
ECON 4918: ECONOMICS OF CONFLICT 
 

 

 

PROBLEM 1 

The economy of Gondor has only two kinds of jobs: one which pays $200 (job H) and the 
other $100 (job L).  Individuals in Gondor live for only 2 periods. In the first period, only ½ 
the population gets job H; the others get job L. At the end of the first period, everyone gets 
fired, and those people assigned to job H next period are chosen randomly. So at any period, 
every individual has a probability ½ of getting job H. 

(a) Calculate the Gini for any particular period. Now calculate each person’s average per 
period lifetime income and compute the Gini based on these incomes. Compare the two. 

(b) Now change the scenario somewhat. Suppose every person has a probability ¾ of 
continuing with the current job in the next period. Calculate the expected lifetime income (per 
year average) of a person who currently has job H; repeat the same for a person currently in 
job L. Now compute the Gini based on thes expected per period incomes. Compare with the 
figure for (a). 

(c) Generalize this idea by using p to parameterize the probability of continuing with the same 
job. Express the Gini as a function of p and examine how it changes with p. 

 

PROBLEM 2 

Take a society in which incomes take all values in $100 increments between $100 and $1000. 
Assume that an equal proportion (1/10) occupies each of these classes. Show this income 
distribution on a diagram with incomes on the horizontal axis and population proportions on 
the vertical axis. 

Now draw another diagram with half the population at $250 and the other at $750. 

(a) Which one is more unequal? (Answer by computing the Gini). Which one has more scope 
for conflict? (Just provide intuition). 

(b) Now show that the second distribution can be obtained by a sequence of progressive 
Dalton transfers from the first. 
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