ECM62 – Macroeconomic Policy in DCs 

TWO HOURS (Choose two questions)

1. What are the constitutive elements of pro-poor economic growth? Does the experience across developing countries suggest a ‘best’ policy package to achieve it?

· Factors of growth (capital vs human capital accumulation, institutions)

· composition of growth (which sectors)

· sectors that employ the poor

· evaluation of direct and indirect effects

· empirical evidence of pro-poor policies (can be one country in detail or cross-c.)

2. Making reference to both theory and empirical evidence, explain the role of trade in promoting economic growth. What key factors likely affect the ability of a developing country to benefit from trade openness?
· theories of trade and growth (focus on explaining comparative advantage both static and dynamic, explain expected effects from scale economies, specialisation, innovation etc)

· empirical evidence on trade openness and growth (contrasting successful and unsuccessful experiences)

3. Discuss the role of market functioning in theories of inflation, illustrating their relevance with different countries’ experiences.

· Definitions of market failures, rigidities and supply bottlenecks

· Monetarist and structuralist theories with assumptions and policy implications

· Country examples 

4. What are the key structural differences between developing and industrialised countries and how do they affect the instruments of macroeconomic policy? 

· Large agricultural sector dominated by family farms and sharecropping (IC corporate farms); Less diversified and more concentrated industrial sector (few sectors and few firms in each); More informal service sector; More open economy (X/GDP larger than ICs ); Dependency on volatile commodity exports; Deficient productive capacity, growth limited by foreign exchange; Low financial development, firms more reliant on bank finance, high risk transmission due to no or small equity markets; Higher volatility; Weak social security and social protection; Price rigidities: not so much wages but primary to manufactured goods and domestic to foreign goods; Fiscal revenue…

· Policy instruments: which enhanced and which hampered (e.g. lending ratios vs interest rates)

5. Illustrate the characteristics of a real developing economy and incorporate them in the Mundell-Fleming model. Then choose one area of policy making and critically assess the ability of the model to describe its effectiveness.

· Description of country conditions

· Appropriateness of assumptions of model and tailoring to describe chosen country (shapes and position of curves, position of economy pre and post- policy)

· Policy illustration, discussion of key conditions for policy to work and how they are/are not incorporated in model.

