
ECON 4918: ECONOMICS OF CONFLICT 
 

 

 

PROBLEM 1 

This problem is based on the article “Linking Conflict to Inequality and Polarization”. 
Consider the fractionalization index F which is given by ∑ 𝑛𝑖(1 − 𝑛𝑖)𝑚

𝑖=1 . What is this index 
supposed to be a measure of? Provide an intuitive interpretation of this term. 

Now consider the polarization index introduced in Esteban and Ray (1994). For a particular 
value of the “polarization sensitivity” parameter, denote this index by P1 where P1 is given by 
the following: ∑ ∑ 𝑛𝑖2𝑚

𝑗=1
𝑚
𝑖=1 𝑛𝑗δ𝑖𝑗 . Let δ𝑖𝑗 be 1 for i≠j and δ𝑖𝑖=0. What does P1 now simplify 

to? 

Show that for when society is divided into only two groups (i.e., m=2), P1 is the same as F. 

 

PROBLEM 2 

This problem is based on the article “Linking Conflict to Inequality and Polarization”. 
Consider Proposition 2 of the article. Show that in the case of pure contests (i.e, uii=1 and 
uij=0 for i≠j), the equilibrium measure of conflict depends only upon the F and P10 where the 
latter is the value of  P1 in the case of pure contests. 

Let the total number of groups be 3. Compute F for (i) n1= n2= n3 and for (ii) n1= n2=1/2. 

In which case is fractionalization higher? Repeat the same exercise for P10. Are there any 
differences? 

 

PROBLEM 3 

This problem is simply to remind ourselves about the basic mechanism behind the use of 
instrumental variables. 

Angrist (1990) studied the effect that being a veteran in the Vietnam war had on lifetime 
earnings.  

A simple model is: log(𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠) = β0 + β1𝑣𝑒𝑡𝑒𝑟𝑎𝑛 + 𝑢,  where veteran is a binary 
variable. 

(i) Will OLS provide consistent estimates of β? Why or why not? 



Angrist pointed out that the Vietnam draft lottery provided a natural experiment that created 
an instrumental variable for veteran. Young men were given lottery numbers that determined 
whether they would be called to serve in Vietnam. Since the numbers given were (eventually) 
randomly assigned, it seems plausible that draft lottery number is uncorrelated with the error 
term u. Those with a low enough number had to serve in Vietnam, so that the probability of 
being a veteran is correlated with lottery number. 

If both of these are true, draft lottery number is a good IV candidate for veteran. 

(ii) Does the above argument seem plausible? What are the two critical assumptions here? 

(iii) If some men who were assigned low draft lottery numbers obtained additional schooling 
to reduce the probability of being drafted, is lottery number a good instrument for veteran? 
Can you think of other reasonable arguments which would confound the identification 
strategy? 
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