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Exam, 120min

I. Chose one out of the two problems below and write a critical essay of four to eight
hand-written pages (= 60min)

1.

Discuss the growth regressions in appendix. Emphasize in particular the role of
geographic variables. What do you think of these regressions? (Consider also the data
appendix.)

Increasing foreign aid is critical to solve the problems of poverty and
underdevelopment. Critically evaluate the statement, commenting on theoretical and
empirical insights on the type, destination, and impact of foreign aid.

II. Chose one out of the two problems below and provide a discussion of two to four
hand-written pages (= 30min)

3.

4.

Discuss possible transmission channels between AIDS and income distribution.
Summarize briefly the empirical evidence you are aware of.

Using the attached regressions, critically evaluate to what extent an inhospitable
disease environment for Europeans affects underdevelopment today.

II1. Answer three out of the six following questions. Answer shortly, not more than one
or two hand-written pages for each question (each = 10min)

10.

Describe briefly how in an overlapping generation model credit market imperfections
in connection with heterogeneous initial endowments can lead to persistent inequality.

Which variables and parameters should be included in a structural model of parental
educational investments in children?

Regressions of poverty reduction on economic growth across countries show typically
a huge variance around the mean growth-elasticity of poverty. From an arithmetical
point of view, which factors determine differences in that elasticity between countries?
State and critically evaluate the different measures of vulnerability proposed in the
literature. What kind of data are needed to apply these different measures?

Discuss the key advantages and disadvantages of the capability approach to the
measurement of development.

Under which conditions will state interventions in industrialization be necessary for
economic development? Clearly explain the assumptions and the intuition for your
answer.



Growth Regressions for Part I.1.

Table 3. GDP Growth
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Data Appendix

in the Cross-Count

I Dependemt Vanables

GDP per capita:
PPP-adjusted GDP per capita, in 1950 and 1990 from Maddison { 1995,
Tables D1 and F4).

PPP-adjusted GDP per capita, in 1995 from World Bank (1998). For
countries missing 1995 World Bank data, the data are from C1A (1996) (or
from CIA, 1997, as noted): Afghanistan, Albania; Besnia and Herzogovina
(CLA 1997); Bhutan (CIA 1997), Brunel (CIA 1997), Cambodia, Cuba,
Dijihouti (CLA 1997); Equitorial Guinea (C1A 1997), Entrea, French
Guigna (CLA 1997}, Irag, Korea Dem People’s Rep | Kuwil, Libena,
Libya Arab Jamahiriy, Myanmar (CTA 1997); Somalia; Sudan, Taiwan
{C1A 1997), Tanzania; The former Yug Rep. of Macedonia, Yugoslavia
{SerbiaMontenegro). Data for additional countries shown in Figure 1 are
from CLA {1997)

GDP growih:
Instantaneous growth rate of PPP-adjusted GDP per capita from | %65 to
1990 from the Penn World Tables 5.6 (Summers and Heston, 19594)

[1. Transport Cost and Marked Proximity Measures

Li100km:
The proportion of & country’s total land area within 100 km. of the ocean
coastling, excluding coastling in the arctic and sub-arctic region above the
winter extent of sea ice (NGS, 1995) Calculated from digital coastlines in
ArcWorld Supplement (ESRI, 1996a)

Lal00cr
The propoertion of 8 country's total land area wathin 100 km. of the ocean
or ocean-navigahle fver, excluding coastline above the winter extent of sea
ice and the rivers that flow to this coastline. Rivers were classified as
ocean-navigable mainly according to descriptions in Rand McNally (1996),
Brittanica Online (1998), and Encyclopedia Encanta (1998). Precise
information on aur classification of rmver systems s available from the
authors. Ocean-navigable rivers are displayed in Figure 9. Calculated from
digital coastlines in ArcWorld Supplement database (ESRI, 1996z} and
rivers in the ArcAtlas database (ESRI 1996h).

Pop10dkm:
The proportion of the population in 1994 within 100 km. of the coastline
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(as defined for Lt100km). The data for population distribution in 1994
come from the frst detailed world GIS population dataser (seen im Figure
2) described in Tobler, ot al. {19935).

Popl00er:
The proportion of the population in 1994 within 100 km, of the coastline
or ocean-navigable river (as defined for Lt100cr). The population data are
as for Popl0Qkm,

CoastDensity;
Coastal Population'Coastal km® = (Population * Pop100km)/{Land Area *
Le100km). Units: persons per square kilometer.

InteniorDrensity:
Interior Population/Interior = {Population * (1-Pop100km)M{Land Area ®
{1-Lt100km)) Units persons per square kilometer

Landlocked, not in Europe:
Indicator fior landlocked country, excluding countries in Western and
Central Burope {Austria, the Czech Republic, Hungary, the Former
Yugoslav Republic of Macedonia, Slovakia, and Switzerland). Inchudes
Eastern European countries of Belarus and Moldova.

LDistance:
The log of the minimum Great-Circle (air) distance in kilometers to one of
the three capital-goods-supplying regions: the U5, Western Europe, and
Japan, specifically measured as distance from the country’s capital city to
Mew York, Rotterdam, or Tokyo

CIF/FOB shipping cost margin
The ratio of CIF import prices to FOB import prices 2s a measure of
transport costs from IMF data (Radelet and Sachs, 1998)

NI Other Geographical Yariables

Tropicar:
The proportion of the country’s land area within the geographical tropics
Calculated from ArcWarld Supplement database (ESRI, 1996a).

Malaria Index in 1966
Index of malaria prevalence based on a global map of extent of malana in
1966 (WHO, 1967), and the fraction of falciparum malana. The fraction
of each country’s land area subject of malaria was calculated from digitized
1967 map shown in Figure § (“limited nsk” areas excluded) The imensity
of malaria is captured by the fraction of malaria cases that are the malignant
P. jalciparum species of malaria in 1990 (WHO, 1952). For Affican
countries without 1990 fafciparum data, we used the WHO (199 7b) data
{in which almost all African countries with malaria are described as
“predominantly” falciparum, which we classified as 100%). The index is
the product of the fraction of land area subject to malaria times the fraction
of falciparum malana cases

Malara Index in 1994;



Constructed in the same way 28 the malaria index for 1966, based ona
global malaria map for 1994 (WHO, 1997a), and fraction of ffcipwermm
malaria in 1990

Hydrocarons:
Hydrocarbon deposits are the log of total BTUs per person of proven
crude oil and natural gas reserves m 1993 from WIRL {1996)

Southern Hemisphere:
Indicator for countries whally below the equator, as well as Brazl,
Demaocranc Republic of the Congo (Zaire), Republic of the Congo,
Ecuador, Gabon, Indonesia, and Kenya

Land Area:
Area in square kilometers from Waorld Banke {1997), except for Taiwan and
Mexico from CLA (1997), with submerged land subtracted out

1. Other Econormic, Social, and Political Vanables

Openness:
The proportion of years that a country is open to trade during 196G3-90, by
the criteria in Sachs and Warner (1995b). A country 15 consideresd 1o be
open if it meets minimum criteria on fuer aspects of trade policy: average
tariffs must be bower than 40 percent, quotas and boensing must cover less
than 40 percent of total imparts, the black market premium must be less
than 20 percent, and export taxes should be moderate.

Public Institutions:
The quality of public institutions is based on an index created by Bnack and
Keefer (1995), which is ilsel an average of five indicators of the quality of
pulblic institutions, including (2) the perceived efficiency of the government
bureaucracy, (b) the extent of government corruption, (o) efficacy of the
rule of law, (d) the presence or abscence of expropriation risk, and () the
perceived nisk of repudiation of contracts by the goverment, Each country
is scored on these five dimensions on the basis of surveys of business
attitudes within the countries. The subindexes on the five measures ara
then summed to produce a single, overall index that is scaled between O
and 10,

Mew State
The timing of naticnal independence (0 1if betore 1914; 1 if between 1914
and 1945; 2 if between 1946 and 1989; and 3 iFafler 1989) from CIA
{1996).

Socialism:
A variable equal to 1 i the country was under socialist rule for a
considerable period dusing 1950 — 1995 based on Kornai [ 1992)

Life expectancy at birth, 1965
Data from United Mations { 1996).

Years of secondary schooling, 19695

fil

Data from Barro and Lee (1993},
Lrbamzation:
4 of population living in urban areas, 1995, from World Bank (1998},
War-torn:
Indicator for countries that participated in &t least one external war over
the period, 1960-85, from Barro and Lee (1994), with additional countries
classified by authors,
Population:
Tatal population in miliions from World Bank (1997)



Regressions for Part I1.2 (Acemoglu et al. 2001)
TaBLE 4—IV Recressions ofF Loc GDP per CapiTA
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Nares: The dependent variable in colunns (1)-{%) is Iog GDP per capita in 1993, PPP hasis. The dependent varable in calimn (%) is lag autput
per warker, from Fall and Jones {1999). “Average pratection 2gainst expropriation risk 1983-1995" is measueed on a seale from O1a 10, where
a higher score means mare pratection against risk of exprapriafion of investment by the govemnment, from Palitical Risk Services. Panel A
reparts the two-stage least-squares estimates, instrumenting for protection against axprapriation sk using log setiler mortality; Panel B reports
the corresponding first stage. Panel C reparts the eoefficient from an OLS regression of the dependent varable against averags prateeticn against
expropriation risk. Standard errars are in parentheses. Tn regressions with continent dummies, the dummy for America is omitied. See Appendix

Table Al for mate detailed variable descriptians and sources.



