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Answers 

Development profile: Country G 
(p. 34) 
Peter Smith 

Country G is an upper middle-income country according to the World Bank’s categorisation, and it is 
classified as a high human development country by the UNDP. Did you manage to identify it? 

The characteristics of the country provide some hints. Country G is characterised by a significant 
inequality in income distribution across the country, with 20% of the population living below the 
national poverty line. Indeed, it has been estimated that just over 6% of the population live below the 
UNDP’s international poverty line of $1.25 per person per day. This is a very high percentage for an 
upper middle-income country. The profile of the country also mentions that in the past Country G has 
suffered from periods of hyperinflation and high levels of international debt. 

This combination of characteristics hints at a country in Latin America, where there is known to be 
substantial inequality, and where many countries have suffered from hyperinflation. Figure 1 shows 
the average inflation rate in the Western Hemisphere and in Country G since 1980. 

 
You can see from the figure that inflation in Country G reached nearly 3,000% in 1990, and Country G 
was not the worst country affected — Bolivia’s inflation rate reached 11,750% in 1985. Imagine living 
in a country with prices changing at such a rapid rate. 
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The profile noted that Country G has also had problems with deforestation. This points the finger at 
Brazil, which includes 60% of the Amazon rainforest. So, well done if you identified Country G as 
Brazil. 

Inequality 
The questions provided at the end of the profile asked you first to comment on the pattern of inequality 
shown in Figure 2 in the profile, and second to discuss why a high level of inequality in a society 
should be of concern to policy-makers. 

Figure 2 showed the Gini index for selected countries. The Gini index is a measure of inequality. Its 
value ranges between 0 and 100, with higher values showing greater inequality of income among 
groups in society. The countries in the figure were presented in ascending order of GNI per capita 
(from left to right) and the pattern seems to suggest that inequality increases with average incomes, 
and then falls again. 

This pattern is in line with a hypothesis that was put forward by the economist Simon Kuznets. This 
may be justified by arguing that in very low-income societies, most of the population are poor, so 
inequality is low. However, as economic growth begins to take off there are some groups in society 
who gain more than others. For example, entrepreneurs who initiate projects that stimulate growth 
may gain particularly. This leads to increasing inequality in the growth phase of an economy. Once the 
economy becomes more mature, the government may decide to use taxation to transfer income to the 
lower-income groups, so that inequality will fall again. 

This is a plausible theory but in practice there is little empirical evidence to support it. The data for the 
countries that I chose to show in the figure support it but I could equally have chosen a different set of 
countries that would contradict it. This highlights the dangers of relying on a small selection of data, 
rather than looking at the overall picture — and the importance of using data carefully and rigorously. 

Why might policy-makers be concerned about 
inequality? 
For a start, there may be humanitarian reasons for wanting to reduce the level of inequality in society. 
In particular, if there is widespread poverty in some groups within society, this needs to be tackled. 
Poverty may be seen as being a blight on society and may affect the country’s reputation in 
international circles. Alleviating poverty may also have an economic impact, by increasing the 
productivity of workers and thus enabling economic growth. 

Poverty is not the same as inequality, of course, so we should be careful not to confuse the two things. 
However, poverty often accompanies inequality, where some groups are effectively excluded from 
society. Inequality may cause social tension or even civil conflict, which can hinder the process of 
economic growth.  

On the other hand, some might argue that some degree of inequality in a society may provide 
incentives for people to better themselves, which could have a beneficial effect on economic 
performance. This only works if there is good social mobility — in other words, if there are ways in 
which people can move up the social and economic ladder. Such opportunities are not always present 
in less developed countries, especially where access to good jobs depends upon ‘connections’ and 
networks. 


