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1. This question concerns the relationship between human capital, technical change, and growth. •What is the demographic transition? Make sure you explain the whole process using the concepts of mortality rates and fertility rates. 
Demographic transition is the transition from high birth and death rates to lower rates of birth and death as a country develops from a pre-industrial to an industrialized economic system. It can also be termed as a model that describes how population changes over time as a country develops. Demographic transition occurs in stages. In stage one, the stage is associated with pre-modern times which is characterized by high birth and death rates. In stage two, the stage is associated with urbanization/industrialization and it is characterized by high birth rates and low death rates. In stage four, the stage is associated with mature industrial changes which are characterized by a decline in the birth and death rates although death rates are decreasing slowly. In stage four, the stage is associated with post-industrial changes which are characterized by a stable condition of low birth and death rates. 
•Explain carefully two mechanisms by which technological change affects human capital formation. 
It decreases human capital formation: This is the general productivity of human capital. With changing technology, they lack the knowledge and skills to operate those new machines and hence reducing their abilities hence productivity. 
It also reduces income growth due to reduced productivity in the economy and as a result, the individual income also goes down. 
•Explain carefully two mechanisms by which human capital affects the rate of technological change. 
The stock of human capital in a country that is its knowledge and skills determine the country’s capability to adopt new technologies. Lack of enough human capital accumulation may limit the rate of technological changes. 
Human capital potentiality in terms of their income accumulation also determines the rate of technological changes. With high income, the rates will be high and vice versa. 
•Would you say that the relationship between human capital and technological change is exogenous or endogenous? 
The relationship is endogenous since technological progress is closely associated with the knowledge and skills held by human capital. 
2. Why is substitutability of capital assets important in considering sustainability? In your response, be sure to provide specific examples and to be clear about the relevant scale of the good/service of the capital asset under consideration. 
Having weak sustainability, that is having a high level of substitution of capital without a decline in the level of production ensures that an economy maintains its level of production even during times of recession when some capital assets are not available since they can be substituted with other capital assets and produce the same service. 

3. Consider people’s lives during the Malthusian period of human development. 
•Which capital assets do you think were most important for them? Be specific using examples and not just categories of capital assets. The people would need land where they would practice farming to sustain their population and buildings where they could live. 
· How do you think the most important capital assets at that period compare/contrast to the most important ones today in advanced economies? Again, use specific examples
The capital assets during the Malthusian period seem to be similar to the ones which people in the modern days demand. This is because these people require and demand land for their economic activities whether agricultural or industrial and at the same time, they require buildings where they can live. 
•Which capital assets do you think are likely to be the most important in 100 years in the currently developing world? Why?
Capital assets likely to be demanded in the future include machinery, vehicles, land, and computer equipments. This is because most of these countries will have achieved development and hence relying a lot on the industrial sector which mostly relies on the use of machines and technology. 
4. Using the microeconomic theory of fertility behavior, analyze how a well-enforced child labor ban might affect household fertility. In particular, draw an indifference curve and two budget lines /income constraints, one before and one after the policy change. Make sure to label all parts of the graph and clearly indicate what would happen to the budget line and the predicted fertility level after the child labor ban is introduced. Secondly, argue for what you think would happen to fertility if a poorly enforced child labor ban was proposed. 
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After child labor has been banned, children will start attending schools and hence they will be able to earn a better income in the future. This income will increase their level of spending and hence making the budget line to shift from A to B due to an increase in income and also their level of spending represented by the indifference curve with the increase from IC 1 to IC 2.
When these children who were involved in child labor start attending schools, they are able to learn about birth control mechanism. This will reduce the fertility rate of the country. 

5. Consider the scenario where someone from a rich country, say the United States, adopts a child from a very poor country, who is in need of a home and family. Then answer the following questions. Support your answers. Support your answers with reasonable assumptions or real examples.
a. Using your knowledge of inequality in living standards, human capital/demography, and sustainable development, explain what effect you think this adoption will have on the globe’s total productive asset base when the child is an adult, i.e. on global
This child despite having obtained home and family, he/she will also get an opportunity to attend school and gain knowledge and skills which will increase his/her competence in the economy. The child when he/she becomes an adult will be able to apply the skills in any job sector an increase the production levels. 
b. What about the effect of this adoption on local sustainable development in the place the child is from? Support your answer with examples.
When the child is adopted and be able to attend school and gain the necessary knowledge and skills required in the economy they will be able to increase the Gross National Product of their home country when they start working, reducing the poverty index and at the same time the child may be able to adopt other children from the home country so as to take care of them just as the way they were taken care of hence high levels of living standards in their home country. 
6. Understanding causal relationships between complex political, social, and economic phenomena is critical for appreciating how the world works and so also fundamental to improving policies, programs, norms, institutions and the world in general. Together we have gone over dozens of examples of such relationships. This question asks you to synthesize that knowledge and apply it to new topics as well.
a) Define and differentiate between exogenous and endogenous variables.
Endogenous variables are variables whose values are determined by other variables in a system. An exogenous variable is one which is not affected by other variables in a system. Exogenous determines endogenous variables. 
b) Provide examples from class on three different pairs of variables, then explain whether one is exogenous or endogenous to the other, as well as why that is the case. 
Consumption and income: Consumption is a variable of income so it is endogenous while income is exogenous. 
Investment and income: investment depends on income available hence it is endogenous.
Government spending and revenue. Government expenditure depends on the revenues available hence it is endogenous to revenue. 

c) Provide two examples of pairs of variables that we have *not* discussed in class, but that you have perhaps thought about on your own or in another class and explain whether one is exogenous or endogenous to the other, as well as why that is the case. 
Production of goods which depend on factors such as labor and capital.
Labor hiring in a year which depended on job availability and income to pay the workers.
Gross National Product which is dependent on the productivity of a country. 
7. Is the global economy working for or failing most of the world’s population? Identify clearly at least five dimensions along which you are making this judgment. These factors could include specific data about the world, concerning or optimistic trends, or philosophical arguments about how to weight different outcomes. 
I believe that the global economy is working out for the better of the world’ population. This is because there have been worldwide development agencies like the World Bank and International Monetary fund which have come up for the global economy to ensure that funds have been made available to the developing countries when they are experiencing an economic crisis so that they can be able to sustain their populations. There has also been the facilitation of international trade by the World Trade Organization (WTO) to ensure that the populations of a given country are able to get what they do not produce. Also, the massive mobility of capital and labor between nations of the world facilitated by the trading blocs ensures that productivity and employment in developing countries have been maintained at the desired level. 
8. Thinking carefully about your own life, critically assess the extent to which you believe you have added to, or subtracted from, the total value of all five capital assets you have. Please be precise about each of them, try to use data and reasoning to estimate the value of the changes in those you have caused, and explain how you arrive at your conclusion. Further, how do you see this changing 50 years from now?
I have actually added value to all the capital assets which I have. For instance, my cash savings have been earning a 14% interest rate in the bank and I know the value has now increased from $20000 to $50000. I have practiced horticulture in my small piece of land where I ensure that I use only organic fertilizers in maintaining its fertility and hence increasing its nutrient forming capacity. 
9.  Your answers to this question must be based directly and explicitly on course material in order to earn points.
a) Give two arguments about why population growth is a bad thing for global economy.
Population growth leads to a strain in the country’s resources leading to their depletion and therefore reducing the productivity levels of an economy.
High population mostly in developing countries leads to high importation for foodstuffs than the rate of export in order to maintain the welfare of people and hence causing an imbalance of payment between nations. 
It increases levels of dependency reducing savings. 
b) Give two arguments about why population growth is a good thing for global economy.
Large population provides readily available and cheap labor to the industries and farms in a nation hence increasing production.
Large population also provides a ready market for goods and services both domestically made goods and foreign goods. 
10. What is discounting and how does it relate to: discounting is the process of determining the present value of money or payments that are received in the future using methods such as Net Present Value and Internal rate of return. 
 (a) Intergenerational equity? Discounting relates to intergenerational equity. Discounting proposes ways in which positive intergenerational equity can be achieved for our future generations in social discount rates by adjusting discount rates to incorporate a distributional weight in the calculation of net present values. 
(b) Sustainability? Discounting helps us discount our chances for a sustainable future. One needs to consider the future value of an investment decision to ensure its financial sustainability. 
(c) Provide your personal, well-reasoned argument for a particular discount rate in relation to intra vs intergenerational equity. 
Intragenerational equity is concerned with equity between people of the same generation. Intergenerational equity is concerned with equity between the present and future generation. Intergenerational equity can be discounted on the basis of technology. The technology used now is not the same as the one which will be used by generations of 10 years from now. Intragenerational equity can be discounted using the basis of the quality of services received.
11. Critically assess the following statement using course material: “Because trade can only make countries better off, it must be the case that completely free trade is the best policy choice.” Critically assess the following statement: “Society should be concerned about inequality per se and not only poverty”.
Trade can actually be made free such that there will be zero tariffs and quotas at border points for imported goods. Although this will have some positive impacts on the economy like increasing goods in supply, it has adverse negative effects mostly to developing countries who may be exposed to unfair trade by developed nations by exporting more goods to developing countries and importing less from them leading to an imbalance of payments in the developing countries. Free trade may also promote many illegal businesses in countries. 
Poverty is as a result of inequality. If nations would want to fight poverty, they should first address inequality mostly in the distribution of resources which will reflect into reduced poverty levels. 
12. This question tests your ability to apply course concepts to the subject of water in California. Currently in California about 80% of our water is used by agriculture and 20% by urban areas, a situation that occurs due to a peculiar, non-market system for allocating water rights. 
(a) Do people in cities or agricultural areas have a higher Marginal benefit (i.e. higher marginal willingness-to-pay) for water? Why? (Hint: carefully consider the value of different marginal uses). Today in California most water prices are about one-fifth of the marginal cost of extraction, i.e. water costs way less than it costs to supply.
People in the cities have a higher marginal benefit. This is because in the cities, water is used in plenty for domestic and industrial services. The people in the cities do not have another option where they can obtain the water unlike the people in the rural areas who have multiple alternative water sources. 
 (b) Use a graph to analyze the consequences of this pricing and use it to explain what happens to water consumption.
	Demand for water. 
Cost p1	supply of water. 

p2

	Quantity demanded and supplied. 
If the price of water is too low than the cost of supply, there will be a low supply of water since the water companies will not be obtaining the costs of supply from the sales hence they will not break even.
 (c) How can this pricing happen? Does anybody actually have to pay that difference? If so, who are they?
This pricing happens when there is no proper planning in the economy and there happens to be a natural monopoly of water supply in the economy. In such a situation, the government of the country has to come in and supply water for its citizens so as to cater for the high demand for water than the supply. 
[bookmark: _GoBack]13. Use the “logic of collective action” to analyze a particular policy (the specific policy will be a surprise). 
The policy of the majority takes the win. In this case, the majority in the society usually takes advantage of the minority and hence making decisions which are not the best for the minority. They also lead to the free ride effect in the provision of public goods. 
14. Identify (i) three mechanisms by which geography can affect a society’s level of economic development 
Geography helps in imparting knowledge and skills on how to exploit and conserve our natural resources which are crucial for development.
Geography also helps to identify different climatic locations where different human activities can be carried out in success for economic development.
Geography also influences policy changes which may prohibit some activities in some regions and hence limiting the development of those regions. For example, geography prohibits the development of structures in riparian lands. 
and (ii) three mechanisms by which institutions can affect a society’s level of economic development. 
Through sponsoring of community activities like the building of hospitals.
Institutions like schools impart knowledge and skills to learners which they use in developing their societies.
Financial institutions provides credit facilities like loans to members of society to venture into businesses. 
15. Critically assess the aid industry. Should richer countries try to help poor countries? If so, how? Please refer to specific evidence presented in class or in readings to determine your answers.
Aid comes as a donation from developed countries to developing countries to help them solve some natural or manmade disasters. They really help developing countries build their devastated economies after a calamity. They are important since they promote economic development in those countries by helping them respond to calamities immediately after they occur. 

