
Seminar 6: Wrap-up

ECON 4915, Spring 2014, Martin Flatø

This is a special seminar set up for you to prepare for the exam.
During the seminar, we will make teams of four people consisting of two pairs who have solved

different exercises and you will explain the solutions to each others. Both the exercises are taken
from previous exams and seminar questions, and could have been given as exam this year.

The groups below refer to the groups who presented in seminar 1-4. If you were not signed up
to present, please prepare as groups 1 and 2 if your first name starts with A-K, and as group 3-4 if
your first name starts with L-Z.

Groups 1 and 2
Please prepare the ordinary exam from spring 2013 which can be found here:

Link to exam

Groups 3 and 4
1. (Taken from the ordinary exam spring 2007) It is well known that share cropping may be

optimal when effort is not observable and the farmer is risk averse. Explain why share
cropping may also be optimal if the farmer is risk neutral, but is wealth constrained, i.e.
there is limited liability.

2. (Taken from seminar assignments spring 2011) Consider the rural credit market with infor-
mation asymmetry of the following kind: Two types of projects (borrowers), one with high
return and low success probability and the other with low return and high success probability.
For simplicity, assume that the expected returns are the same, and effort does not play any
role here (absence of any moral hazard concern).

(a) As a benchmark, characterize the competitive equilibrium with complete information
(competition between many informed money lenders).

(b) Discuss the effect of competition. What do we expect to see when a single informed
money lender operates?

(c) Discuss the effect of information. Suppose there are many unformed money lenders in a
competitive credit market? Characterize and discuss the nature of equilibrium (compared
to the benchmark case).

(d) In reality, we may expect to see a mix of the above two cases – a competitive formal credit
sector, comprises of many rural banks, in competition with a small group of informed
resident money lenders (for simplicity, we can assume the group size to be one). What
do we expect to see?

3. (Taken from the ordinary exam 2012) Based on the course material, argue for the follow-
ing three possibilities:
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http://www.sv.uio.no/econ/studier/admin/eksamen/tidligere-eksamensoppgaver/eksamensoppgaver%20master/econ4915/Ordin%C3%A6r/4915.v13.pdf


(a) Inequality may lead to lower growth

(b) Inequality may be beneficial for growth

(c) Inequality may be beneficial for growth in early stages of development, but may be harm-
ful for growth at later stages of development

4. (Taken from seminar assignments spring 2011) Discuss how parasitic activities may generate
a poverty trap. What may cause an economy to move in or out of such a trap?
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