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PART I





Rudiger Dornbusch, Policies to Move from Stabilization to Growth. Proceedings of the World Bank Annual Conference on Development Economics 1990, pages 19-48.





	The typical stabilization program for an economy emerging from high inflation involves freezing wages and prices and making little fiscal adjustment. For the first month of two this program is successful, partly because expectations of a freeze will have led to prior price hikes. Soon the freeze wears off, however, and the deferred rise in public sector prices, the lifting of export taxes, and real appreciation combine to erode the budget position. Then, in phase two, policy-makers implement tight money. This gives an unsustainable program another few months of life, but of course it also increases public indebtedness sharply. Next, in phase three, the problems with the program become widely perceived, and debtors plead distress due to high real interest rates. When tight money goes, the house of cards collapses; the exchange rate collapses, inflation surges, and real interest rates turn very negative. Soon, another stabilization is under construction, ready for spring, tottering in the summer, and blown away by fall.


	The important lesson to draw is this: tight money is not a substitute for a balanced budget. Real interest rates ultimately should be low, and the only way such a situation is sustainable is by basically sound fiscal and real exchange rate policies. Here we note that tight monetary policy is a signal of serious misalignment in the budget, the real exchange rate, or both. Realized real interest rates of 30 or 40 percent, in the presence of domestic debt, soon give rise to fiscal problems (p.26).





QUESTION 1


	According to the text:





(0)	Wage and price freezes are indispensabel features of successful stabilization programs.


(1)	Tight money is a complement, not a substitute for tight budget.


(2)	Typical unorthodox stabilization programs are a house of cards.


(3)	expectations of a wage-price freeze is a leading cause of inflationary surges.


(4)	Tight monetary policy gives a breath of life to the freeze.





�





QUESTÃO 2


	According to the same text:





(0)	Although it may do well for a while, high real interest rate policy works against its own ends.


(1)	Factors contributing to the budget deficit include: postponement of public sector price hikes, real appreciation of the exchange rate, and exemption of export taxes.


(2)	Unorthodox anti-inflationary programs usually start in the spring fade way by fall.


(3)	The collapse of the exchange rate combined with negative interest rates is what causes the program to fail.


(4)	Since borrowing remains low, high interest rates have little effect on debtors.





�


QUESTION 3


	Still according to the same text:





(0)	Sound fiscal and exchange rate policies makes it possible for interest rates to be maintained at low levels on a sustainable basis.


(1)	High real interest rates indicate fiscal budget disequilibrium.


(2)	The ineffectiveness of wage and price freezes comes from te freeze being used as a substitute for not a complement of fiscal adjustment.


(3)	A balanced budget is all that takes to control inflation.


(4)	Fiscal policy is more effective than monetary policy.





�


	Public sectors, like attics, need occasional cleaning out. Employment in the public sector gets bloated because of patronage and poor accountability. Productivity can be raised sharply by reviewing  labor requirements. The immediate savings - although not always as large as they would be in Brasil, for example, where public firm pay wages far above industry averages - generally are worthwhile in most developing economies. There is also ample room for privatization. Like fashions, ideological fads change, and one can benefit from the mood of the day to sell off steel mills, airlines, or telephone companies - none of which are considered to occupy the commanding heights of capitalism (p.24).





QUESTION 4


	It is implied in the text above that:





(0)	The  government should sell off its steel mills, airlines and telephone companies because they no longer occupy the commanding heights of capitalism.


(1)	Privatization is an ideological fad that can be taken advantage of to get rid of industries which the private sector can manage more effectively.


(2)	The government should clean its attic once in a while.


(3)	The public sector in most developing countries tends to get bloated with excess employees.


(4)	“Reviewing labor requirements” is an euphemism for the lay off of public servants.
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QUESTION 5


	It can be understood in that same text that:





(0)	Wages in Brazil are higher in public firms than in private ones.


(1)	Cuts in public sector employment are a worthwhile source of savings in most developing countries.


(2)	Being liable to nobody Third World government are, nevertheless, responsible employers.


(3)	Political sponsorship bears responsibility for excessive public sector hiring.


(4)	Retrenchment of public servants is strongly advocated.
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PART II





Pichon, F. S.A. Vosti, and J. Witcover, “Determinants of Land-Use Practices in the Humid Tropics: Farm-Level Evidence from Ecuador.” The International Food Policy Research Institute, Washington, DC, 1992.





	Farmers in the humid tropics, it is often suggested, move through roughly the same progression of land-use patterns over time, constrained by a “straitjacket” of ecological determinism. Occupation of forest lands necessarily requires some initial deforestation to establish ownership; using the land for annual food crops meets immediate food needs. As soils deplete, the argument runs, farmers must clear additinal forest for annual crop production, and dedicate previously cleared lands to perennial crops. As soil nutrient levels continue to fall on all cropped land, farmers shift both perennial and annual crops onto more recently deforested lands, leaving initially deforested acres to pasture and/or fallow. In this way, farmers, driven by environmental constraints and survival needs, and the absence of affordable and/or available technology, supposedly have little choice but to encroach more and more on forested land (p.10).





QUESTION 6


	According to the text:





(0)	Patterns of land use in the humid tropics are largely determined by ecological constraints.


(1)	Ecological determinism may be a “straitjacket” to farmers.


(2)	Land use in the tropics is a rough ordeal.


(3)	Farmers move through the land in the same pattern.


(4)	Patterns of land use follow a predictable pattern in the humid tropics, or so it is argued.
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QUESTION 7


	According to the same text:





(0)	Perennial crops follow annual crops.


(1)	Fallow follows pasture.


(2)	Farmers clear additional forest to compensate for soil erosion.


(3)	The fallow system of farming is common in the humid tropics.


(4)	Available farming technologies are not affordable.


�





QUESTION 8


	Still according to the same text:





(0)	It is argued that farmers fall new forest for annual crop production while leaving previously cleared area to perennial crops.


(1)	Farmers have the option to encroach on the forest or to conserve the cleared land.


(2)	It is argued that expansion of agricultural area in the humid tropics follow a pattern that is determined by survival needs, availability of technology, and environmental constraints.


(3)	Farmers depend on perennial food crops for nutrition.


(4)	Crop retation is a  standard practice in tropical agriculture, or so it is argued.


�





	In some aspects, all farmers in the study area inherit a similar situation: the area experiences uniform rainfall (averaging 2,800 millimeters) and temperature (an average 24C) throughout the calendar year, with little geographical differentiation. A sample of farm’s soil quality and  topography shows that good soils and flat lands are common in the area (50% of farms had fertile of moderately fertile soil, over 40% were on level land) (p.10).





QUESTION 9


	According to the paragraph above:





(0)	Temperature varies substantially across regions and so does rainfall.


(1)	40% of the area is on flat land.


(2)	Soil’s samples indicate good topography.


(3)	All farmers inherited areas of similar soil fertility.


(4)	There is a marked dry season and a rainy season.





�





	Still, notable differences in the natural resource base - in the “raw materials” available to the farmer upon arrival - do exist within the study area, and likely influence agrucultural production decisions both enitially and over time, making the pattern of land use more complicated than the above “cycle” scenario might suggest. Such differences alter the possible land-use “starting points” for any such “cycle”,  as well as the rate of soil change, and accompanying land-use change. Some 30% of the moderately fertile of fertile plots occurred on land characterized as hilly or steep, making some land uses (annual crops or pasture) more difficult than others (e.g. perennial crops) from the beginning. For the nearly half of sample farms overall located on steep hills, deforestation can precipitate severe soil erosion (p.11).





QUESTION 10


	In the paragraph above:





(0)	All farmers get approximately the same amount of “raw materials”.


(1)	The pattern of land use in the humid tropics is not as simple as it has been described.


(2)	Deforestation is more severe on steep hills.


(3)	It is more difficult to use land properly on level country.


(4)	Typically, land use in the humid tropics follow a cyclical pattern, but there are exceptions.
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PART III











N. Gregory Mankiw, “A Quick Refresher Course in Macroeconomics.” Journal of Economic Literature, Vol. XXVIII (December 1990), pp.1645-1600.





	The consensus in macroeconomics that prevailed until the early 1970s faltered because of two flaws, one empirical and one theoretical. The empirical flaw was that the consensus view could not adequately cope with the rising rates of inflation and unemployment experienced during the 1970s. The theoretical flaw was that the consensus view left a chasm between microeconomic principles and macroeconomic practice that was too great to be intellectually satisfying.





QUESTION 11


	In the text above:





(0)	There is no longer a consensus in macroeconomics although there used to be one.


(1)	Macroeconomic theory before 1970 had two faults, one empirical and a theoretical one.


(2)	The consensus view of macroeconomics could not explain why rising unemployment could not halt the rise of inflation.


(3)	There was an unacceptable gap between micro and macroeconomics.


(4)	The consensus in macroeconomics did not begin to waver until the late 1970s.


�





	These two flaws came together most dramatically and most profoundly in the famous prediction of Milton Friedman (1968) and Edmund Phelps (1968). According to the unadorned Philips curve, one could achieve and maintain a permanently low level of unemployment merely by tolerating a permanently high level of inflation. In the late 1960s, when the consensus view was still it its heyday, Friedman and Phelps argued form microeconomic principles that this empirical relationship between inflation and unemployment would break down if policy makers tried to exploit it. They reasoned that the equilibrioum, or natural, rate of unemployment should depend on labor supply, labor demand, optimal search time, and other microeconomic considerations, not on the average rate of money growth. Subsequent events proved Friedman and Phelps correct: Inflation rose without a permanent reduction in unemployment.





QUESTION 12


	In the paragraph above:





(0)	In the heyday of the consensus, Friedman and Phelps argued that governments must avoid taking advantage of the inflation unemployment trade off.


(1)	The unadorned Phillips curve would cease to exist if government tried to exploit the implied relationship between inflation and unemployment.


(2)	Inflation and unemployment rose in response to the rise of money supply.


(3)	The natural rate of unemployment depends on macroeconomic variables.


(4)	The rate of inflation is unaffected by either the money supply of the demand for money.


�





	The breakdown of the Phillips curve and the prescience of Friedman and Phelps made macroeconomics ready for Robert Lucas’ (1976) more comprehensive attack on the consensus view. Lucas contended that many of the empirical relations that make up the large-scale macroeconometric models were no better founded on microeconomic principles than was the Phillips curve. In particular, the decisions that determine most macroeconomic variables, such as consumption and investment, depend crucially on expectations of the future course of the economy. Macroeconometric models treated expectations in a cavalier way, most often resorting to plausible but arbitrary proxies. Lucas pointed out that most policy interventions change the way individuals form expectations about the future. Yet the proxies for expectations used in the macroeconometric models failed to take account of this change in expectation formation. Lucas concluded therefore, that these models should not be used to evaluate the impact of alternative policies.





QUESTION 13


	According to the paragraph above:





(0)	Macroeconometric models treated expectations in a haughty way.


(1)	Macroeconometric models treated expectations in a supercilius manner.


(2)	Macoreconometric models are good for nothing.


(3)	Macroeconomists were aware of and attributed great importance to expectations; they just could not measure them properly.


(4)	The Phillips curve was not founded on microeconomic principles.
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QUESTION 14


	According to the same paragraph:





(0)	The Phillips curve was upheld despite Friedman’s and Phelps’ prescience.


(1)	Lucas criticized the consumption function as well as the investment function for not taking expectations into account.


(2)	Lucas neglected the importance of the microfoundationa od macro models.


(3)	The essence of Lucas’ critique is that macroeconometric models are not useful tools to evaluate the impact of alternative policies.





�














	The “Lucas critique” became the rallying cry for those young turks intent on destroying the consensus. Defenders of the consensus argued that users of macroeconometric models were already aware of the problem Lucas defined so forcefully, that the models were nonetheless informative if used with care and judgement, and that the Lucas critique was right in principle but not important in practice. These defenses were not heeded.





QUESTION 15


	According to the paragraph above:





(0)	The Turks gave strong support to Lucas critique.


(1)	The Turks responded to Lucas’ rallying cry.


(2)	Careful attention was paid to the defenders os the consensus.


(3)	The central point of the text is that, despite the flaws pointed out by lucas, macroeconometric models can still be used as long as it is done with care and judgement.


(4)	Defenders of the models were deterred by Lucas’ criticisms.
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