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· Trade not aid has been the mantra of many developing nations and this section we look to evaluate both trade and aid in terms of how useful they are to the economic development of nations.

1.  We must firstly consider whether aid is going to those most in need or is being distributed for other reasons.
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2.  Does the aid actually reach the developing nation or the people of the nation?

3.  Does aid increase the wellbeing and the standard of living for people in developing countries?

________________________________________________________________________________________________________________________________________________________________________________________________________________________

4.  Many economists would argue that aid is essential for developing nations which can be summarized in the table on the next page.
	Government Spending


	

	Technology/Capital


	

	Aggregate Demand


	


· Illustrate the above on the diagrams below

A)C)






B)
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5.  There are several arguments against aid:-

· Inefficient ______________________________________________________________________________________________________________________________________________________________________________________________________

· Local Investment/Crop prices

______________________________________________________________________________________________________________________________________________________________________________________________________

· Destination of Money

______________________________________________________________________________________________________________________________________________________________________________________________________

· Debt Relief
______________________________________________________________________________________________________________________________________________________________________________________________________

6. What is required to make the donation of aid more likely to lead to economic development?
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7. Trade is generally considered to be an effective method for achieving economic development there are two sides to the argument.
Why would economic growth and development data from Asian Tiger Economies such as Singapore, South Korea and Taiwan appear to support the assertion that free trade can lead to economic development?
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____________________________________________________________________________________________________________________________________________________________________________________________________________
8. What are the potential drawbacks of free trade for developing nations?
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________________________________________________________________________________________________________
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__________________________________________________________________________________________________
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______________________________________________________________________________________________________________
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________________________________________________________________________________________________________________________
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__________________________________________________________________________________________________________________

9.  Explain why tariffs imposed by the developed world still present a problem for developing nations.
________________________________________________________________________________________________________________________________________________________________________________________________________________________
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10. There are two general schools of thought as to how economic development can be achieved:-
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· Market-Led 
· Interventionist
	
	Market-Led
	Interventionist

	Explanation

	
	

	Examples of Strategies


	
	

	Economic History


	
	

	Successes


	
	

	Problems
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" The situation is serious, Prime Minister. We've run out
of non-governmental agencies we can blame. "





11. In the table below outline the role of the IMF and the World Bank.  You can also visit the following websites for more information

· http://web.worldbank.org
· http://www.imf.org
	World Bank
	IMF

	
	


The I.M.F.
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12. What exactly does it mean when a country has a ‘balance of payments problem’?

________________________________________________________________________________________________________________________________________________________________________________________________________________________

13. Why might a country require a loan from the IMF?

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

14. Complete the diagram below.
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15. Why might an IMF loan be advantageous to a developing nation and help them to progress?

____________________________________________________________________________________________________________________________________________________________________________________________________________

16.  The IMF has been criticized in the past for the measures that they have insisted that countries take if they are to receive IMF assistance.

· What is often the cause of excessive current account deficits? 
____________________________________________________________________________________________________________________________________________________________________________________________________________________________

· What measures do the IMF insist upon?

____________________________________________________________________________________________________________________________________________________________________________________________________________

17. On the diagram below illustrate the impact that this would have upon the economy of a developing nation.


The World Bank & IMF Questions

18. Find and write down a definition for the World Bank.

__________________________________________________________________________________________________________________________________________

19. What is the Mission Statement of the World Bank

__________________________________________________________________________________________________________________________________________

20. Give details about where the World Bank gets its money from.

__________________________________________________________________________________________________________________________________________

21. Which three sectors received the most assistance from the World Bank in 2003?

22. In the table below list the regions that received World Bank assistance and the proportion that was received.

	Region
	% of total amount of assistance received 

	· 
	· 

	· 
	· 

	· 
	· 

	· 
	· 

	· 
	· 

	· 
	· 


23. When was the first loan given by the World Bank and what was it for?

________________________________________________________________________________________________________________________________________________

24. What is the principal focus of the World Bank today?

________________________________________________________________________________________________________________________________________________

25. What are the main areas of activity for the I.M.F.? Complete the table on the next page.

	· Surveillance

	

	· Financial Assistance
	

	· Technical Assistance
	


26. When was the IMF formed?

__________________________________________________________________________________________________________________________________________

27.  How does the IMF differ from development banks such as the World Bank (enter the section entitled “lending”)?

__________________________________________________________________________________________________________________________________________

28. IMF loans means that countries will hopefully be able to avoid having to do what?

_______________________________________________________________________________________________________________________________________________________________________________________________________________

29. What role can private sector banks play in the economic development of a nation?

_______________________________________________________________________________________________________________________________________________________________________________________________________________
Private Sector Banks

30.  What is the main drawback for a developing nation of borrowing from a private sector bank?

________________________________________________________________________________________________________________________________________________
31. During the 1980’s many private sector or commercial banks in the U.K. lent vast sums of money to developing nations.  Complete the table below which summarizes the problems that arose because of this lending.

	Dictators
	

	Interest payments
	

	Social Spending Programmes
	


32. What impact do you think this will have had on the economy?

________________________________________________________________________________________________________________________________________________
· Illustrate this on the diagram below.


33. How do you think that private sector banks can play a more responsible role in economic development?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
Non-Governmental Organizations

34. Can you give any examples of Non-Governmental Organizations that operate throughout the world?


35. How are non-government organizations involved in the distribution of aid?

________________________________________________________________________________________________________________________________________________
36. How can non-governmental organizations assist with economic development?

· Raising money – 

__________________________________________________________________________________________________________________________
· Lobbying Government– 

____________________________________________________________________________________________________________
Multinationals

37. What is a multinational?

________________________________________________________________________________________________________________________________________________
38. Can you give an example of a multinational company? 

39. What is the difference between a multi-national company and a trans-national company?

________________________________________________________________________________________________________________________________________________
40. The turnover (Total Revenue) of a multinational company can be enormous and often the largest multinational companies control more economic resources than a lesser developed country.

· What does this illustrate about Multinational companies?

________________________________________________________________________________________________________________________________________________
41. How are multinational companies involved in economic development?

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
42. On the diagram below illustrate the impact that multinational activity could have on the economies of Lesser Developed Countries.



· It is said that Multi-nationals can “Break crucial supply side bottlenecks in LDC’s.”

43. Explain what this means by using the table below.

	Foreign Exchange

	

	Taxes

	

	Technology

	

	Saving

	

	Human Skills

	


44.  Illustrate the impact of some of these supply-side polices on the diagram below.




45. In reality the presence of MNC’s in Lesser Developed Nations often hinders economic development rather than helping it.  MNCs often transfer components between different subsidiaries at prices that differ from the market price in order to avoid tax..

Consider a profitable UK computer group that buys micro-chips from its own subsidiary in Korea: how much the UK parent pays its subsidiary – the transfer price – will determine how much profit the Korean unit reports and how much local tax it pays. If the parent pays below normal local market prices, the Korean unit may appear to be in financial difficulty, even if the group as a whole shows a decent profit margin when the completed computer is sold. UK tax administrators might not grumble as the profit will be reported at their end, but their Korean counterparts will be disappointed not to have much profit to tax on their side of the operation. This problem only arises inside corporations with subsidiaries in more than one country; if the UK company bought its microchips from an independent company in Korea it would pay the market price, and the supplier would pay taxes on its own profits in the normal way. It is the fact that the various parts of the organisation are under some form of common control that is important for the tax authority as this may mean that transfers are not subject to the full play of market forces.

Analysing US trade data, they found loo rolls being sold to China for more than £2,000 a kilogram, whilst thermometers were being imported from Germany for six cents each.

47. The above practice is known as “Transfer Pricing”.  Why is this practice bad for the Lesser Developed Countries?

________________________________________________________________________________________________________________________________________________
48.  What is a tax concession and how might a Multi-national company gain a tax concession from a host government?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
49. How might Multinational companies move profits to avoid paying tax?

________________________________________________________________________________________________________________________________________________
50. Why might the presence of a multi-national company in an LDC inhibit local enterprise?


_________________________________________________________________________________________________________________________________________________________________________________

51. Why do many people believe that Multi-national corporations exploit the workers that they employ?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
52.  Why might the presence of Multinational companies in an LDC not be beneficial in the long-term for the nation?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
53. Some multinational companies also promote unsuitable products through persuasive advertising.

· Give an example of a company that promote an unsuitable product.

________________________________________________________________________

· Why might this hinder economic development?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
Commodity Agreements

Objectives

· To understand what is meant by the term “Commodity”

· To look at the problems associated with the export trade of commodities.

· To look at how these might be solved with supply limitation and commodity agreements.

Below give at least four examples of products that would be regarded as commodities.

54. Countries that are trading commodities have economies that are still heavily reliant upon which of the three industrial sectors?

________________________________________________________________________
55. Supply of and demand for commodities tend to be price_______________________ 

· On the diagram below illustrate how the price of commodities can fluctuate.


56. Illustrate the impact that this might have on the macro economy if there is a glut in world production.


57. There are two ways in which nations that rely upon the export of commodities can protect their economies.

· The first involves limiting supply.

· On the diagram below illustrate the impact of restricting supply on revenue in the industry.


 
58. Given the price elasticity of demand for oil what has happened to producer revenue in the market?

________________________________________________________________________
59. Which organization has attempted to do this in the past to stabilize prices for their commodity?

________________________________________________________________________
60. The other method of stabilizing prices is to introduce commodity agreements.  This usually involves having an intervention price and buffer stocks.

· On the diagram below draw a demand and supply curve for a commodity such as wheat and mark on an intervention price above the equilibrium.


61. What happens if there is a bumper harvest of wheat?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
62. What happens if there is a poor harvest of wheat?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
63. Think about the advantages of the commodity agreement in terms of the following groups.

· The producers __________________________________________________________________________________________________________________________________________
· The economy

__________________________________________________________________________________________________________________________________________
64. There are also disadvantages. Why might consumers object to the scheme?

________________________________________________________________________________________________________________________________________________
65. Why might taxpayers object?

________________________________________________________________________________________________________________________________________________
66. What happens if the buffer stock managers run out of money in a good harvest year?

________________________________________________________________________________________________________________________________________________________________________________________________________________________
67. What happens if buffer stock managers run out of the commodity in a bad year?
________________________________________________________________________________________________________________________________________________________________________________________________________________________
68. Which organization used to use commodity agreements in order to stabilize the price of agricultural products?

________________________________________________________________________
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