Possible Exam Questions
Foreign Aid
(a) Some economists advocate a “big push” in foreign aid. What are the arguments used  in favor of this approach? Discuss this view using a diagram.

(b) William Easterly has criticized the “big push” idea. Discuss his arguments against this view. In particular, Easterly has identified three problems with such top-down plans. What are they? Give examples for each.

(c) What are the 8 Millennium Development Goals? By what year should they be reached?
Purchasing Power Parity

(a) Consider the following hypothetical situation.


	
	GDP/capita
	Cost of living – basket:

	United States
	40,000 dollar
	10 dollar

	China
	20,000 yuan
	20 yuan


 Assume the current exchange rate is 1 dollar = 10 yuan.

Compare the GDP/capita numbers of the USA and China using the exchange rate method and using the PPP method using the above numbers. Which method would you prefer, and why?


(b) The 2005 International Comparison Project led to a reassessment of the cost-of-living estimates across the world. Based on these new PPP estimates, the estimated number of people living below the World Bank’s $1-a-day poverty line had to be recalculated. How did the new PPP estimates affect the poverty estimates?


Geography and History
(a) Explain Jared Diamond’s geographical explanation of why Eurasians conquered the rest of the world. Provide a schematic overview of his argument.

(b) Discuss Jeffrey Sachs’ geography-based explanation for Africa’s underdevelopment. What are the policy implications of this view?

Credit Markets
(a) Local moneylenders typically charge very high interest rates. What can explain these high rates?

(b) Why are microfinance institutions able to charge lower interest rates than local moneylenders, while at the same time keeping default rates very low?

(c) Risky (but potentially very interesting) projects usually cannot be financed with microcredits. Discuss how the way in which microfinance is organized leads to this outcome. Why don’t microfinance institutions change their organization in order to stimulate more risky investments?

Institutions
(a) Many poor countries have bad institutions. Explain how bad institutions can remain in place, even though they are bad for the economy in general.
(b) Explain the theory proposed by Acemoglu, Johnson and Robinson to explain why some ex-colonies (e.g. the USA) ended up with good institutions while others (e.g. the Democratic Republic of Congo) have bad institutions.

