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The term paper consists of four exercises and you are expected to answer all four. There are no formal 

requirements regarding the length of the term paper, but I would think that a good answer should be 

somewhere between 5 and 15 pages.  

 

Note: Your answer can be given in English or in Norwegian!  

 

 

Problem 1  

According to the Harrod-Domar view of the process of economic growth, the savings rate is an 

important determinant of the rate of growth of an economy. According to Solow’s view, however, the 

propensity to save and the rate of growth are in the long run, unrelated. What explains this 

contradiction?  

 

(You are not expected to derive the models; the important part is to understand the difference between 

the models)  

 

Problem 2  

One of the Millennium Development Goals is to halve the proportion of people whose income is less 

than one PPP dollar a day by 2015. Why do you think that the United Nations use PPP dollars?  

 

Problem 3 

Explain how the size of the urban informal sector affects the expected wage for a migrant to 

the city and hence works as an equilibrating factor in rural-urban migration. 
 

 

Problem 4  

Consider an economy of 10 people and two sectors (traditional and modern) with yearly incomes 

equal to $1000 (in traditional) and $2000 (in modern). Suppose that all growth proceeds by moving 

people (one by one) from the traditional to the modern sector.  

 

a) Plot values of the Gini coefficient and the coefficient of variation as individuals (one by one) move 

from the traditional to the modern sector.  

 

NOTE: There is a typo in some version of the book in the expression for the coefficient of variation. 

The correct expression is:  

 

 
 

 

b) Relate your results to the inverted-U hypothesis of inequality. 

 

c) Explain what happens to the Lorenz curves as people move into the modern sector and discuss 

whether or not, according to the Dalton principle, inequality is rising or falling. 

 

 

 

 


