Problem Based Learning Task n. 2

Time: task to be started in Week 5 and to be completed by Week 7

Presentations: Week 7 – Groups 2, 6, 9

Coursework: the completed task is part of the Coursework to be submitted by Week 11

Mark: this task accounts for 30% of the overall coursework mark

The task below has the following aims and Learning Outcomes

	Aims


	This task will help you

· Understand the key ideas underpinning endogenous growth theory

· Evaluate the debate concerning the growth or level effect of savings

· Appreciate the role of complementary policies in influencing economic growth

· Understand the concept of creative destruction

· Assess the role of technology in determining economic growth



	Learning Outcomes


	·  Understand the exogenous and endogenous growth theory debate

· Use empirical evidence to test endogenous growth theory

· Understand key ideas underpinning Schumpeterian growth theory

· Test the technology-growth link through the use of empirical evidence




Task

You are an economist who believes in endogenous growth theory. You have been approached by the government of a developing country to provide some advice on a set of policies that the government is planning to introduce.

1) Ministers from the country tell you that due to diminishing returns they are sure that capital will eventually flow from capital abundant countries into the developing country so that growth will eventually be experienced. The Ministers ask for your opinion about their view. What would be your analysis and what advice would you give to the government?

(300 words)

2) The government is planning to introduce policies aimed at increasing the saving rate with the expectation that this measure will foster long-run growth. However, the government has heard the debate concerning the level and the growth effects of savings and is unsure about the actual effectiveness of the policy. Briefly explain this debate and provide some cross-country evidence to the government about the effects of savings on long-run growth and income per capita.

(300 words)

3) 
The government is wondering whether a higher saving rate is associated with specific country characteristics (for example, the level of education or the quality of the banking sector). Provide some cross-country evidence to test the government’s theory. What policy advice would you give to the government?

(200 words)

4) 
The government is aware that growth can take place only if a process of creative-destruction takes place in the economy. The government is not very clear about this concept and is asking you to write a short report to explain it. 

(300 words)

5) 
With reference to your report on creative-destruction, the government is asking you to provide two pieces of empirical evidence:

a) Some evidence on either the level or the growth effect of technology;

b) Some evidence on whether technology can foster growth only if complemented by other measures such as better education or a good banking system.

Provide such evidence and comment on it.

(200 words)

The group should consider organising the analysis around the following concepts and ideas

	Key Concepts: 
	Spillover effects, constant returns to capital accumulation, increasing returns to scale, growth effect and level effect, savings and growth, complementarities, creative-destruction, Schumpeterian growth models, R&D and economic growth



	Notes
	Make sure that your analysis is strongly based within clear economic theory. Make sure that you understand the principles underpinning exogenous and endogenous growth. Use the datasets available on WebLearn to test the various theories. You should generate your own graphs rather than photocopying graphs from textbooks or journals.
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