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Week 13: Exam revision

Exam
• One A4 sheet of handwritten notes single sided is permitted


• Bring a calculator


• 7 questions with multiple parts based on examples, tables 
of data, etc.


• Requires you to explain or define or describe concepts.


• All answers in the answer booklet. 


• Covers all topics

Wk 1: Big picture

• Malthus


• Long history pre-growth


• The invention of ‘economics’


• Globalisation

https://www.brookings.edu/research/is-globalizations-second-wave-about-to-break/ 

What is globalisation?
• Many possible approaches/interpretations. An increase in global:


• trade interdependencies (i.e. international trade a % of GDP).


• cross-ownership of financial assets (international ownership 
of property, bonds, equities etc).


• formal institutions that play a role in regulating human society 
(World Bank, IMF, etc).


• culture exchange (e.g. US entertainment culture).


• migration.

Wk 2: Process of 
development

• Complex process


• Proximate and ultimate causes


• Feedbacks


• Complementarities


• Binding constraints


• RCTs, case studies, 



Recall growth accounting

Growth Factor Share Growth from 
factor

Share of growth 
explained

Land 1% 20% 0.2% 6.7%

Labour 2% 60% 1.2% 40.0%

Capital 2% 20% 0.4% 13.3%

Output 
(GDP) 3% 100% 1.8% 40.0%

Unexplained

Natural experiments
• “Since many vouchers were 

awarded by lottery, we use a 
quasi-experimental research 
design comparing educational 
and other outcomes of lottery 
winners and losers.”


• “Lottery winners scored just over 
0.2 standard deviations more than 
lottery losers, though this 
difference is (not surprisingly, 
given the small test sample) only 
marginally significant.”

https://economics.mit.edu/files/24 

Wk 3: Stages of growth
• Observational ‘model’ 

—Traditional society 
—Preconditions for take-off 
—Take-off 
—Drive to maturity 
—Age of high mass consumption


• Harrod-Domar — knife-edge of investment rate required 
for stable growth.


• Solow-Swan — predicts convergence, but that’s not what 
we see.

Domar’s conclusion

• “the maintenance of full employment requires investment 
to grow at a constant compound-interest rate”


• Which was if investment growth, r, was equal to the 
marginal propensity to save (the capital share of GDP, α) 
times “the the increase in productive capacity of the 
whole society”,σ. 


• r = ασ

Growth 
rate

Growth 
rate

Time Time 

GN = GW = G 

Equilibrium Instability 

GW = G 
G

Wk 4: Endogenous growth

• Characteristic of knowledge as non-rivalrous. But 
extremely difficult to empirically account for this!


• Substitute our new endogenous technology 
 
Y(t) = [ B K (t)(1-α) ] K(t)α L(t)(1-α)  


• Economist like to add a separate human capital term: 
 
Y(t) = A K (t)α [ H(t) L(t) ](1-α) 



Big ideas
1. Technological change — improvement in the instructions for 

mixing together raw materials — lies at the heart of economic 
growth. 


2. Technological change arises in large part because of intentional 
actions taken by people who respond to market incentives. Thus 
the model is one of endogenous rather than exogenous 
technological change. 


3. Instructions for working with raw materials are inherently 
different from other economic goods. Once the cost of 
creating a new set of instructions has been incurred, the 
instructions can be used over and over again at no additional 
cost.

Wk 5: Trade
• Which model says that the bilateral trade flows between two 

countries can be be predicted based on the size of their 
economies and the distance between them?


• Fij = G Mi Mj / Dij


• What’s a recent puzzle about this model?


• What’s the difference between the H-O model and Ricardo’s 
comparative advantage? 


• What “paradox” was found regarding the data and the H-O 
model in the US in the 1970s?

http://www.abc.net.au/news/2018-03-16/chinese-import-tariffs-a-key-reason-why-trade-war-
brewing/9553734 

Wk 5: Trade

• Which American invented protectionist industrial policy?


• Has trade been rising or falling in the past 5 years relative 
to GDP?


• If there are two different goods, one that exhibits 
economies of scale and one that does not, what does 
that imply about the benefits of comparative advantage?

Wk 6: Institutions

• What is the main reason economic benefits of 
institutions?


• Extractive vs inclusive


• “Leviathan solution” vs “self-enforced binding agreement”


• Global institutions



• Each September, a list of eligible fishers is prepares, consisting of all 
licensed fishers in Alanya, regardless of co-op membership 


• Within the area normally used by Alanya fishers, all usable fishing locations 
are named and listed. These sites are spaced so that the nets set in one 
site will not block the fish that should be available at the adjacent sites. 


• These named fishing locations and their assignments are in effect from 
September to May. 


• In September, the eligible fishers draw lots and are assigned to the named 
fishing locations. 


• From September to January, each day each fisher moves east to the next 
location. After January, the fishers move west. This gives the fishers equal 
opportunity at the stocks that migrate from east to west between 
September and January and reverse their migration through the area from 
January to May.

Ostrom, E. 1990. Governing the Commons. p19

• All other fishers can expect that the assigned fisher will at 
the spot bright and early. Consequently, an effort to cheat 
on the system by traveling to a good spot on a day when 
one is assigned to a poor spot has little chance of 
remaining undetected. 


• Cheating on the system will observed by the very fishers 
who have rights to be in the best spots and will be willing 
to defend the rights using physical means if necessary.


• Their rights will supported by everyone else in the system. 

Ostrom, E. 1990. Governing the Commons. p20

China’s private property
• Basic description of the common property regime vs the 

new one in agricultural China (NPR podcast).


• Grain output increased to 90,000 kilograms in 1979, over six 
times as much as the previous year. The per capita income 
of Xiaogang climbed to 400 yuan from 22 yuan. 
 
 
 
 
 
 

Wk 7: Complexity

• Theory says that…


• Empirically we try and measure a poxy for this using data 
on industry classifications of country exports. 


•

Theory is…
• Tacit and explicit knowledge


• Explicit knowledge can be  
written down and passed along


• Tacit knowledge is hard to transfer, and is what 
constrains development.


• Tacit knowledge requires learning by doing, building on 
related productive activities.

https://openresearch-repository.anu.edu.au/handle/1885/109702 



Revealed and implied 
comparative advantage

https://www.tandfonline.com/doi/abs/10.1080/00343404.2017.1283012?journalCode=cres20 
http://www.nber.org/chapters/c8737.pdf?new_window=1 

Wk 8: Multi-level selection

• Basic idea is that competition between groups selects for 
the cooperative and productive groups, not the most 
productive individual. 


• Muir’s chickens


•

http://www.ecostat.unical.it/aiello/didattica/economia_Crescita/CRESCITA/CRESCITA_Sala-i-
Martin-AER-1997.pdf 

Stylised example

A , B Cooperate Defect

Cooperate 10 , 10 0 , 15

Defect 15 , 0 5 , 5



Warfare as the key
• Over the very long run, the large scale cooperative institutions 

that most developed countries have came from either war 
preparations, or post-war commercialisation of otherwise military 
organisations. 


• “Turchin believes that these empires were the product of one 
factor: social cohesion, or the willingness of groups to cooperate 
against their opponents. 
 
Turchin calls such solidarity asabiya, an Arabic word used by the 
14th-century Islamic scholar Ibn Khaldun to denote "mutual 
affection and willingness to fight and die for each other". A 
courtier of several North African sultans, Ibn Khaldun was the first 
person to propose that asabiya is the fuel of empire building.”

https://www.theguardian.com/science/2005/aug/25/controversiesinscience 

Trust is persistent
• “Our empirical strategy is based on the estimation of the 

inherited part of social attitudes of second-generation 
Americans, used to evaluate the inherited social attitudes 
in the home countries. In the spirit of the epidemiological 
literature, we show that social attitudes of second-
generation Americans are significantly influenced by 
the country of origin of their ancestors. This empirical 
result bears on the fact that part of the beliefs and values 
of individuals are passed on through generations 
independently of their institutional and economic 
environment.”

https://hal-sciencespo.archives-ouvertes.fr/file/index/docid/1066088/filename/cepr-
dp6403.pdf 

https://ourworldindata.org/trust https://ourworldindata.org/trust 



http://www.people-press.org/2015/11/23/1-trust-in-government-1958-2015/ 

Economics effects of trust

• “less trustworthy individuals form overly pessimistic 
beliefs and avoid being cheated, but give up profitable 
opportunities, therefore underperforming.”


•  
 
 

https://link.springer.com/content/pdf/10.1007/s11127-009-9473-4.pdf 

Wk 9: BoP, rents, migration
• Currency crisis can arise when trying to peg the exchange 

rate “too high”, meaning it is difficult to accrue foreign 
currency over time. 


• Rent-Seeking - diversion of resources from productive 
use towards uses where the purpose is to change political 
decisions and be granted “freebies” from government.


• Three concepts of inequality


• Citizenship rent: 77% of income variation globally comes 
from the luck of being born in a particular country. 

Current Account (CA) Financial Account (FA)

Trade

Imports Direct Investment

Exports Portfolio Investment Financial

Income

Income (credit) Reserves

Payments (debit) **Minor items Capital

Total Always equal Total

** Including debt forgiveness, transfers of assets owned by migrants, remittances. 

HGLO p405.

https://www.bankofengland.co.uk/-/media/boe/files/ccbs/resources/understanding-the-
central-bank-balance-sheet.pdf?

la=en&hash=0475942A8BE465179CF4CFB4996AF44CDACB1662 



But it can be worse

Olson,M. 1982. Rise and Decline of nations:Economic Growth, 
Stagflation, and Social Rigidities 

3 concepts of inequality

• Concept 1: Inequality between national averages


• Concept 2: Inequality between national averages with 
population weighting.


• Concept 3: Global individual-based income (or wealth) 
measure of inequality. Ignored national borders.

http://www.lse.ac.uk/Events/Events-Assets/PDF/2017/2017-ST02/20170705-Branko-
Milanovic-PPT.pdf 

Wk 11: Policy, Australia 
case

• Industrial policy (state-led industrialisation) - Prizes, bounties, 
subsidies


• State owned enterprises where private organisations are not 
large and sophisticated enough.


• Managing trade — restrict imports in competition with infant 
industries either tariff, ban, quota.


• Subsidise agriculture to not be too import-dependent


• Use FDI to actively transfer knowledge (require local 
partnerships, training, etc)


