
TERM PAPER ECON 1910 – comments 

If you have any questions regarding this note, please contact Gry Tengmark Østenstad 

(g.t.ostenstad@econ.uio.no) 

Problem 1 – the Human Development Index (20 %) 

 

a) What is the Human Development Index (HDI)?  

This is an open question, where a lot can be included.  Many answers were too short.  Central 

features are the three dimensions knowledge (measured by average and expected years of 

education), a long and healthy life (measured by life expectancy at birth) and a decent 

standard of living (measured by GNI per capita in PPP $).  The three dimensions are given 

index values, and we take a geometric mean across these values to find the final Human 

Development Index value. 

 

c) When we rank countries, what information can we obtain from the GNI per capita rank 

minus HDI rank? Use a few concrete country examples from the 2010 Human Development 

Report when you give your answer. 

A country with a large positive GNI per capita rank minus HDI rank has performed better in 

terms of human development than in terms of income per capita relative to other countries.  A 

country with a large negative GNI per capita rank minus HDI rank has performed worse in 

terms of human development than in terms of income per capita relative to other countries.  

Discuss possible reasons for why some countries have large values. 

 

Problem 2 – Inequality (40 %) 

 

a) Explain verbally what is meant by: the anonymity principle, the population principle, the 

relative income principle, and the Dalton principle  

The anonymity principle: A good measure of inequality should be insensitive to 

permutations of income: It shouldn’t matter who earns the income.  

The population principle: The inequality measure should be insensitive to population size: 

cloning a population and their incomes should not alter inequality. 

The relative income principle: Only relative income levels should matter, not absolute 

income levels.  Scaling incomes up or down by the same percentage should not change 

anything. 

The Dalton principle: A regressive transfer should result in a more unequal distribution.  A 

regressive transfer is a transfer from an individual to another who is at least as rich.  I write 

“at least as rich” to capture that a transfer between two individuals with the same income level 

should result in higher inequality. 



 

b) Explain and illustrate the Lorenz curve. You should explain the shape of the curve carefully. 

You should draw the Lorenz curve yourself.  Be aware that the curve should not flatten, i.e. it 

should be increasing at an increasing rate everywhere.   The reason is that the individuals are 

sorted from poorest to richest, which means that each individual’s marginal contribution to 

the cumulative income should be higher than the preceding individual.   

 

c) What are the differences between the following five inequality measures: the range, the 

Kuznets ratios, the mean absolute deviation, the coefficient of variation, and the Gini 

coefficient? 

You should describe the measures and discuss the differences between them. 

The range: is the difference between the income of the richest and the income of the poorest 

on the income scale, divided by the mean. 

 

The Kuznets ratios: are the ratio of the share of income owned by the richest x% to the share 

of income owned by the poorest y%. 

 

The mean absolute deviation: is the average deviation from the mean as a fraction of total 

income. 

 

The coefficient of variation: is the standard deviation divided by the mean. 

 

The Gini coefficient: takes the difference between all pairs of incomes and totals the 

differences.  It is normalized by dividing by mean income and population squared, because all 

pairs are added and there are n
2
 such pairs. 

 

The range and Kuznets ratios are crude measures.  While they satisfy the anonymity, 

population and relative income principle, the Dalton principle is not satisfied.  These 

measures are still useful if more detailed data are lacking.  The mean absolute deviation 

requires data from the whole income distribution.  It fails to satisfy the Dalton principle, as a 

transfer between two individuals who are both above or below the mean will not alter 

inequality, as long as the transfer is not sufficiently large to move the individual on the other 

side of the mean.  If data from the whole income distribution is available, the coefficient of 

variation and Gini coefficient are better alternatives, as these measures satisfy the Dalton 

principle.  The coefficient of variation squares all deviations, such that larger deviations are 

given a larger weight. The Gini coefficient will always increase by a regressive transfer as the 

differences between all pairs on incomes are included.    

 

d) Explain the Lorenz criterion. How is the Lorenz criterion connected to the four principles 

from Problem 2a? 

The Lorenz criterion states that an inequality measure should judge an income distribution to 

be more unequal if its Lorenz curve lies everywhere to the right of the Lorenz curve of 

another distribution.  This criterion holds if and only if the four principles from 2a are 

satisfied. 



 

Problem 3 – the Oil Curse (40%) 

These are open questions.  A good answer explains how Ross uses his empirical findings from 

the scatter plots and tables to support his arguments. 

a) Ross (2012) writes about the association between oil and democracy. Has oil been harmful 

to democracy, according to Ross? Summarize his main claims and arguments. 

Ross claims that oil has not always hindered democracy, but that many resource-rich 

countries avoided the democratization wave from the late ‘70s to the late ‘90s.  While some 

oil-rich countries have made the transition from autocracy to democracy (e.g. Mexico and 

Nigeria), he claims that generally, oil is an impediment to democracy.    

Discussing his arguments it is natural to include the three important characteristics of oil 

revenues: Scale, Source and Secrecy.  The fourth characteristic, (in)Stability of oil revenues, 

is more relevant for the association between oil and economic growth. 

b) Ross (2012) also writes about the association between oil and economic growth. Has oil 

been harmful to economic growth, according to Ross? Summarize his main claims and 

arguments. 

Ross claims that oil has not led to lower average economic growth rates, but rather more 

unstable growth.  The real mystery, he claims, is “why the oil states have had normal growth 

rates, when they should have had faster than normal economic growth, given their enormous 

natural wealth” (page 189).  

 

His arguments relate to the instability of oil revenues, as well as democracy, civil war, women 

and population growth. 


