line and above the Lorenz curve with the area below the 45 degree line.

5. Suppose you are interested in evaluating the causal impact of corruption on GDP per capita across countries. You find a negative correlation in the data: more corrupt countries are poorer on average. You decide to use the level of democracy as an instrumental variable. Democracy is:

a) likely to be a good instrumental variable because it is correlated with corruption and does not directly influence GDP per capita except through corruption.
b) likely to be a good instrumental variable because it is correlated with corruption and does directly affect GDP per capita.
c) unlikely to be a good instrumental variable because it is does directly affect GDP per capita through ways other than just corruption
d) unlikely to be a good instrumental variable because it is not correlated with corruption.


Section C: Short-answer. You are to answer all questions. [90 marks]

1. Corruption [14 marks]:

a) Consider the model of corruption that we studied in class that featured one good and one monopolistic supplier. Explain using graphs why corruption with theft could either decrease or increase the quantity of the good purchased. For both cases (an increase in the quantity purchased and a decrease in the quantity purchased)  show or describe who are the winners and losers from corruption relative to no corruption. [6 marks]

b) Referring to the model from part (a) explain why eliminating corruption can be very difficult. [2 marks]

c) Consider now the case where two complementary goods are sold subject to corruption. Explain why “decentralized” corruption leads to higher bribe rates and lower purchases of both goods relative to “centralized” corruption. How can this explain why corruption seems to be more damaging to growth in some countries than others? [6 marks]

d) Discuss why reducing corruption could be more difficult in countries with bad institutions than in countries with good institutions. [4 marks]


2. In class we discussed a modified version of the Solow model where a constant fraction of output was saved but only for output above a minimum level. It featured a poverty trap. 

a) Graph the Solow diagram for this modified model and use the graph to demonstrate the existence of a poverty trap. [6 marks]

b) Suppose the economy started with a level of capital per worker that is just below the level of capital per worker necessary to escape the poverty trap. What would be the effects of an increase in the savings rate? Show the effect on the graph and describe the effects. [3 marks]

b) Discuss how foreign aid could be used to push a country out of a poverty trap. [3 marks]

c) Provide two examples of some of the negative consequences associated with foreign aid documented in the literature and explain why these consequences are associated with foreign aid. [4 marks]


3. a) Describe moral hazard and adverse selection in the context of credit markets in low-income countries. [4 marks]

b) Karlan and Zinman (2009) conduct a randomized control trial on credit access in South Africa. Describe how they setup their experiment in order to separately identify the effects of moral hazard and adverse selection on default. [6 marks]
 
d) A common innovation in microcredit is group liability. Consider a two-person group with members A and B. Suppose each member can choose between a safe and a risky project that each requires an investment of $50. The safe project has a payoff of $75 with probability 1 and the risky project has a payoff of $150 with probability 0.5 and a payoff of $0 with probability 0.5. What project does A prefer to choose? What project does A prefer B to choose? How can a group help to reduce moral hazard? Assume an interest rate of 20 percent. [6 marks]


4. Banerjee and Duflo (2011) suggest that many parents in developing countries may see the returns to education as “S-shaped”. Describe what they mean by that and discuss the possible implications. [4 marks]


5. Miguel and Kremer (2004) estimate the impact of deworming on educational outcomes (absenteeism and achievement). Explain why they randomly assign schools to be a treatment or control school as opposed to focusing solely on randomly assigning students within a school to be in the treatment or control groups. [4 marks]


6. Many healthcare products are preventative in nature and cheap, such as immunizations. Despite this, many individuals in developing countries do not make use of these products, but do spend a lot of money on curative interventions of dubious quality.

a) Describe two theoretical explanations for this behaviour. [6 marks]

b) What evidence do we have that is consistent or inconsistent with these possible explanations? [6 marks]


7. Define counterfactual and provide one example of an empirical strategy discussed in the course for trying to construct a valid counterfactual. You need to describe how this strategy constructs the counterfactual. [6 marks]


8. a) Describe the estimation strategy used by Acemoglu, Johnson, and Robinson (2001) to estimate the magnitude of the causal impact of institutions on GDP per capita. Why do they use this strategy (i.e., what econometric problems are they worried about in this context)? [3 marks]

b) The Acemoglu, Johnson, and Robinson (2001) regression results suggest that institutions have a positive effect on ln(GDP per capita). In particular, the estimated coefficient is 0.94 with a standard error of 0.16. Is this result statistically significant (i.e., is it different from 0)? [3 marks]

c) Suppose a country improved its institution by 2 points. What would be the expected difference in GDP per capita levels in the long-run based on the coefficient estimates described in (b)? [3 marks]


9. a) Show how differences in output per worker across countries can be decomposed into differences in output per worker within sectors and the allocation of workers across sectors. For simplicity assume there are only two sectors. [4 marks]

b) Describe the three common views of informal firms in developing countries. Which of these three views is most consistent with the empirical evidence? Provide two examples of evidence to support your answer. [5 marks]





END OF EXAM

