EE 462 Development Macroeconomics

Mid-Term Examination 

7 October 2016, 9:30 to 11:00 
90 minutes, write clearly, 30 marks

[bookmark: _GoBack]Key aspects of the answers are provided, not a full, written answers.

2 marks each

1. See Figure 1 (next page). When GDP growth is at or below 2%, GDP per capita growth is negative. Explain why.  Under what conditions would a country have a GDP per capita growth rate that is higher than its GDP growth rate?

Population is growing at about 2%, so if GDP grows at less than population growth, GDP p.c. growth will be negative. GDP p.c. grows faster than GDP if the population is decreasing (such as Japan). 

2. Explain briefly the main difference between an exogenous model of growth and an endogenous model of growth.

Technology is in both models and but it is only explained (what factors affect whether it is higher or lower) in an endogenous model, such as Romer. 

12 marks

3. See the attached article: “Developed country by 2036, says PM”. The prime minister highlights a number of factors that have constrained economic growth and that need to be addressed to help Thailand become a developed country.  
a. Which of these factors do we find in the mainstream growth theory models of Solow and Romer?
Education/human capital, R&D, capital investment (in transport and the seaboard development) 
b. Does the prime minister mention any factors that are included in other theories or approaches to growth and development (e.g. big push/coordination failures; linkages; O-ring; growth diagnostics)?
Big push/coordination failures: transport infrastructure, long-term planning, village-level programs
Linkages: (not really but maybe indirectly village-level activities and infrastructure)
O-ring: improved human capital
Growth diagnostics: education, infrastructure, government failure (corruption, lack of adequate planning) 
-----------------------------------------------------------------------------------------------------------

Answer any 2 of the following 3 questions

7 marks each

4. Draw a graph depicting the Solow model with technology. Label the steady state point A. At what rate is per capita income increasing (or is it not increasing at all)? To the right of A, label a point B. Explain the situation of the economy at that point and how the economy is likely to change.

See page 115 in Perkins et al. There is a need to mention that because the model includes technology the axis are output and capital per effective worker. Per capita income increases at the rate of technological change. At B, savings is not sufficient to support population increase, depreciation and technology change. Economy will fall back to A (or it can remain at B if there is an increase in the savings rate, s, which shifts the savings curve). 

5. Explain how technological progress is generated in an economy. In providing your explanation you may wish to (but do not need to) refer to the equation (from Romer) A = δLAA  in which A is technology, L is labour and an underline refers to “at the current time”.

Romer suggests technological progress is generated by researchers (LA) (labor (L) that is engaged in technology (A) research).  Technology will be higher, the greater the number of researchers (LA), the greater the rate at which researchers currently create new ideas (δ) and the amount of existing (preaccumulated) technology (A) that exists in the economy that researchers have to work with. LA and A may be further parameterized with exponents. For LA it is a question of whether more researchers start to duplicate each other and for A whether more existing technology makes new ideas easier to generate (larger parameter) or it means that the good ideas have been discovered and the new ideas are harder to come by (lower parameter). 

6. Why was the Washington Consensus a break with previous thinking on economic development (often termed a “counter-revolution”)? In what way has the role of the state been central to the evolution of thinking on economic development? 

Previous thinking suggested that market failures were pervasive and that government was needed to correct failures, provide coordination, develop linkages, and push the development process. On the other hand, WC was concerned that excessive government intervention had distorted markets, prevented resources from being allocated to their most efficient use, and not allowed economic activity to flourish. Its prescription to liberalize, privatize, and deregulate was to pull back the role of the state and let markets work.  The role of the state has been central to the debate about economic development: either too much market failures that the state needs to correct, or too much government failure that needs to be corrected by reducing its role.  The issue of government is central to the debate about East Asia and whether countries grew rapidly because markets were allowed to work or because states intervened effectively to support and shape markets. 
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Developed country by 2036, says PM 

Bangkok Post, 29 September 2016, Erich Parpart
[The article was shortened from the original.]
General Prayut [prime minister] said his current task was to map out the country's reform process to transform Thailand into a "developed country" over the next 20 years. 

Gen Prayut told the forum a key goal that must be achieved is national unity, admitting much work is still needed to improve the political environment. "If rules are too tough, politicians will experience trouble but if they are too lenient, the old unfavorable situation will return."

"Our economic development over the past 30 years was the problem." "There is a need for an overhaul of the economy... and we have to move Thailand forward so the important thing is a long-term national development plan," he said.

He said the reason the strategy [they have proposed] spans 20 years is to ensure continuity in the development of human resources and education." Our educational and labour goals under this new strategy aim to create a new generation of workers that is stronger and more capable" "For that we have to start reform at the elementary school level. This is why it will take 20 years." 

Gen Prayut said problems over the past three decades stemmed from corruption, a lack of research and development initiatives and human resources development along with a lack of continuity in implementation of regulations and agreements. 

“The next elected government has to give important to bilateral trade, the implications of agreements and lifting our national standards in order to meet evolving international standards.”

Gen Prayut explained that the four guidelines to rebuild the economy include: [first] strengthening the economy at the grassroots level via measures such as the village fund policy, that finances projects and businesses at the grassroots village level. Second is the promotion of "Thailand Connect" by connecting domestic transport systems and creating transport links with countries such as China, Malaysia, Singapore, Myanmar and India via rail, land, air, water links.

Third is pushing the "Thailand 4.0" model to transition from heavy industry toward a value-based economy based on technology, knowledge, creativity and innovation. He also identified five future industries, or the "new S curve", which consists of robotics, aviation / logistics, biofuels / biochemicals, the digital industry and medical services.
 
Fourth is the Eastern Economic Corridor project to build on the success of the Eastern Seaboard by creating special economic zones in border areas and linking Bangkok, Laem Chabang, Map Ta Phut and Rayong via road transport systems, airports and ports.

[End]
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