Part IIA, Paper 4





Economic Development

Topic 3
Inequality, Poverty and Development

‘Earlier stages of development are characterised by forces which widen income inequality; in the later stages inequality narrows again.’ Discuss and illustrate from the experience of Africa and India.
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Additional Problem on Inequality

The percentage shares of national income received by the poorest 20% of the population to wealthiest 20% of the population in Egypt and Mozambique are:

	INCOME QUINTILES

	
	0-20%
	20-40%
	40-60%
	60-80%
	80-100%

	Egypt
	8.7
	12.5
	16.3
	21.4
	41.1

	Mozambique
	6.5
	10.8
	15.1
	21.1
	46.5


Sources:  WDR various years

a)
Using one diagram, and the information contained in the five points (per country) above, draw and label Lorenz curves for these two countries.

b)
What is the Gini coefficient for each of these countries?  (Hint: It’s actually easier to measure the area under the Lorenz curve, and use that to calculate the Gini. The only formulae you need: The area of a triangle = 1/2 * base * height, and area of a rectangle = length * breadth. Or you could recall the formula for the area of a trapezoid). 

c)
Suppose that GNP/capita was the same in these two countries, and that the poverty line also was the same in both countries. Which country would have had a higher poverty rate, defined as the Headcount Ratio? (For simplicity, assume that, in each country, all individuals in a particular quintile have the same income).

d)
The per capita income in Egypt was $1,530 in the relevant year, 2001. The corresponding figure for Mozambique was $210. (To be more precise, these numbers represent the per capita GNI (Gross National Income), expressed in Purchasing Power Party terms).

Using this information and assuming that the income share data above was accurate for these countries in 2001, calculate the average per capita income for each quintile in each country.  Please present your answers in a well-labeled table.

e)
Same question as part (c), but now using the data from part (d): which country would have had a higher Headcount Ratio? Again, assume that the poverty line in both countries was set at the same level: specifically, suppose that it was set at a dollar a day, i.e., $365. (Again, assume for simplicity that, in each country, all individuals in a particular quintile have the same income).

