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Dear Reader,
Welcome to Drayton Tribune’s third edition of  the year. 
This term has been packed full with exams, deadlines and 
some fantastic events – with many more to come – so why 
not take a breather and enjoy some of  the topical articles 
and research projects this issue has to offer?

The Economics section opens with our titular article on 
labour productivity, seeking to provide a brief  summary 
of  the causes of  stagnant productivity growth in the 
UK. Here, we break down the components of  labour 
productivity, in addition to cyclical and structural factors 
which could have led to its stagnation; graphical content 
is used throughout to provide further clarity. Meanwhile, 
our second economics article examines the views of  the 
famous (and controversial) economist Milton Friedman, 
focussing especially on the money supply, welfare system 
and the free market. This article also offers critiques 
of  Friedman’s ideas, using real-world examples as 
illustration.

We begin our Politics section with a discussion of  whether 
the International Criminal Court (ICC) is fit for purpose 
in Africa. This article explores what the ICC sets out to do, 
common criticisms of  its functioning, and also elaborates 
on the potential role the African Union could play in the 
creation of  a better alternative. Our next article looks at 
the recent surge in populism across the West and attempts 
to link it to trends in inequality, using the election of  
Donald Trump and the Brexit referendum as its primary 
case studies. In particular, this piece provides an outline 
of  the work of  Thomas Piketty, emphasising the role of  
education and income in voting patterns.

Research continues on from the last edition, starting once 
again with a focus on Africa by introducing the concept of  
‘GDP rebasing’, expanding upon some of  its implications 
for the Nigerian economy, and describing some of  the 
problems associated with data collection. We also 
feature the third iteration of  our exploration of  China’s 
One-Child Policy, this time taking a unique approach 
using Mathematica to build a new model for inequality 
measurement, utilising the Gini coefficient. Moving onto 
the Optimism Bias, we elaborate on the principles behind 
experiment design and outline some well-known games; 
we then apply this knowledge towards designing a game 
to measure the Bias.

In our next article, we construct a difference-in-difference 
regression relating to child sexual abuse, using regional 
differences in laws on the possession of  indecent imagery 
as the treatment and control cases. The article after this 
continues with an analysis of  UBI on Chinese income 
inequality, attempting to prove that it is more effective at 
reducing income inequality than targeted methods like 
Dibao, using counterfactual scenarios to argue the case. 
Lastly, we finish up by evaluating the impact of  the opt-out 
from the Working Time Directive on UK employees, 
comparing legal provisions and worker wellbeing across 
EU member states.

In other news, we’d like to remind readers of  two key 
events in the upcoming half-term. Firstly, the AGM for 
The Economist’s Society will be held in early March, so 
be sure to attend in order to vote for next year’s Directors 
and support friends who are running for positions. 
Secondly, The Economist’s Society’s annual ‘David 
Ricardo Ball’ will be held towards the end of  term; as 
one of  the year’s most highly anticipated events, this is 
certainly not one to miss out on.

On behalf  of  the Editorial Team, I hope you enjoy this 
edition and have a productive remainder of  the term.

Best regards,

James Kinder

Editor-in-Chief  2018/19
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A Brief Summary on 
the Causes of Stagnant 
Productivity Growth

Straight after last week’s Economics 
exam, Dr Carlin began describing 
the labour market to some quite 
weary students. Among the various 
concepts she introduced, labour 
productivity had the fundamental 
role of  determining “size of  the pie” 
to be divided between employers 
and workers. Its robust growth in 
the last century has been linked 
to the constant improvement in 
the standards of  living. However, 
perhaps due to a combination of  the 
wrong ingredients and unfavourable 
circumstances, the productivity pie in 
the UK has not risen considerably in 
the last decade.

Economists generally refer to 
labour productivity as the quantity 
of  goods and services produced 
per unit of  labour input, usually 
per worker (or per hour worked). 
Assuming a somewhat constant share 
going to owners, improvements in 
productivity are reflected in higher 

real wages. As such, a slowdown in its 
growth has nefarious consequences - 
both economically and socially - and 
might be part of  the explanation to 
some of  the unprecedented political 
phenomena that occurred in the last 
few years.

To give a very trivial idea of  the 
magnitude of  this stagnation, assume 
a baker produced 20 pies a day in 
1991; by 2001, his daily output would 
have increased by 5 additional units. 
However, if  the reference period 
changed to the decade starting from 
2007, our baker would have only 
experienced a meagre increase in 
production of  just 1/5 of  a pie1. 
Reiterating this example over all 
sectors of  the economy results in 
the grim situation dubbed the “UK 
productivity puzzle”. 

As Chart 1 shows, the UK is not 
alone in suffering from sluggish 
growth in productivity, although not 
all Western countries are equally 
affected. 

1 Average annual growth 1991-2001: 
2.27%; 2007-2017: 0.10%.

Chart 1 – source: ILOSTAT2 

Obviously, the timing in the above 
example was not chosen randomly: 
it was the 2007-2008 financial crisis 
that coincided with a virtual halt 
in productivity growth. Estimates 
from the Bank of  England suggest 
that output per worker is now some 
16% lower than its pre-crisis trend3. 
Consequently, analysing how the 
elements influencing productivity 
changed in response to the Great 
Recession might help to cast some 
light on the issue.

The Recipe

Labour productivity can be 
decomposed into three components4: 
capital deepening (i.e. how much 
capital is available per labour input), 
total factor productivity or TFP (i.e. 
how well firms are technologically 
combining labour and capital inputs), 
and utilisation (i.e. how much existing 
resources within a firm are used). It 
is possible to single out each of  the 
three in a general production function 
Y=A*F(WK,EL); Y indicates output, 
K capital, L labour, W the degree of  
utilisation of  capital, E the amount 

2 https://www.ilo.org/ilostat
3 (Barnett, Batten, Chiu, Franklin, & 
Sebastiá-Barriel, 2014) p. 115
4 (Barnett, Batten, Chiu, Franklin, & 
Sebastiá-Barriel, 2014) p. 116

Stale Pies and UK Productivity

Alberto Minghetti
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of  effort exerted from the labour 
force, and A the level of  technology 
(i.e. TFP). Dividing both sides by L, 
we get labour productivity:

where Y/L indicates output per unit 
of  labour, K/L is capital per unit of  
labour (i.e. capital deepening), and 
u(W,E) represents utilisation of  the 
factors of  production.

Given this simple theoretical 
framework, changes in labour 
productivity can be a result of  either 
cyclical or structural causes (or both). 
The former reflects short-term 
changes in demand which in turn 
affect factor utilisation, while the 
latter is related to more long-term 
phenomena that affect capital 
deepening and TFP. What we end up 
observing is most likely the outcome 
of  the interplay between the two.

Discerning between cyclical factors 
and structural ones is also important 
for central banks when setting 
monetary policy. For instance, if  
low labour productivity was only 
due to factor underutilisation, then 
monetary stimulus would suffice 
to rebound productivity, without 
causing higher inflation.

Cyclical Factors

As shown in Chart 2, the Great 
Recession of  2007-2008 has been 
characterised by a sharper fall in 
output rather than employment; this 
suggests that the crisis exacerbated 
the downturn in productivity. 
Essentially, firms refrained from 
laying off workers, but kept them 
employed at lower levels of  utilisation 
instead. Three main reasons have 

Chart 2 – sources: ONS and ILOSTAT5

been proposed6.

Firstly, expecting depressed demand 
to be only temporary, many 
businesses preferred to avoid the 
costly process of  firing and re-hiring 
and thus resorted to lower levels of  
labour utilisation. On the other hand, 
those that did fire employees were 
still constrained to keep employment 
above a minimum threshold to keep 
core tasks running (e.g. building 
security, basic administrative staff, 
etc); this is especially true in the 
service sector. Given that it now 
constitutes the absolute majority of  
the UK economy, the reduction in 
employment has been less intense 
than previous crises. Finally, some 
authors7 suggest that, even long after 
the crisis, firms preferred hiring over 
structural investments, as a result of  
two concurring factors: the increased 
flexibility of  wages due to lower 
unionisation and the relatively higher 
price of  capital resulting from stricter 

5 https://www.ilo.org/ilostat and https://
www.ons.gov.uk/economy/grossdomes-
ticproductgdp/timeseries/abmi/pn2
6 (Barnett, Batten, Chiu, Franklin, & 
Sebastiá-Barriel, 2014) p. 119
7 (Pessoa & Van Reenen, 2013)

lending practices. 

As the financial crisis considerably 
eroded the wealth of  many 
households, many inactive 
individuals have decided to join the 
labour force to compensate for those 
losses, hence contributing to the 
reduction of  real wages in the short-
term8. Another consequence of  the 
cheaper cost of  labour is the rise of  
now-profitable low-productivity jobs, 
which has been the main driver of  
the overall growth in employment 
since 20079. Furthermore, out of  all 
the new employed, around a third 
are self-employed10, thus usually 
resulting in lower productivity; this is 
simply because they work less hours 
on average.

Uncertainty over future demand 
is playing an important role, 
as businesses are responding to 
fluctuations by cheaply hiring 
workers and withholding key capital 
investments. This also led to capital 
depreciation11. The result of  the 
2016 referendum has certainly not 
contributed to reducing this general 
sense of  instability. 

In short, cyclical factors resulted in 
a reduction of  labour utilisation, 
as employees were not laid off, 
but worked generally less. Firms 
adopted this behaviour in response 
to low wages, which have further 
been brought down by an increased 
labour force. However, the persistent 
nature of  this phenomenon and the 
fact that productivity growth has not 
picked up that much in response to 
increasing demand might indicate 
that structural causes are part of  the 
issue as well.

8 (Disney, Jin, & Miller, 2013) p. 70
9 (Martin & Rowthorn, 2012) 
p. 40 and (Pryce, 2015)
10 (Disney, Jin, & Miller, 2013) p.65
11 (Disney, Jin, & Miller, 2013) p. 80
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Structural Causes

Firstly, it is interesting to notice how 
the biggest contributors to pre-crisis 
productivity growth –finance and 
insurance services, for instance – have 
experienced the biggest downturn 
since 200712, maybe as a result of  
tighter regulations. While the inflated 
rates of  productivity growth prior to 
the recession made its normalisation 
seem worse than it actually was, this 
fact is still remarkable and has now 
shaped the post-crisis productivity 
landscape, considering that lower 
productivity in the financial sector 
has wide spill-overs in the economy. 
Chart 3 elucidates this matter. 

Chart 3 - sources: FT and Bank of  England13

It has also been postulated that the 
magnitude of  the shortfall might 
have been overestimated as much 
as a quarter because of  pre-crisis 
measurement issues14. The implied 
trend of  growth started to slow down 
well before the Great Recession 
in certain sectors; for instance, the 
decline in output per worker in 
oil extraction and mining began 
as early as 2003. Furthermore, 
statistical incoherencies, such as not 
accounting for R&D expenditure in 
National Account data before 2014, 

12 (Martin & Rowthorn, 2012) p. 46
13 https://www.ft.com/content/6a-
da0002-9a57-11e8-9702-5946bae86e6d
14 (Barnett, Batten, Chiu, Franklin, & Se-
bastiá-Barriel, 2014) p. 118 and (Pryce, 2015) p.33

led to underestimates of  GDP that 
consequently altered productivity 
forecasts. 

The high price of  capital relative 
to labour resulted in firms raising 
employment; it might have also led 
to the adoption of  less productive 
labour-intensive technologies15. 
However, this tendency to avoid 
capital investments was not directly 
reflected on R&D spending, which 
has not dropped below pre-crisis 
levels. It could then be argued that 
what really matters for productivity 
is the implementation of  innovative 
production processes16. The fact that 
production and process innovation 
has reduced around a third since 
2002-2004 might thus bear some 
importance17.

Misallocation of  resources might also 
be another factor dragging down 
productivity. As Schumpeter pointed 
out, resources normally flow to more 
efficient firms, as the ones lagging 
behind will eventually succumb to 
competition and release their capital 
and labour. Therefore, we would 
expect businesses throughout the 
economy to all have a similar level 
of  productivity. While this is not 
completely true at the empirical level 
(some sectors naturally have more 
labour-intense production processes 
and are thus less productive), 
standard deviation for productivity 
among firms has risen considerably 
since 2008, suggesting that there 
are impediments to the free flow of  
resources within the economy18. 

This trend is also mirrored in the 
increasing number of  loss-making 

15 (Barnett, Batten, Chiu, Franklin, 
& Sebastiá-Barriel, 2014) p. 122
16 (Hall, 2011)
17 (Barnett, Batten, Chiu, Franklin, 
& Sebastiá-Barriel, 2014) p. 123
18 Ibidem

firms19, which are managing to stay 
afloat thanks to historically low 
interest rates and favourable policies 
the Government has passed since 
the financial crisis, such as delaying 
certain debt payments; consequently, 
structural investments that could 
have improved productivity have 
been delayed. While these measures 
softened the impact of  a further drop 
in output, they might have resulted in 
a general reduction of  productivity.

Concluding Remarks

In the last decade, the UK has 
experienced record low levels of  
productivity growth. As we have 
seen, the causes are both cyclical 
and structural. However, despite the 
bleak picture, there might still be a 
way out. The recent tightening of  the 
labour market resulted this month in 
the highest pay growth in a decade20, 
hence further increasing pressure on 
firms to proceed with productivity-
increasing capital investments; rising 
interest rates could also quicken the 
efficient allocation of  resources. 
Nonetheless, the biggest element 
dragging down investments – 
uncertainty – has not been dealt with, 
and the messy management of  Brexit 
surely is not helping. Certainty lies in 
a single fact: solving the productivity 
puzzle is not easy as pie.

◼

19 Ibidem
20 https://www.ft.com/content/3d88919e-
1e29-11e9-b2f7-97e4dbd3580d
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“The true test of any scholar’s 
work is not what his 
contemporaries say, but 
what happens to his work 
in the next 25 to 50 years. 
And the thing that I will 
really be proud of is if some 
of the work I have done is still 
cited in the textbooks long after 
I’m gone.” – Milton Friedman

Introduction

It was in 1912 when Milton Friedman was born under 
the hot Brooklyn weather. The young Friedman was a 
brilliant student and a voracious reader. During his time 
as a mathematics student at Rutgers University, the Great 
Depression hit the US economy and, with the influences 
of  his professors, he began to immerse himself  in the field 
of  economics.

Having lived through the Great Depression, Friedman was 
frequently exposed to the Keynesian doctrine – above all, 
government intervention was thought to be most crucial 
in stimulating aggregate demand. But Friedman begged 
to differ. Almost all of  his views were completely the 
opposite of  what Keynes sought and advocated. Many of  
his works were critical of  Keynes’ interventionist policies 
and he believed that foremostly, the economy should fall 
into the hands of  the free market. This article will discuss 
some of  Friedman’s economic ideas and cover some 
critiques against the implementation of  his policies.

Against Keynesian Economics 

Friedman’s opposition to the Keynesian doctrine was 
abundantly clear. In his book, Capitalism and Freedom, 
Friedman dedicated one whole chapter to oppose 

Keynes’ interventionist fiscal policy. 
He argued that instead of  creating 
stability in aggregate demand, 
government expenditure did 
exactly the opposite. He referred to 
it in the book as ‘the major source 
of  disturbance and instability”1. 

One of  the flaws in the system, he 
believed, was a failure of  Keynesian 

Multiplier to hold in reality. In order for the 
multiplier to work, extra government spending 

should increase total income by more than the amount the 
government inject into the economy. However, according 
to the research that Friedman undertook with the title 
The Relative Stability of  the Investment Multiplier and 
Monetary Velocity in the United States, he found no 
expansionary effect2. 

Furthermore, there were issues on how the government 
would generate the extra revenue to stimulate the 
economy. It could borrow more money but this meant 
that credit would be diverted from private to public 
borrowing, crowding out private expenditure3. As a 
result, the idea that the spending would compensate the 
lack of  private expenditure might not actually occur in 
practice.   

Another way to fund it would be through an increase 
in taxation. One would easily notice that an increase 
in government expenditure through this process meant 
less consumption from individuals, which again would 
offset the effect of  higher government spending. Thus, 
the implementation of  expansionary fiscal policy merely 

1 Friedman, M. (2002). Capitalism and Freedom. Chi-
cago: Univ. of  Chicago Press., p.75
2 Friedman, M. (2002). Capitalism and Freedom. Chi-
cago: Univ. of  Chicago Press., p. 84
3 Friedman, M. (2002). Capitalism and Freedom. Chi-
cago: Univ. of  Chicago Press. p.84

No Intervention, Please-
A Primer to Milton Friedman

Khalif Pradansyah
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changed the distribution of  spending between economic 
agents, but fell short of  increasing total expenditure 
altogether4.

Money Supply

Friedman approached the issue of  altering the money 
supply with caution. In one of  his lectures in the University 
of  San Diego, he explicitly mentioned that inflation is 
always the result of  monetary excess in the economic 
system and he opposed any notion that inflation is caused 
by the acts of  producers, consumers or trade unions5.  In 
his working paper titled Monetary Claim in The US and 
The UK, he justified this claim through the comparison 
between money supply per output and the Consumer 
Price Index illustrated below6.
  

He also claimed that “never in history, there has been 
a change in the quantity of  money that didn’t result in 
inflation”. This statement, along with many others that 
he made over the years, showed how Friedman believed 
that the altering the quantity of  money in circulation 

4 Butler, E. (2011). Milton Friedman. Hampshire: Harriman House. p.39
5 Friedman, M. (n.d.). Money and Inflation. Lecture presented in The 
University of  San Diego, San Diego, CA. Retrieved January 19, 2019, from 
https://miltonfriedman.hoover.org/objects/57219/money-and-inflation
6 Friedman, M. (1972). Monetary Trends in the United States and the United 
Kingdom. The American Economist,4-17. Retrieved January 22, 2019.

would directly influence the magnitude of  inflation –this 
was the opposite of  what Keynes had believed. 

Given the inflationary perils of  altering the money supply, 
Friedman therefore believed in its careful management, 
and he argued that unrestricted permission for the 
monetary authority to print money caused more harm 
than good. One example would be during the 1930 
Great Depression when the Federal Reserve failed to 
act accordingly. In the concluding mark of  his research, 
Monetary History of  the United States 1867-1960, he 
mentioned that if  only the Fed acted against a drop in 
the money stock by supplying more in the earlier stage 
of  the crisis, the situation would not be as bad as what 
actually happened in 1930. He further elaborated that 
if  the banking system before the Fed was still in place at 
the time, the recession wouldn’t necessarily have been the 
worst in history7. 

Unlike Keynes, Friedman preferred direct control over 
the money supply rather than altering the demand for 
money via the interest rate. Yet, he did not believe in 
the formation of  a discretionary monetary authority 
committed to monetary policy, but a simple monetary 
authority that oversaw the constant growth of  the 
monetary base. This, he argued, would result in a more 
predictable outcome for policy8. 

In addition, he also advocated massive banking 
reformation. For instance, 100% commercial bank 
reserve requirements, in which banks should keep all of  
their clients' deposits in their vaults and not to lend any 
proportion of  it to others9. This would separate the bank 
function as a deposit-manager and a loan-issuer. These 
measures would stifle the multiplication effect of  a change 
in money supply, which means generating another layer 
of  restrictions for banks to make loans and limiting the 
ability of  commercial banks in creating more money than 
those printed by the central bank, making the quantity of  
money in circulation easier to control.

The Welfare System Doesn’t Generate Welfare
Despite the admirable motivations for welfare systems, 
Friedman thought that existing systems were flawed.

During his lecture at the University of  Rochester, he 

7 Friedman, M., & Schartz, A. J. (1963). A Monetary History of  The 
United States: 1867-1960. Princeton: Princeton University Press.
8 Friedman, M. (2002). Capitalism and Freedom. Chi-
cago: Univ. of  Chicago Press. p.54
9 Butler, E. (2011). Milton Friedman. Hampshire: Harriman House. p.64
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argued that one wouldn’t spend others’ money as carefully 
as their own, including the government10. Even if  they 
were able to build public housing or public schools, there 
were many cases where the results were subpar. One 
might argue that the lack of  funding might be the reason, 
but Friedman saw this as a problem of  the system itself, 
not the resources.

He also argued that the welfare system, which should 
help the poor to a higher degree than the rich, performed 
exactly the opposite. One example would be the subsidy of  
education. He cited a study from the state of  California in 
the 70s that showed 50% of  students in higher education 
were coming from the top 25% income level whilst only 
5% came from the bottom 25%. Referring to more recent 
studies in 2016, we can use the result from the Association 
of  American Colleges & Universities who claimed that 
78% of  the students from higher income backgrounds 
progressed to some type of  higher education after high 
school, whilst the proportion is only 46% for students 
who come from lower income backgrounds11. Given that 
all individuals are paying taxes, including the poor, and 
given the statistical data above, the poor might ended up 
helping to subside the rich in their higher education.

10 Friedman, M. (n.d.). What Is Wrong with the Welfare State?Lec-
ture presented in The University of  Rochester, Rochester, NY. Re-
trieved January 19, 2019, from https://miltonfriedman.hoover.
org/objects/57222/what-is-wrong-with-the-welfare-state?ctx-
=92a9d962-a012-468f-afbb-d6006a4e09e5&idx=6
11 Association of  American Colleges & Universities. (2018, June). 
The Income Gaps in Higher Education Enrollment and Com-
pletion. Retrieved January 22, 2019, from https://www.aacu.
org/aacu-news/newsletter/2018/june/facts-figures

Instead of  relying on the state, Friedman believed that 
policy should be guided by market-based first principles. 
He thought that the market didn’t always comprise of  self-
interested individuals and instead, it opened up a room 
for voluntary cooperation. There was, he concluded, 
latitude for altruistic actions in the market, such as 
philanthropic activities or private scholarships. These, 
he opined, took place without coercion and the effect of  
misleading bureaucratic interests. In justifying this claim, 
he referred to the 19th century as the greatest outburst of  
philanthropic activities that took place when government 
spending was below 10% of  national income. This 
finding is also reinforced by Sarah Flew from LSE in her 
article Unveiling the Anonymous philanthropist: charity 
in the nineteenth century, in which she refers to the 19th 
century as a period of  “spectacular growth in the number 
of  voluntary organizations” and  “undoubtedly a great 
philanthropic age”12.

The Free Market 

In three short previews above, we have seen how Friedman 
opposed several acts of  government intervention in 
economic activities. He didn't regard the government 
as evil, but its failures to achieve the objectives of  its 
interventions inevitably lead to greater market inefficiency. 

This leads us to his profound belief  in the free market. 
In the very first chapter of  his book, Capitalism and 
Freedom, Friedman argued that the market generated 
cooperation with a common objective to produce a 
mutually beneficial outcome without coercion13. If  we go 
back to the 19th century, this view is somewhat similar 
to the classical political economists’ views, namely Adam 
Smith. 

Despite this, he still agreed that governments were 
necessary to “determine the rules of  the game”, to 
reinforce legislation to ensure the absence of  malpractice 
in the market. Some examples would be defining property 
rights, maintain a targeted money supply and limiting 
monopoly dominance.

Critiques

The Friedmanite school gained significant interest 

12 Flew, S. (2015, March). Unveiling The Anonymous Philanthropist: Charity 
in the nineteenth century. Retrieved January, 2019, from http://eprints.lse.
ac.uk/61080/1/Flew_Unveiling_the_Anonymous_Philanthropist.pdf
13 Friedman, M. (2002). Capitalism and Free-
dom. Chicago: Univ. of  Chicago Press. p.7
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in the 80s, alongside the beginning of  the Thatcher 
administration in the UK. Thatcherism, a term referring 
to policies implemented during Margaret Thatcher’s 
time in office, was influenced heavily by Milton Friedman 
& Friedrich Hayek and, hence, adopted the same view 
of  minimal state intervention14. One of  Friedman’s 
prominent ideas that became implemented in policy was 
the specific targeting of  money circulation. This policy 
worked remarkably well to tame inflation, with its rate 

reduced sharply from 18% in 1980 to around 5% by 
198215. Despite its huge success, this measure involved 
raising the interest rate to 17%, which caused the pound 
to appreciate and hurt British exports. After further 
failures in other countries, such as the US, the Friedmanite 
mechanism was slowly abandoned by central banks16.

Another trial of  Friedman’s market liberalisation took 
place in Chile. Under the Augusto Pinochet regime, there 
was massive market liberation in the country through 
the elimination of  price controls, drastic reductions in 
social welfare, liberalisation of  international trade and 
capital markets alongside many others. At a glance, the 
reform improved Chile’s economic growth, boosted FDI 
and improved its international trade position. However, 
it was accompanied by rising inequality, in which its 
Gini Coefficient increased from 0.49 to 0.52 and its 
unemployment almost doubled17. Unrestricted capital 
flows also facilitated domestic firms to acquire a significant 
amount of  foreign loans, with private sector foreign debt 

14 What is Thatcherism? (2013, April). BBC. Retrieved January, 
2019, from https://www.bbc.co.uk/news/uk-politics-22079683
15 Pym, H. (2013, April). Margaret Thatcher: How the econ-
omy changed. BBC. Retrieved January, 2019, from https://
www.bbc.co.uk/news/business-22073527
16 Margaret Thatcher Foundation. (2006, October 17). Milton Friedman. 
Retrieved from https://www.margaretthatcher.org/document/110882
17 Davis-Hamel, A. (2012). Successful Neoliberalism?: State Policy, Poverty, 
and Income Inequality in Chile. International Social Science Review.

doubling after the liberalisation. However, in 1992, there 
was an increase in the global interest rate and a decline in 
trade that caused a capital outflow from the economy and 
left many companies insolvent with huge debts. It was not 
until the reintroduction of  greater state intervention that 
the Chilean economy regained its stability.

Naomi Klein, the author of  the Shock doctrine, launches 
an especially acute polemic on Friedman. She claimed 
that Friedman was taking advantage of  the trauma that 
occurred after a certain economic downturn as a doctrine 
to re-engineer the economy into a liberal state18. For 
instance, the market liberalisation in Chile happened 
after the country suffered from hyperinflation. Similarly, 
the Asian Financial Crisis of  1997-1998 was also an event 
where Southeast Asian countries, in dire need of  foreign 
loans, were forced to implement market liberalisation in 
return. Furthermore, the free market reform resulted in 
a massive transfer from public accounts to private hands, 
which, as she described, “turn[ed] the already wealthy 
into the super-rich and the organised [the] working class 
into [the] disposable poor”.

Lastly, Friedman’s ideas were also subject to some ethical 
scepticism. In one of  his interviews in 1991 with Randy 
Paige, he argued that the market for drugs should not be 
banned and should be made available for the public under 
the notion of  freedom19. For Friedman, the dimensions of  
economics, politics and morality seemed to converge, and 
his notions of  freedom bled into each of  them. 

In the end, Friedman was a man of  controversial and 
unconventional economic ideas. Yet, it was these very 
unorthodox ideas that provided us with a different 
approach to economics. Even if  orthodox market 
liberalisation, as Friedman suggested, may not always 
generate the most stable and favourable outcome, it has 
provided lessons for many countries, such as Chile, to 
find the best middle ground between market and state 
intervention. The work that Milton Friedman produced 
is one of  the best guides for economists and politicians 
around the world to find the best balance on how to 
manage a society. 

◼

18 Klein, N. (n.d.). The Shock Doctrine. London: Penguin Group.
19 American Drug Forum [Interview by R. Paige]. (1991). Retrieved January 
19, 2019, from https://www.youtube.com/watch?v=nLsCC0LZxkY
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14 The last few years have seen a surge in 
support for populist parties, on both 
the political left and right, all around 
the world (Figure 1). In this piece, I 
will try and understand this rising 
trend through the lens of  economics 
and more specifically, through trends 
in inequality. 
 
Figure 1: Populism takes the spotlight
Source: Google trends1

1 https://trends.google.com/trends/ex-
plore?date=all&geo=US&q=populism

Clarifying Populism

Tackling this question firstly 
requires us to properly understand 
what Populism is, for it is a 
concept particularly susceptible to 
misunderstanding. One's immediate 
idea might just be to think of  
far-right parties as these tend to be 
the ones catching news headlines 
more frequently. 

However, populist parties can in fact 
be located at either extreme of  the 
political spectrum. A Dutch political 
scientist (Mudde, 2004) describes it 
2as "an ideology that considers society 
to be split into two homogeneous 
and antagonistic groups - the "pure 
people" vs the "corrupt elite". It 
argues that politics should be an 
expression of  the "will of  the people." 
As we will later see, this proves to be a 
rather apt definition, especially in the 
case of  the Brexit referendum. 

The Link to Inequality

There has been a breadth of  
literature exploring this issue and it 
is perhaps best to start with one of  
the most prominent authors on the 

2 Mudde, C. (2004). The Populist Zeitgeist. 
Government And Opposition, 39(4), 542-563. 
doi: 10.1111/j.1477-7053.2004.00135.x

subject. 

Thomas Piketty (author of  the 
bestselling Capital In The 21st 
Century) in a recent paper (Piketty, 
2018)3 examines trends in France, 
Britain and the US and argues that 
not only are populism and inequality 
linked, but that both can be explained 
by shifts in the typical two party 
system that favours different elites.
 
Through analysing trends over time 
in these countries, Piketty finds 
evidence that left wing parties, which 
were typically associated with less 
educated voters, now generally attract 
voters with a higher level of  education 
(on average). Conversely, right wing 
parties are typically associated with 
and represented by more wealthy 
voters. The consequence of  this is 
that lower educated, lower income 
voters feel deserted – this is where 
populism tends to stem from. 

He found similar trends in all three 
countries mentioned above, which is 
striking given their different political 
structures. 

For example, the US by construction 
has a two party system. This means 
that for a populist to come to power, 
it requires the whole party to shift 
further to one of  extreme of  the 
political spectrum. 

France, on the other hand, 
encourages new candidates. In fact, 
the CSA (France’s broadcasting 
watchdog) says that once the official 
list of  candidates has been listed, 
each must be given equal screen time.

3 Piketty, T. (2018). “Brahmin Left vs Merchant 
Right: Rising Inequality and the Changing 
Structure of  Political Conflict”. Retrieved from 
http://piketty.pse.ens.fr/files/Piketty2018.pdf

Inequality and 
Populism

Zaar Khan
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Populism in the US

Perhaps the most well-known 
example of  populism can be seen 
in the US, as figures from both the 
far left (Bernie Sanders) and far 
right (Donald Trump) have gained 
popularity (Kazin, 2016)4. The 
2016 election was one that stunned 
many – but it seems entirely plausible 
to suggest that it was something 
years, even decades, in the making 
(Galbraith, 2017)5. 

Historically, Piketty believes, there 
used to more class-based electoral 
allegiances, with Democrats typically 
being associated with low income 
and low education workers while 
the inverse was true for Republicans. 
This has changed in recent years, 
however, as the US has now moved 
to a "multiple elite" party system 
according to Piketty (2018). 

Here, his research suggests the 
Democratic Party now represents and 
attracts more highly educated voters, 
while the Republican Party tended 
to represent more wealthy voters, 
leaving a vacuum of  viable electoral 

4 Kazin, M. (2016). How Can Donald Trump 
and Bernie Sanders Both Be ‘Populist’?. Retrieved 
from https://www.nytimes.com/2016/03/27/
magazine/how-can-donald-trump-and-
bernie-sanders-both-be-populist.html
5 Galbraith, J. (2017). Inequality and the 
2016 Election Outcome: A Dirty Secret and 
a Dilemma | Newgeography.com. Retrieved 
from http://www.newgeography.com/con-
tent/005678-inequality-and-2016-election-
outcome-a-dirty-secret-and-a-dilemma

candidates for lower educated, 
less wealthy individuals who now 
felt as though they were not being 
represented by the government. 

Meanwhile, populist candidates 
seemed to have recognised this, with 
many promoting messages against 
the establishment such as Donald 
Trump's infamous "Drain the 
swamp" (Hughes, 2016)6. 

This sentiment of  change is captured 
rather well in a CNN exit poll which 
asked "Which candidate quality 
mattered most?" Over 80% of  Trump 
supporters responded saying they 
believe he can bring change7. This 
again emphasises voters’ frustrations 
with the current status quo.

Piketty offers some possible 
explanations, in his paper, as to 
why inequality has trended this 
way and the implications this may 
have; however, he only does so in a 
theoretical sense. Here I will examine 
some of  these in further detail and 
examine it in the case of  the 2016 
election. 

Among others, he is a strong believer 
that economic inequality is tied to 
globalization and this was one of  
Hilary Clinton's downfalls in the 
election (Piketty, 2016)8. Popular 
economic theory says that inequality 
from globalization comes in two 
different varieties (Maskin, 2014)9. 

6 Hughes, T. (2016). Trump calls to ‘drain 
the swamp’ of  Washington. Retrieved from 
https://eu.usatoday.com/story/news/
politics/elections/2016/2016/10/18/
donald-trump-rally-colorado-springs-eth-
ics-lobbying-limitations/92377656/
7 https://edition.cnn.com/elec-
tion/2016/results/exit-polls
8 Piketty, T. (2016). We must rethink globali-
zation, or Trumpism will prevail | Thomas 
Piketty. Retrieved from https://www.theguardian.
com/commentisfree/2016/nov/16/globali-
zation-trump-inequality-thomas-piketty
9 Maskin, E. (2014). Theorist Eric Maskin: 
Globalization Is Increasing Inequality. Re-

The "less-worse" version says that it 
is a necessary side effect of  economic 
growth. This is because some sectors 
experience more growth than 
others, as they benefit more from 
international activities. 

In the "worse" version, the wages of  
less skilled and lower wage workers 
falls as there is less demand for their 
labour (for example, outsourcing 
production to an emerging market). 
When examining the "worse" case 
further, we note that these jobs 
are typically in sectors such as 
manufacturing and in fact, these 
states were pivotal to Trump’s 
success in 2016 according to census 
data (Petulla, 2018)10.  Empirical 
evidence has further strengthened 
this argument – for example, research 
has shown (Hakobyan & McLaren, 
2016) significant negative effects for 
a particular minority of  American 
workers in the form of  lower wages 
in the case of  NAFTA11.  This, again, 
can potentially be explained by 
Maskin's theory of  jobs going abroad 
due to cheaper labour costs.

To summarize, one possible argument 
for recent political trends in the 
US could be growth in inequality, 
stemming from globalization. 
Trump, seeing this, has tapped into 
their fears and concerns, potentially 
helping him come to power. 

Populism and Brexit

Next, if  we turn to the Brexit vote in

trieved from http://www.worldbank.org/
en/news/feature/2014/06/23/theorist-er-
ic-maskin-globalization-is-increasing-inequality
10 Petulla, S. (2018). Trump's tariffs are 
for places where he needs to win back sup-
port. Retrieved from https://edition.cnn.
com/2018/03/03/politics/where-steel-manufac-
turing-jobs-are-midwest-us-trump/index.html
11 Hakobyan, S., & McLaren, J. (2016). 
Looking for Local Labor Market Effects of  
NAFTA. Review Of  Economics And Statistics, 
98(4), 728-741. doi: 10.1162/rest_a_00587
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Fig 2: Gross Domestic Household income vs 
Remain vote share

Source: ONS, BBC12

the UK, a similar picture emerges. 
The vote was seen as an expression 
of  anti- establishment sentiment 
at the EU, grounded by nationalist 
undertones. In fact, one of  the 
defining issues was immigration and 
its effects on the labour market - a 
somewhat similarly polarizing issue 
to the US example we have already 
seen.

Research from the Guardian (Barr, 
2016)13 has shown that areas where 
residents had higher levels of  
education voted heavily in favour 
of  remain, whereas areas with more 
voters with no formal qualifications 
were slightly more likely to vote leave. 
Furthermore, as Figure 2 shows, 
household income was also seen as 
a determinant of  how people voted, 
with wealthier regions more likely to 
vote remain. 

12 ONS: https://www.ons.gov.uk/economy/
regionalaccounts/grossdisposablehouse-
holdincome/bulletins/regionalgrossdispos-
ablehouseholdincomegdhi/1997to2016
BBC: https://www.bbc.co.uk/news/
politics/eu_referendum/results

13 Barr, C. (2016). The areas and demograph-
ics where the Brexit vote was won. Retrieved 
from https://www.theguardian.com/news/
datablog/2016/jun/24/the-areas-and-demo-
graphics-where-the-brexit-vote-was-won

This again reflects trends in 
globalisation as areas in the south 
which, clearly benefitting from 
globalisation, voted strongly to 
remain. The further north one goes, 
however, as de-industrialisation has 
taken place over time these regions 
have less wealth and tended to 
vote more towards the leave camp 
(Dorling, 2017)14. Although this 
explains part of  the story, we can 
now turn to the field of  psychology 
to further understand voter trends.

A group of  researchers suggested 
linking the "openness" personality 
trait to acceptance of  trade in 
different regions. (Garretsen et al, 
2018). In the paper they define 
openness as one that "captures 
intellectual curiosity and preferences 
for other ideas and influences". It is 
also thought to differentiate between 
more open and closed minded 
individuals. 

By controlling for other factors, 
they map the "openness" trait (one 
of  the big five personality traits) for 
each of  the 380 UK local authority 
districts and find that nearly half  the 

14 Dorling, D. (2017). Brexit, inequality and 
the demographic divide | British Politics 
and Policy at LSE. Retrieved from http://
blogs.lse.ac.uk/politicsandpolicy/brexit-in-
equality-and-the-demographic-divide/

variation between remain and leave 
can be determined by how "open" a 
particular region is. This has helped 
policymakers understand why many 
regions with strong EU trade links 
still decided to leave the EU.

To summarise, this article has 
explored some of  the drivers behind 
recent populist surges and could 
easily be applied to other areas in the 
world, most notably Europe.

 Research has shown that low income, 
less educated workers, who make up 
a sizeable amount of  the population 
may feel underrepresented by 
mainstream political parties due to 
the emergence of  a "multiple elite" 
party system. This group of  workers 
are particularly exposed to potentially 
negative redistributive effects of  
globalisation. This is something 
populist leaders have capitalised on, 
helping to lead to their success.

◼



17

Politics
The Drayton Tribune

Issue 18, 2019

South Africa’s announcement of  
its intention to withdraw from the 
International Criminal Court (ICC) 
in 2016 signaled to the international 
community that African leaders’ 
dissatisfaction with the organisation 
was turning into action. Despite the 
ICC’s track record of  22 completed 
trials1, including numerous successful 
convictions, critics of  the organisation 
cite its overly Afro-centric focus as a 
reason for African states’ withdrawal2. 

1 International Criminal Court, 
2018, ‘The Court Today’
2 Keppler I. 2017 ‘Managing Setbacks for 

As countries across Africa debate 
whether the ICC provides positive 
net value to African countries, 
there is an intriguing proposition: 
could a faster cessation of  violence 
in the region be achieved if  these 
countries left the ICC in favour of  
an African Union Criminal Court? 
This could deepen the relations 
between historically hostile nations 
by building on existing economic 
ties, and bring about sustained peace 
through greater interdependence 
and cooperation. 

the International Criminal Court in Africa’

A Court Fit for Purpose? 
 
The International Criminal Court’s 
core function is to investigate, 
and where appropriate prosecute, 
individuals charged with ‘genocide, 
war crimes, crimes against humanity 
and the crime of  aggression’3. This 
approach of  ‘individualistic guilt’ 
aids the reconciliation process by 
providing justice while avoiding 
collective blame. However, beyond 

3 Schiff, A, 2016, ‘Building the In-
ternational Criminal Court’

The International Criminal Court in Africa: Peace 
and Prosperity through Law and Order

Tom Gray
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this remit, the ICC also aims to 
deter future crimes of  this nature 
by signaling to leaders and warlords 
that their actions in conflicts are 
being scrutinised4. Although critics 
say that the ICC removes the legal 
sovereignty of  a country to an 
unacceptable degree5, some African 
countries like the Democratic 
Republic of  the Congo lack the legal 
infrastructure and funds to be able to 
handle complex legal investigations 
into war crimes6. In addition, the 
trans-national nature of  the ICC 
itself  provides an appropriate 
forum for addressing cross-border 
cases involving several countries in 
which the jurisdiction of  individual 
domestic courts could be unclear.
 
A persistent problem within the ICC 
is the conflict of  interest between 
its stated objectives of  justice and 
reconciliation. One such case is 
the controversial investigation into 
Sudanese president Omar al-Bashir, 
who is accused of  directing a 
campaign of  mass killing in Darfur7. 
Although there is compelling 
evidence against him, years of  
diplomacy and recognition of  the 
independence of  South Sudan has 
created a fragile peace8. If  a sitting 
president were to be brought into 
custody as the outstanding ICC 
arrest warrant demands of  the 
Sudanese government, conflict could 
potentially flare up again9. Following 

4 Cilliers, H and Mbadlanyana, B, 2013 
‘Africa and the ‘Responsibility to Pro-
tect’: What role for the ICC?’
5 Brighton, T, 2002, ‘Avoiding Unwilling-
ness: Addressing the Political Pitfalls In-
herent in the Complementarity Regime 
of  the International Criminal Court’
6 Mbaku, A, 2017, ‘International Justice: The 
International Criminal Court and Africa’
7 Totten, C, 2008, ‘Arguing for an Inte-
grated Approach to Resolving the Crisis in 
Darfur: The Challenges of  Complemen-
tarity, Enforcement, and Related Issues 
in the  International Criminal Court’
8 Ibid.
9 Ibid.

a doctrine of  justice to the point of  
dogma is potentially dangerous and 
however justified the ICC prosecutors 
are in investigating al-Bashir, the geo-
political fallout of  blinkered justice 
must be considered. For this reason, 
the Arab League and African Union 
have both condemned the warrant10.

Another common criticism of  the 
ICC is that the organisation acts as 
a neo-colonial institution, referring 
to the fact that Western judges and 
prosecutors are often determining 
the innocence or guilt of  African 
defendants. Although certain 
regions across Africa are missing 
the developed legal infrastructure 
necessary to prosecute war crimes, 
resources across the continent could 
easily be pooled as all countries have 
a moral interest in seeing the worst 
criminals brought to justice. To this 
end, an ‘African solutions to African 
problems’ approach is advocated. 
While African agency free from neo-
colonialist influences is rightly given 
great importance, agency at the cost 
of  endemic human suffering – from 
a total withdrawal of  all African 
states from the ICC and a likely 
emboldening of  potential criminals – 
is unjustifiable. However, the transfer 
of  the ICC’s role from its European 
headquarters and operations to a 
centralised African court system 
fulfilling the same function would 
reconcile these concerns.

While there are valid concerns relating 
to the International Criminal Court’s 
position on state sovereignty and 
conflict resolution, it undoubtedly 
holds significant value for African 
nations. There is strong evidence 
to support the view that the ICC 
has successfully acted as a deterrent 
to human rights abuses across the 

10 Al Jazeera, 2009, ‘Arab lead-
ers snub al-Bashir warrant’

continent11, and it is broadly believed 
that a trans-national court system 
helps to bring much needed security 
to unstable regions within Africa. 
However, whether the ICC is the best 
constructed organisation to act in 
this capacity is debatable. Through 
its approach of  deterrence, the 
ICC is simply providing a stop-gap 
to the underlying socioeconomic 
and political issues responsible for 
the outbreak of  violence, which 
ultimately lead to the war crimes 
that the ICC prosecutes. To truly 
fulfill the objective of  preventing war 
crimes, the ethno-cultural hostilities 
underlying inter-state conflict12, as 
well as the continent’s poor economic 
development underpinning intra-
state conflict13, must be addressed; 
this can only be achieved through 
deeper economic and political 
interconnectedness.   

A Better Alternative
 
After the conclusion of  World War 
Two Europe faced many of  these 
problems, but managed to overcome 
decades of  historical resentment and 
poor post-war economic performance 
in part through the creation of  the 
European Union14. Africa already 
has proto-equivalent institutions15: 
the African Union, the Common 
Market for Eastern and Southern 
Africa (COMESA), the Economic 
Community of  West African States 
(ECOWAS), and the African 
Economic Community. Although 
these are promising building-blocks, 

11 Cilliers, G, 2011, ‘Africa and the ‘Respon-
sibility to Protect’: What role for the ICC?’
12 Ng’ong’ola, G, 2010 Regional integra-
tion and trade liberalisation in the South-
ern African development community’
13 Herbst, J, 2013, ‘The future of  Af-
rica: A new order in sight?’
14 Hunt, M, 2014, ‘The World Trans-
formed, 1945 to the Present’
15 Luke, D 2007, ‘Launch of  the Continental Free 
Trade Area: New prospects for African trade?’
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there is currently a problematic lack 
of  political willpower to develop 
trans-continental ties into a more 
unified organisation. Since an 
ill-fated attempt to centralise post-
colonial Africa with a pan-African 
parliament16, federalists have been 
nervous about a comprehensive ‘big 
bang’ approach to integration, instead 
subscribing to a more gradualist 
approach17. To this end, the African 
Union has signalled that it would 
be willing to take over the regional 
responsibilities of  the ICC. The 
necessity and political momentum 
for a trans-national court, and the 
willingness of  the AU to adopt that 
role, could lay the foundations for 
deeper interconnectedness and 
stability within the continent of  
Africa in the future.
 
State of the Union

Although few argue against the 
potential of  a trans-continental 
African Union, many point towards 
the failure of  the AU’s predecessors 
to enact real change as a reason for 
pessimism about the future18. In the 
wake of  the 20th century colonial 
exodus following a series of  violent 
uprisings across the continent, as 
well as a shift in European views on 
colonisation, a wave of  African unity 
swept the continent. Out of  this 
sentiment emerged the Organisation 
of  African Unity (OAU), founded 
by 32 African states in 1963. Setting 
itself  a mandate to drive out any 
remaining European influences in 
Africa, pan-Africanist Cham Joof  
summarised the bright outlook of  
many people at the time, stating:

16 Utete, A, 2003, ‘African In-
ternational Relations’
17 Haas, B, 2964, ‘Beyond the Nation State: 
Functionalism and International Organization’
18 Manboah-Rockson, J, 2016, Politics & 
the Struggle for Democracy in Africa

"Your success will inspire and 
speed up the freedom and total 
independence of  the African 
continent and eradicate imperialism 
and colonialism from the continent 
and eventually neo-colonialism from 
the globe"19

Despite laudable intentions, the OAU 
became entrenched in the quagmire 
of  bureaucracy which would engulf  
many of  the organisations that 
would later replace it20. Described 
as a ‘talking shop’ and a ‘dictators 
club’ the OAU may have had 
limited success in securing African 
sovereignty, but simply traded it for 
domestic corruption in the form 
of  a new African elite which filled 
the shoes of  previous European 
overlords. By 2002, the OAU had 
been completely replaced by the 
African Union, with a greater focus 
on alleviating poverty across the 
continent and accelerating political 
and social-economic integration. 
To this end the African Union has 
been more successful than the OAU, 
however there are still widespread 
doubts about the AU’s role in this 
development, as opposed to natural 
advances from globalisation and other 
macroeconomic fundamentals21. 
Meanwhile allegations of  
undemocratic elections and endemic 
corruption in the organisation persist. 

There is substantive evidence to 
suggest that African countries benefit 
from the International Criminal 
Court: since its formation, the ICC 
has brought justice to regions lacking 
the necessary legal infrastructure and 
acted as a deterrent against repeat 
atrocities, but concerns about the 

19 The Point Newspaper, 2011, 
Cham Joof's speech
20 BBC, 2002, ‘African Union re-
places dictators' club’
21 Lee, Carol E, 2006, ‘Study on 
an African Union Government: To-
wards a United States of  Africa’

court’s practices and Afro-centric 
focus are causing key countries to 
question their membership. However, 
these concerns could be addressed, 
and deeper economic and political 
cooperation forged across the 
continent, by transferring regional 
jurisdiction to the African Union. 
Whether this optimistic outlook 
is simply a naive fantasy, or the 
foundation of  a prosperous African 
continent, remains to be seen. 

◼
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On the need to focus on 
methodologies to uncover 
development in Africa

Measuring development seems 
straightforward, because what 
we usually see are a few relatively 
comprehensible and comparable 
statistics. Country A has per capita 
income of  $1,000, 90% of  its people 
can read, life expectancy is 70 years, 
and so on. There are obviously 
many more indicators, some more 
complex than others, but strikingly 
the methodology behind these 
development measures is hardly ever 
straightforward or uncontroversial. 
In my previous piece I discussed some 
ways in which African countries defy 
the negative expectations we might 
have about them, and here I want to 
show how sensitive our knowledge 
of  Africa is to methodologies used to 
gauge its development.

Open Sesame!

Who has ever logged into a bank 
account just to discover that there 
is £20 more in it than expected? In 
2014 Nigeria experienced something 
similar, but it needed to do many 
more calculations.

Long story short, what Nigeria did is 

called GDP rebasing. It adjusted its 
GDP base year from 1990 to 2010. 
This raised nominal GDP estimates 
by 89%, from $270 billion to $510 
billion, putting Nigeria ahead of  
South Africa, as the continent’s 
biggest economy (The Economist 
2017). Other African countries also 
updated their base years recently, 
with similar results (Figure 1).

Now long story slightly longer. 
Gross Domestic Product (GDP) of  a 
country is the monetary value of  all 
final goods and services produced in 
the economy in a given year (IMF 
2018a). There is a need to distinguish 
a raise in the value of  goods and 
services caused by inflation from the 
raise in actual economic output.
Hence real GDP is usually used. It 
divides a given year’s production by 
the base year’s prices. If  the resulting 
value is higher for the current year 
than for the previous year, real GDP 
has grown.

Base year however determines not 
only prices used to adjust real GDP. 
It also determines what goods and 
services are included in the GDP 
estimates and how much weight each 
sector of  the economy is given. For 

example, if  a country uses 1990, 
as a base year, it likely assigns no, 
or only a small, weight to mobile 
telecommunications sector. However, 
in 2010, this sector is likely to 
constitute a sizeable portion of  the 
economy. It is similar to the case 
of  composition of  the consumer 
basket of  goods and services used 
to determine the inflation rate. We 
would be seriously worried if  the 2019 
basket did not contain, say, mobile 
phones or internet services. A similar 
principle applies to GDP rebasing. 
Determining how much exactly 
each sector contributes requires an 
industry census, or at least large-scale 
representative survey, thus the new 
base year is usually chosen to be the 
one when many such surveys were 
conducted. In the case of  Nigeria, 
the telecommunications sector, along 
with the small retail and Nollywood 
industry, largely drove the increase of  
its GDP (The Economist 2017). 

What mattered for Nigeria was also 
the fact that it took into account not 
only its production, but also spending 
and income data. These three 
sources should provide equivalent 
estimates of  GDP, but when used 
in conjunction can help make GDP 

How did Nigeria 
find $240 billion 
overnight?

Robert Lipinski

Note: Names of  countries given with year of  rebasing. Values for Nigeria are decreased by factor of  ten to 
fit into the graph. Sources (in descending order on the graph): Forbes, IMF, BBC, Oxford Business Group, 
Reuters, The Economist
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estimates more consistent. GDP 
rebasing in general is an occasion to 
comprehensively revise and update 
methodology behind this index. 
Some examples of  what rebasing 
entailed, in the case of  Senegal, are 
presented in the table below, adopted 
from a report by the IMF (2018b).

Rebasing is a standard statistical 
procedure and usually does not result 
in such enormous revisions of  GDP 
estimates (rebasing in India actually 
slightly decreased its GDP). However, 
the IMF recommends that it is done 
once every five years (Jerven 2013). If  
it becomes outdated by 20 or more 
years, as it is in some countries, the 
results of  rebasing can be as extreme 
as those described above. In 2013 
the median base year in sub-Saharan 
region was 2000, so clearly much 
older than recommended (IMF 
2013).

Such upward GDP re-estimates can 
clearly have many advantages. For 
Nigeria the ability to claim that they 
are the biggest African economy 
is a ready-made slogan to attract 
investors. The government should 
also be able to better assess the best 
potential sources of  tax revenue 
and generally know which sectors 
of  the economy are developing and 
which are lagging behind, and hence 

perhaps need public support. It has 
also been noted that increased GDP 
leads to lower debt/GDP ratio, which 
might improve a country’s credit 
ratings (Oxford Business Group 
2018). On the other hand, higher 
GDP might expose a country’s low 
tax revenue/GDP ratio or low health 
and education spending relative to 
GDP (Financial Times 2014).

It is certainly necessary that 
countries update their GDP base 
year regularly. The problem arises 
when some do so, but others lag 
behind. How can we compare GDP 
by country, if  countries use very 
different base years? (Jerven 2013). 
This suggests the need to adopt 
consistent and rigorous statistical 
standards around the world. The 
United Nations System of  National 
Accounts (SNA) is meant to provide 
such universal guidelines “on how 
to compile measures of  economic 
activity” (UNSTATS 2019), but as 
discussed above, the implementation 
is clearly lacking.

Mirror, mirror on the wall, 
who is the richest of them 
all?

One might say that GDP, rebased or 
not, does not necessarily reveal much 

to us about the actual standards 
of  living. If  we are concerned with 
that, perhaps we should look more 
closely at income and expenditure 
of  households. There are two basic 
sources of  such data: national 
accounts (NA) estimates and 
household surveys (HS). Having two 
sources is good, right? Yes, but only 
when they show the same thing.

The two estimates diverge largely 
across all developing countries. For 
24 sub-Saharan African countries 
detailed in World Bank (2008), the 
HS/NA consumption ratio ranges 
from as low as 0.21 for Swaziland 
to as high as 3.48 for Madagascar. 
Ravallion (2003) calculations for 88 
developing countries show that this 
ratio, at the turn of  the century, was 
on average 0.826. It was however 
higher and not significantly different 
from the expected value of  unity for 
the subsample based on expenditure, 
rather than income surveys.

It seems like household surveys are 
a more credible source, because a 
representative sample of  households 
is actually asked about income and 
expenditures. However, for a long 
time, researchers have noted several 
serious problems with this approach. 
Ravallion (2003) documents that 
household surveys suffer from 
wealthy households refusing to take 
part or being inaccessible for other 
reasons (“getting past the guard dog 
alive” problem). People are also wary 
to report some income sources or 
simply forget to include some of  them. 
These all result in underestimation in 
the final results. This problem has 
been found to be less severe, but not 
absent, for expenditure surveys.

National accounts estimate 
consumption, not by surveying the 
households, but by treating them as 
“residual claimants” (Ruggles and 

Table adapted from IMF (2018b) “Senegal: Sixth Review Under the Policy Support Instrument” 
SNA: System of  National Accounts. FCFA: Franc de la Communauté Financière de Afrique - the 
common currency in eight West African countries, including Senegal.
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Ruggles 1986, cited in Ravallion 
2003). Ravallion (2003) reports that 
one method (the “commodity flow” 
method) is to sum output and imports 
for each commodity group. Then 
the domestic consumption by firms 
and government is subtracted. What 
is left is the private consumption 
of  the particular commodity 
group. It seems clear that this is 
not the most precise methodology. 
For example, in most developing 
countries consumption by non-profit 
organizations is not subtracted from 
the total output, and so it is counted, 
as if  it was household consumption. 
Also, the national accounts do not 
include informal, household-based 
and subsistence activities. When 
the economy develops many of  
these activities become formal or 
market-traded and are thus included 
in the national accounts (Ravallion 
2003, World Bank 2008). Hence the 
consumption level might grow faster 
in the national accounts than in the 
household surveys.

This issue should be acknowledged 
especially for countries, where there 
is evidence of  large divergence 
between the two data sources. Both 
are also open to improvements like 
adjusting survey questionnaires or 
separating consumption of  non-
profit organizations in the national 
accounts. However, currently the two 

sources are not only interchangeable, 
but probably individually unreliable. 

Conclusion1 

Methodologies behind development 
indicators matter enormously, but 
are often underreported, or, even 
worse, consciously neglected. Data 
on developing countries, including 
African ones, suffer from other issues, 
like politicization or inaccessibility 
of  some regions. All these problems 
prompted researchers to look for new 
methods of  measuring development. 
These will be taken up in the next 
edition.

The baseline is that, whereas 
we might still be far away from 
eradicating many blights ravaging 
Africa, we should at least see progress 
where there is one. The ultimate 
quality of  the data depends on the 
statistical offices of  each country. 
However, the work of  the UN, the 
IMF and the World Bank, among 
others, proves that the international 
community can provide a worthwhile 
assistance in this sphere. If  the data 
we get is inaccurate, then even 
the most sophisticated regression 
models will not tell us what works 
for development and what doesn’t. 
As statistical adage goes: Garbage in, 
garbage out.
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Brief Recap:

For the previous two editions of  my research project, 
I introduced the effect of  the One-Child Policy on the 
distribution of  wealth in China through the mechanism 
of  cross-generational bequests, followed by a literature 
review, seeking inspiration. In this edition, I will illustrate 
the basic construct of  my model, producing numerous 
observations and insights, while detailed elaborations on 
more intricate and subtle factors feeding into the basic 
construct will be due in the next edition.

Defining Individuals:

For any model to work, one needs to construct "units" 
to which certain rules, in this case the matching process, 
can be applied. A unit can carry multiple variables, with 
each variable possessing different information, which I 
can manipulate and build my model upon. Under the 
context of  my model, I define a unit as an individual 
in an economy. We restrain ourselves to two variables 
from the start, wherein I proceed to give the variables 
the following identifiable meanings: assigned wealth and 
gender. For example, the given unit named "a := {40,1}" 
carries the following information: an individual named 
"a" with $40 of  assigned wealth, and a male. The notation 
:= can be understood as defining a unit with the variables 
in the bracket. Once individuals are defined, one can, 
consequently, create multiple individuals with the same 
contextual traits but different numerical values, i.e.

The above are the six individuals created for modelling 
purposes, which intend to show the matching process 
under three social classes of  people, namely the rich (with 
$60), the middle class (with $40), and the poor (with $20), 
whilst each class has two people with opposite genders. For 
obvious reasons, two individuals with opposite genders 
are required to create a new individual, inheriting their 
wealth down. For programming purposes, one could 
manipulate the units and combine them into a neater 
matrix form. I combine the individuals according to their 
gender, giving two matrices named M for male and F for 
female:

The first column for each matrix is the assigned wealth 
of  different individuals, whereas the second column 
represents the gender of  each individual with the 
corresponding wealth level. Note that the gender variable 
only takes binary information, with 1 for male and 0 for 
female. Once categorised, we can eliminate the second 
column for matching and calculations. 

Matching and Manipulating:

Once all the units have been established, one could then 
apply rules that could potentially simulate an economic 
model. For this edition, I will mainly focus on matching 
couples according to population proportions, i.e. for any 
individual, it is most likely for him/her to marry a spouse 
from the social class that has the highest population 
proportion, regardless of  each one of  their marital 
preferences. With the six individuals defined above, one 
could ideally replicate many more individuals with the 
same defined characteristics. Since this is to emulate the 
overall economy, we generalise the defined individuals to 
a full population of  20,000 people, assigning a relatively 
populous middle class (40%), with lesser proportions for 
the rich and the poor (each 30%). One could first give 
a comprehensive glance to the first-generation wealth 
distribution with the Histogram below:

The Unexpected 
Consequences of the 
One-Child Policy in 
China (3)

Junzhao Shi
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Similarly, one could also establish the Lorenz curve of  the 
code-generated second generation.

Comparison and Observations:

Armed with two sets of  data, one can proceed to quantify 
wealth inequality by considering the Gini coefficient of  
both generations. Though one could use the arithmetic 
way of  deducing the Gini coefficient, namely, 

where di is denoted as the difference in wealth of  ith 
group, within which a rich and a poor person are paired 
(d=yr-yp), with n pairs, and the average income of  the 
whole society (y ̅), it is more straightforward to calculate 
the value directly from the Lorenz curve. It is calculated 
through the ratio of  the difference in area between a 
45-degree line from the origin and the Lorenz curve, over 
the entire area under the 45-degree line. It is possible 
to construct a function traced out by the Lorenz curve, 
thereby integrating the area under the curve.

Meanwhile, one may arrange the wealth values in 
numerical order and produce a graph depicting the 
cumulative percentage of  total wealth against the 
cumulative percentage of  corresponding population 
proportion, namely the Lorenz curve.

After establishing the overall picture of  wealth distribution 
of  the first generation, one can now start the matching 
process. The process is as follows: I randomly select a male 
and a female from the population, where I pair them up 
by adding their wealth together, producing a numerical 
value which represents the wealth of  their second-
generation. As the population proportions of  different 
classes vary, it is more likely to select an individual from 
the middle class and to match a spouse from the middle 
class as well. To see the overall wealth distribution of  the 
second-generation, I run the operation 10,000 times, 
producing 10,000 potential second-generations.
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evidence, one could observe that the matching process has 
undoubtedly rendered the tails of  the second-generation 
wealth distribution longer, whereas the volume of  tails is 
much thinner, meaning that if  one draws a value from 
the second-generation wealth distribution, it is with low 
likelihood that an extreme value can be observed. On 
the other hand, the Gini coefficient can only capture 
the relative changes in wealth distribution, weighing 
variations more in the middle part than in the two ends. 
This evidence then supports the distinction I made in the 
first edition, which puts emphasis on the wider ends of  
the distribution, showing more segregated social classes. 

A Simple Case of Generalisation:

The case analysed above is fairly limited, as it assumes 
only 3 social classes in the first generation. We can relax 
the assumption to the extent that the wealth distribution 
of  the population partly follows a normal distribution. 
Since a normal distribution takes negative values of  x, 
which is not applicable to assigned wealth level, I then 
randomly select a list of  positive values from a normal 
distribution and generate a new distribution based upon 
the values given. In this particular case, I selected 200,000 
positive values from the distribution [N(50000,389063)], 
forming the following probability distribution. 

It can be observed that the distribution is fairly right-
skewed, giving a large population proportion on the 

lower end of  the social ladder against relatively few 
rich. The general shape of  right-skewness is backed by 
historical data accumulated by D'Ambrosio and Wolff 
(2008), showing a clear right-skewed wealth distribution 
in the US, if  only the right-end tail is much longer. 
However, since this is at model-constructing phase, I will 
elaborate more on the fine adjustments of  the modelled 
distribution in later editions.

Similarly, for the second generation,

Given the values of  the Gini coefficients, there is an 
alarming fact that the wealth inequality in the second 
generation is higher than the first, showing great contrast 
to my hypothesis. However, it is doubtful that one could 
then conclude that wealth inequality has not increased 
under the Policy, as one could consult the wealth 
distribution laid out in the form of  histogram, showing a 
more disperse distribution for the second generation than 
the first. With further analysis, based on the generated 
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This case contrasts greatly to the previous three-class 
model, where the second generation Gini coefficient 
reduces from 0.21531033667 to 0.15247865417. The 
reason lies in the second model, where the wealth 
precipitation process follows the defined mechanism 
under which all the wealth of  a couple is passed down 
to one individual, while the population of  the second 
generation is uncontrolled, giving a part of  undefined 
generated population, whom, in essence, are without 
parents. This problem will be addressed in the next 
edition.

Concluding Remarks:

So far, I have constructed the model that I will continue 
to work on in the following editions. More elaborations 
on the model will be made in the near future, where I 
will introduce a preference factor that allows different 
individuals to match according to their likings and wealth 
level, instead of  strict population proportions. The 
wealth bequest process will be much more subtle. Rather 
than simply adding the wealth of  two individuals, the 
elaborated model shall produce second-generation wealth 
by taking into account of  the lifetime consumption, saving 
pattern and bequest motives of  different social classes, 
which could eventually lead us to explore the unintended 
consequences of  the One-Child Policy, explaining why, 
after 30 years of  implementation, the government 
decided to cease continuation of  the Policy.

◼

 [Source: D’Ambrosio & Wolff (2008)]1 

Having established the general shape of  the distribution, 
one can use the same method to generate a second 
generation wealth distribution based on random 
selection, giving a new graph below.

One can then compare the second generation’s wealth 
distribution to the first, observing an enlarged smooth 
peak with a more substantial proportion in the middle. 
One can then generate the values of  the Gini coefficient 
between the two generations. Using the same method in 
the previous section, it is possible to trace out the Lorenz 
Curve for the two generations.

• Gini coefficient of  the first generation: 0.40887
• Gini coefficient of  the second generation: 0.412405

1 C, D’Ambrosio. & E, Wolff. (2008). “The Distribution of  Wealth in the 
United States from 1983 to 2004: Inequality and Polarization.” Journal of  
Economic Literature. (Paper prepared for the workshop “Income Polariza-
tion: Measurement, Determinants and Implications”, May 26-28 2008, Israel)
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The purpose of  this article is 
to expand on the background 
from the last issue, outline 
next steps in the research and 
provide a sound overview of  the 
necessary theory of  economic 
experiments, in relation to my 
study of  the optimism bias. 

Clear definition of  games which allow 
for precise adjustments of  the rules, 
such as the order in which players act, 
number of  periods of  repetition and 
information available to players open 
doors to vast possibilities for running 
experiments. However, these have 
to be carefully designed, in order to 
prevent fundamental flaws such as 
systematic errors. There is extensive 
literature available on building 

experiments, with an approachable 
masterpiece in Friedman et al. 
(2004). Designing an experiment is 
designing a microeconomic system, 
under which agents of  certain types 
and endowments interact within a 
framework set by certain institutions. 
The institutions, “the rules of  the 
game”, are directly controlled by 
the researcher and outcomes are 
summarised by functions of  agents’ 
choices. In order to design an effective 
experiment, a series of  principles 
must be followed.

Principles of experiments 

Induced value theory – incentivising 
agents to follow the rules and put 
in their best effort – is crucial in all 

experiments. It has been proved 
that real money paid as a reward 
is the best guarantee of  providing 
strong incentives. According to 
Houser and McGabe (2014) the 
use of  real money in experiments 
is a prerequisite for their publishing 
in economic journals. Student 
research therefore faces obstacles 
in guaranteeing validity because of  
the budget constraints, resources are 
often limited and participation upon 
goodwill or friendship may lead to a 
violation of  the next fundamental: 
external validity.

External validity means that 
ultimately the findings may be 
generalisable outside of  the lab. 
This is the fundamental reason for 

Games and Optimism – Focus on Experiments

Daniel Drobik
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running experiments and the aim of  
researchers. External validity may 
be achieved by a proper rewards 
scheme, as discussed above; setting 
the instructions in neutral manner, 
such that the effects of  framing are 
minimal, is another way to achieve 
this. An example of  framing includes 
the use of  the words ‘partner’ or 
'counterpart’ leading to significantly 
different results (Houser et al. 2004, 
cited in Houser & McCabe 2014).

One of  the most important 
prerequisites for experiments is also 
randomness. Randomising from 
known probability distributions at 
every stage of  the experiment, in 
assignment of  treatments as well as 
establishing anonymity of  the agents, 
plays a crucial role in guaranteeing 
external validity of  results (Jackson & 
Cox, 2013).

Jackson and Cox (2013) summarise 
the experimental design in four 
principles. Eliminating systematic 
errors, for external validity. 
Comparing like to like to control for 
characteristics such as demographics. 
Replication to verify results and 
consideration of  factorial experiments 
(answering more questions within a 
single study). Friedman (Friedman, 
et al.) further contributes with a 
list of  typical effects disturbing the 
results of  experiments. For example, 
learning behaviour adjustments 
based on the time spent playing the 
game; experience from previous 
studies; boredom and fatigue for long 
session experiments; uncontrolled 
interaction and cooperation with 
other participants; or imperfections 
while choosing the subject group.

Games used in  
experiments

There are numerous games which 
have been the centre of  attention 

for game theoretical and economic 
researchers while conducting 
experiments, often implying 
divergencies between the theoretical 
predictions and data. One of  these 
games is the Ultimatum game, where 
a Proposer (a player who has been 
given a certain amount of  money) 
makes a take-it-or-leave-it offer to 
the Responder and depending on the 
reaction of  the responder, they either 
split the sum according to the offer 
or both get nothing. By the theory 
of  rationality, tiny offers should be 
accepted by a strictly rational agent, 
as little is better than zero. The Nash 
equilibrium is actually offering zero 
and accepting because, for a zero 
offer, the responder is indifferent. 
However, the data shows that the 
offers of  the Proposers are much 
higher: close to 40% to 50% of  
their resources (Houser & McCabe, 
2014). This is largely attributed to 
an irrational sense of  fairness. In 
the game called the Beauty contest, 
where players are guessing a number 
and the guess closest to two thirds 
of  the average of  all guesses wins a 
prize, the results proved that certain 
agents make up to 3 steps of  iterated 
reasoning, depending on their type. 
The predicted result of  zero is rarely 
observed in this case as well.

Despite these and other interesting 
games, the one which is at the 
forefront of  game theory in the public 
eyes is the Prisoners’ Dilemma. The 
experiment of  this research will also 
focus on a variant of  this simple 
two player, two strategy game. Each 
player has the dominant strategy 
to defect, but both would have 
been better off cooperating. The 
theoretical prediction is the Nash 
equilibrium of  dominant strategies, 
therefore to always defect. This result 
draws so much attention as it is an 
example of  the social disadvantage 
arising from a crucial assumption 

in economics: pure individual 
rationality of  self-interested agents 
and the failure to work together for 
common good (Kuhn, 2017). In the 
original experiment, where the game 
was repeated hundred times, the 
predications were proven wrong by 
cooperation (Goeree & Holt, n.d.). 
This was later explained by the idea 
of  Subgame Perfection in repeated 
games. Nevertheless, even in the 
one-shot variant, the equilibrium 
strategy is not the socially optimal 
outcome.

Application to the 
optimism bias

Having established the basic 
principles of  experiment design and 
the divergence between predictions 
and models of  game theory, an 
attempt will be made to explain 
some of  deviation from equilibria 
by the optimism bias. This cognitive 
illusion, proven by neuroscience, 
makes individuals overestimate 
the likelihood of  positive events 
and underestimate the likelihood 
of  negative ones. In order to 
find supportive evidence for the 
hypothesis that the optimism bias 
causes shifts from equilibria towards 
non-equilibrium higher payoff 
strategies, a two-step experiment will 
be built, with the aforementioned 
principles in mind.

Firstly, a measure of  the intensity of  
the bias for each participant needs 
to be estimated. In order to do so, a 
model similar to confidence measures 
in business will be used (Obergruber 
& Hrubcova, 2016). A series of  
10 random general knowledge 
questions will be presented to the 
participants. Before answering, they 
will individually predict their score, 
and after the questions, they will 
be asked to estimate how well they 
did. The two estimates would then 
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be compared to the actual results 
and an approximate measure of  the 
optimism bias as the average of  the 
two differences will be subsequently 
calculated for each individual.

Secondly, the participants will be 
asked to play the Prisoners’ dilemma. 
There will be two variants of  the 
pay-off matrices.

In Variant 1, the combination AA 
is the unique Nash equilibrium. 
This corresponds to defect-defect 
in the original game. In order to 
avoid framing, description “Action 
A” would be used. However, playing 
BB would yield a less-negative 
payoff for both players. In Variant 
2, The unique equilibrium is BB. 
Participants will know that these two 
are the possible payoff structures, and 
that each time they play, the game 
will be either Var1 or Var2 with equal 
probability (achieved for example by 
a digital coin toss or drawing odd 
or even cards). By expected payoffs, 
this makes, in theory, the players 
indifferent between choosing any 
of  the strategies. By definition, the 
optimism bias includes the notion of  
optimism about personal outcomes 
but realism about the outcomes 
of  others. Therefore, the tested 
hypothesis is that action A should 
be preferable for both players. This 
arises from the fact that the bias 
makes them believe that the positive 
payoff in the Variant 2 game will be 
the randomly chosen one and that 
the other player will play A as well, 

in order to achieve the mutual payoff 
of  5.

This scenario will be played a number 
of  times implementing the principle 
of  Strangers matching, where each 
time the pairs would change. There 
is the risk of  learning and changing 
behaviour in between the rounds, 
however, the optimism bias has been 
proven to not be altered greatly in 
the face of  reality. Therefore, the 
assumption will be made that in this 
case, failure of  the prediction to be 
realised should not alter the strategies 
of  players. Depending on the size of  
the sample and budget constraints, 
appropriate cash incentives will be 
provided, for example such that each 
a payoff of  1 will correspond to 10 
pence. Any negative payoffs would 
be subtracted from the positive ones 
and at the end of  the game the 
players will be paid their rewards. In 
a perfect situation, a flat participation 
reward would be beneficial in order 
to incentivise attendance on the day, 
as well as allowing for the subtraction 
of  negative payoffs from the games. 
However, this will likely not be 
possible due to budget constraints, 
so the minimal reward will be zero. 
After the experiment, an attempt to 
adjust the results for the optimism 
bias based on the results of  the first 
stage will be made and the results 
thoroughly analysed.

Conclusions 

Economics went a long way from 
a branch of  moral philosophy 
during the times of  Smith; through 
to the rigorous and clearly-defined 
mathematical science of  Marshall 
(and, later, Samuelson); to the 
multidisciplinary subject of  the 
modern era, wherein connections to 
psychology and sociology are explored 
using experimental methods with 
strict principles, being cautious of  

their flaws. The focus of  the ‘science’ 
has been shifting between narratives 
and models, fuelling debates on 
the possibilities of  generalising the 
results and legitimacy of  either 
approach. This especially applies to 
game theory, for which the important 
mathematical framework for decision 
making in microeconomics has 
been successfully challenged since 
its advent in the 1960s. Building 
experiments takes rigour and time 
– there are obstacles to be faced. 
Nevertheless, this research sets out 
to continue the exploration of  the 
connection between games and 
optimism, to walk on the path of  
change in economics.
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Roughly 1 in 15 people aged 16-59 
in England and Wales have been 
sexually abused as a child, according 
to the 2015 to 2016 Crime Survey for 
England and Wales (Flatley, 2016). 
Among the various measures taken to 
change that grim reality, one recent 
legislation, the Coroner and Justice 
Act 2009, prohibits the possession of  
fictional child pornography (FCP), 
based on the belief  that FCP results 
in more child sexual abuse (CSA). 

However, we cannot say with 
confidence that such a kind-hearted 
belief  is true. As discussed in my last 
article, to the best of  my knowledge, 
there has been no specific econometric 
study on the relationship between 
possessing FCP and committing 
CSA. My research is an attempt to 
fill that gap in the literature.

In this article, I will explain my 
methodology and present my data. 
As will be discussed later in detail, my 

approach is to conduct a difference-
in-differences (DiD) analysis, with 
regions where the prohibition took 
effect in 2010 as the treatment group 
and regions unaffected as the control 
group.

This article is organised as follows. In 
Section One, I discuss and describe 
available datasets. In Section Two, I 
explore possible methods to estimate 
the impact of  a prohibition against 
possessing FCP on the incidence of  

Does criminalising the possession of indecent images 
of children reduce child sexual abuse? Part 2
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CSA.  I will present my results and 
suggest further developments in my 
next article. 

Data

This research uses the rate of  
police-recorded sexual offences 
against children per 100,000 
people to measure incidence of  
CSA. My dataset covers the years 
2007-2012 for the pair of  England 
& Wales, Northern Ireland, Scotland 
and seven states & territories of  
Australia1. The number of  offences 
for England & Wales and Northern 
Ireland are obtained from the United 
Nations Office On Drugs and Crime 
(UNODC, 2018); the number of  
offences for Australia and Scotland 
are published by their respective 
governments (AIHW, 2009, 2010, 
2011, 2012, 2013, 2014; Scottish 
Government, 2013). These numbers 
are then divided by mid-year 
population estimates to obtain the 
relevant rates (ONS, 2018; ABS, 
2018).

Admittedly, police-recorded data 
has a few problems as a measure 
of  the incidence of  CSA. One 
problem is that direct cross-regional 
comparisons may not be sensible. For 
example, although England, Wales 
and Northern Ireland have the same 
rules for police records, their rules are 
technically different from the rule of  
Scotland (Bentley, 2017). Moreover, 
since CSA is often underreported, the 
extent of  underreporting might vary 
across nations; it’s also possible that 
CSA that occurred in some previous 
year is reported later, so police-
recorded data might not reflect the 
real-time incidence (Allen, 2018).  
However, I believe that those 
problems will not seriously 

1 Northern Territory is excluded because it 
exhibits a very different trend of  CSA in-
cidence compared to all other regions.

undermine the validity of  my DiD 
analysis. Although the data is not 
directly comparable, if  it’s assumed 
that the extent of  underreporting 
and the proportion of  previous 
incidences reported in different 
regions change in a parallel way, they 
may nonetheless show comparable 
changes in trends.

Empirical Strategy

As a prohibition against possession 
of  FCP is expected to reduce 
consumption thereof, one way 
to estimate the impact of  such a 
prohibition is to regress the incidence 
of  CSA on the consumption of  FCP. 
This method has been adopted 
in the relevant literature. For 
instance, Bhuller et al. (2013) used 
instrumental variables to estimate 
the effect of  using the internet 
on sex crime, and Cunningham, 
Engelstatter, & Ward (2016) used a 
proxy variable to measure the effect 
of  playing violent video games on 
violent crime. Unfortunately, given 
the illegal nature of  FCP, it seems 
implausible to directly estimate the 

consumption of  FCP.

Therefore, the method employed 
for my research is to take advantage 
of  the introduction of  the Coroner 
and Justice Act 2009 to conduct 
a difference-in-differences (DiD) 
analysis, which is useful for estimating 
the average causal effect of  a policy 
change (Lechner, 2011). There is rich 
literature taking this approach. For 
example, Raifman et al. (2017) used 
DiD analysis to estimate the impact 
of  permitting same-sex marriage on 
suicide attempts of  teenagers in the 
US, and Ruhm (1998) used a similar 
approach to assess the effect of  paid 
parental leave based on data from 
nine European countries. 

There are two regions in my treatment 
group: Northern Ireland and England 
& Wales, where the Act took effect on 
6th April 2010 (SI 2010/816). My 
control group includes Scotland and 
seven states & territories of  Australia. 
To my best knowledge, none of  the 
selected regions had changes in laws 
regarding CSA or rules for police 
records during the period studied. 

When selecting control groups, two 
assumptions must be considered. 
Firstly, the treatment and control 
groups have to share a common trend 
in their incidence of  CSA before the 
treatment occurred. Secondly, the 
composition of  the groups cannot 
systematically change as a result of  
the treatment, i.e. those who wish 
to keep in possession FCP cannot 
migrate from the treatment group to 
the control group. 

Scotland is not covered by the Act. 
Because it shares similar cultures 
and administrations with the rest of  
the UK, the assumption of  common 
trend is more likely to be satisfied. 
For example, an online campaign 
against CSA may affect Scotland 



33

Research
The Drayton Tribune

Issue 18, 2019

and England in a similar fashion; 
if  police in England gives more 
attention to CSA, it’s likely that 
police in Scotland may do the same. 
However, since British residents can 
freely move to Scotland, the extent 
to which composition of  the groups 
stays the same is questionable. 

The seven states and territories in 
Australia are different jurisdictions 
but are similar regarding child 
pornography (Al-Alosi, 2018: 34). 
All of  them did not have changes 
in the prohibition of  possession of  
FCP during the time period that 
will be studied. The problem of  
a potential compositional change 
is less severe for Australia because 
it’s costlier for British residents to 
migrate there, but at the same time 
it’s more unlikely to share a common 
trend with the treatment groups. 
Although they all speak English 
and have similar cultures, they have 
different government budgets and 
are geographically distant.

The final problem is that whether 
2010 is the year when the treatment 

occurred. As Antoniou (2013) argues, 
although the Act became effective in 
April 2010, the number of  convictions 
of  possessing FCP was very low in 
2010 and 2011, so it is possible that 
there was some misunderstanding 
about the prohibition. Therefore, I 
will use 2010, 2011 and 2012 as the 
post-treatment period to conduct 
three DiD analyses to capture all the 
potential effects, while 2009 is selected 
to be the pre-treatment group. The 
basic model to be estimated is:
The time trends are plotted in Figure 
1. In my next article, I will formally 
test the common trend assumption 
and add possible controls to avoid 
group-specific trends if  they exist. 
Then I will present my results as well 
as suggest further developments.
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In my first article, I argued that the 
Working Time Directive (WTD), as 
implemented in the UK alongside 
the opt-out, was not entirely in 
favour of  the workers. For the second 
edition, I have analysed the effects 
of  this opt-out and have compared 
the differences in the WTD among 
member states of  the EU and 
variations in outcomes arising from 
this. 

The European Union passed the 
WTD to improve the long term well 
being and overall work-life balance 
of  workers, ruling that a worker 
shall not work more than 48 hours 
per week (Brewster, Mayne and 
Tregaskis, 1997).

The UK, along with 4 other member 
states (Bulgaria, Cyprus, Estonia 
and Malta), have allowed an opt-out 
which is valid across all sectors; the 
WTD in itself  only allows the self-
employed to work more than 48 
hours per week (Messenger, J.C., 
2010).

The legal scenario of 
working time in the UK

But the lack of  a proper legal 
framework for the implementation 
of  the WTD is a cause for concern. 
UK trade unions argue that the UK 
does not adequately enforce the 
protective conditions required by the 
directive, and that workers often feel 
pressurised to opt out. They point in 
particular to the absence of  

• any limit to working hours of  
opted-out workers; 

• the lack of  any requirement for 
employers to monitor or record 
such hours;

• to record the length of  notice 
periods for withdrawing consent 
to opt-out;

• the practice of  asking job 
candidates to sign an 'opt-out' 
before their contract of                      
employment is concluded.

The lack of  any obligation to monitor 
or record hours worked under the 

opt-out seemed inconsistent with 
Article 22.1's requirements, and led 
to a paradoxical situation where 
there might be records of  hours 
actually worked by workers subject 
to the 48-hour limit but not for those 
who have opted to work longer hours, 
who were significantly more exposed 
to risks to their health and safety.

As contrasted to the upsetting legal 
scenario in the UK, even member 
states with the same sector-wide 
opt-out have better policies. For 
example, in Bulgaria, there is 
an explicit provision against any 
employee being penalised to opt out. 
An employer must keep registers of  
opted-out workers for inspection by 
the labour inspectorate and provide 
the inspectorate with any further 
details they may require. Malta 
follows the protective conditions in 
the WTD article by article, and also 
states that the employer must record 
the specific number of  hours to be 
worked by an opted-out worker in 
a particular reference period;  an 
employer who fails to keep the 
required records carries the burden 
of  proving in any court proceedings 
that he has complied with the 
regulations (Anxo, D., Boulin, J.Y. 
and Cabrita, J., 2017).

Presenteeism and effective 
working time

In my previous article, I briefly 
mentioned about the plausible theory 
of  effective working time being less 
than the 48-hour limit, which would 
substantially refute the need of  an 
opt-out. 

When analysed in mathematical 
terms, labour productivity and 
financial performance both have 
equations representing a relationship 
in which the incidence of  superior 
outcomes first rises with weekly 

Time to opt-out of the opt-out?

Soumya Khurana
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hours, then falls (DeVaro, J. and 
Pencavel, J., 2016).

Making the basic assumption that 
this has to do with fatigue, and 
willingness of  the employees and 
workers to exert effort, this graph 
gives a better picture:  

The actual hours worked are more 
than the preferred hours after a certain 
point. This could be due to a variety 
of  factors, such as organisational 
pressures, presenteeism, work ethics 
etc.

It is inevitable to believe that more 
pay is a strong enough motivator 
for employees to work longer hours, 
especially when overtime is being 
paid for. But, a greater incidence of  
performance-based pay is associated 
with a greater fraction of  the 
establishment’s workers having long 
hours, if  the threshold of  ‘long’ is 
between 31-35 hours. If  the threshold 
is above 35 hours, no such positive 
relation exists. This eliminates that 
reasoning for working more than 48 
hours per week, although it varies 
from sector to sector  (DeVaro, J. and 
Pencavel, J., 2016).

There exists a presenteeism culture 
in the workplaces of  the UK which 
can said to be positively related with 
conservative attitudes towards taking 
absences (Gosselin, E., Lemyre, L. 
and Corneil, W., 2013). As repeatedly 
testified by many studies such as 
Caverley et al., 2007; Demerouti 
et al., 2009; Koopman et al., 2002, 
presenteeism is negatively related to 
job satisfaction and positively related 
to job stress and burn-out.   Thus, a 
worker experiencing inequity, who 
feels compelled to attend when ill 
due to a rigorous absenteeism policy, 
is likely to be less productive than 
a person experiencing equity, even 
though both may be experiencing 
somatically identical health events 
(Johns, G.,2010). We can thus take 
from this argument that the practice 
of  presenteeism in UK workplaces 
makes workers less productive, when 
personal factors other than overtime 
pay does not compensate for the job 
stress and burn-out. 

In a study by Johns (2010), more 
than 80% of  those working for more 
than 14 hours per week above the 
working hour limit felt the hours 
they worked were having an impact 
on their personal lives, compared to 
the 1/3 of  those working less than 4 
additional hours.

Shepard and Clifton (2000) used a 
Cobb Douglas production function to 
analyse the effects of  overtime hours 
on productivity at a macroeconomic 
level and found, for most industries, 
a productivity decline of  2 to 4 per 
cent for an increase in 10 per cent 
of  overtime; they concluded that as 
overtime increases and the average 
work week lengthens, there may 
be a threshold over which workers 
become increasingly inefficient. This 
productivity decrease might offset/
decrease the gains firms get from 

using overtime workers, against the 
expectations of  the firms who do 
not employ more workers to increase 
capacity. 

The desired vs actual effect 
of WTD

The 1997 LFS Report predicted 
“WTD is likely to have a significant 
impact on UK workers’ working 
hours”. The WTD allows only 
self-employed people to work more 
than 48 hours per week and, in the 
UK, a clear majority of  people were 
employees when this report came out 
(Kodz, J., Kersley, B., Strebler, M.T. 
and O'Regan, S., 1998). 

However, even after the outset of  the 
WTD, UK labour force data showed 
that the proportion of  workers 
working long hours had increased 
after the launch and implementation 
of  the WTD.    

When we look at average working 
times, the picture is not so clear. The 
average working time is a mix of  
the spike in working hours by some 
occupational sectors and the lower 
working hours by a higher proportion 
of  other sectors. It is the workers in 
the sectors working overtime a lot 
that concern us. For example, the 
following graph shows the average 
working hours by all employees 
among different countries in the EU 
(Eurofound, 2017): 

Average Usual Working Hours 
for employees per week, across 
countries: 

(De Spiegelaere, S. and Jagodzinski, R., 2015)

Source: EWCS 2015
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The graph above shows how average working time in the 
UK is fairly aligned with the EU average. However, the 
average working hours can be deceiving. Let’s look at the 
data more relevant to the Working Time Directive – the 
percentage of  workers working overtime: 

As we can see, UK has about 27% of  total workers 
working overtime. Since the WTD allows managers and 
entrepreneurs to opt-out via the managerial derogative, 
it would be imperative that a high percentage of  these 
professionals work overtime.

 
While the high percentage of  overtime hours among 
professionals and managerial levels has precedence, there 
is a worrying percentage of  manual skilled workers who 
work overtime. In this occupational sector, the incidence 
of  injuries, sickness absence and fatigue are the highest, 

and thus, it would make sense for skilled labourers to 
work for fewer hours, at least so at their own will. 
 
But the data suggests the opposite. If  the opt-out is 
‘individual’ why would the employees typically agree to 
work more than the limit set? They are either not aware 
of  the Working Time limit, or have a culture of  working 
long hours, or do not have a say. This outcome (as shown 
in the graph above) is perhaps a mixture of  all these 
factors.

One interesting observation here is that even though 
Bulgaria has the individual opt-out for all sectors, just 
like the UK, it has less than 5% of  workers/employees/
managers working overtime. Overtime, in principle, is not 
allowed by the law and the extended working time must 
be compensated by a respective reduction in working 
time in another period in Bulgaria (Sredkova, K., 2011).

Let’s take the example of  Denmark, a country with less 
than 5% of  workers/employees and managers working 
overtime. Denmark has not allowed the use of  the opt-out 
and the unions hold a lot of  power. Most employers follow 
the norm of  collective bargaining agreements, and the 
normal number of  working hours is 37-37.5 per week. 

An important observation from this graph here is that 
the level of  autonomy is the least for workers in Bulgaria; 
however, the organisations in Bulgaria have very strict 
regulations for workers working overtime. We can look 
at this as the workers’ willingness to let the organisation 
set the working time and adhere to it, because that is 
mostly lesser than the limit set by law, hence lesser reason 
to object.  That Denmark has the highest proportion of  
workers who autonomously decide their own working 

Percentage of  total employees working overtime in different member states, 
2004 (Plotted using Eurostat data from 2004)

Percentage of  managers, technicians, professionals and associate professionals 
working overtime, 2004 (Plotted using Eurostat data from 2004)

Percentage of  Skilled Manual Workers working overtime
(Plotted using Eurostat data from 2004)

Working Time setting for employees by country, 
2015 (%)

Source: EWCS 2015
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hours, is a reflection on the power 
unions can exert on the employers, 
and how this power game can be 
twisted. 

What's in store for the UK?

The debate over the need for the 
opt-out and the implementation of  
working time legislation has been 
ongoing for a decade now. The need 
for reform is urgent. We can start by 
looking at other countries’ examples. 
Better, more strongly enforced 
legislation (like in Bulgaria) or greater 
union power (like in Denmark) 
are some of  the stepping stones 
towards a better policy, securing 
better long-term health outcomes for 
workers in the UK. There is a need 
for alteration of  the presenteeism 
culture in the UK, something which 
must start at the top managerial level.
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A Comparative Analysis between 
the Effects of Universal Basic 
Income and China’s Welfare 
System on Income Inequality in 
China
Tiansui Tu

Discovering the effects of  X on Z 
from scratch is not easy. However, 
standing on the shoulders of  giants 
who have established the effects of  
Y on Z and comparing X and Y 
somehow sometimes simplifies the 
original question.

Doing the comparative analysis as 
stated in the title is a stepping stone 
to knowing the effects of  UBI on 
income inequality in China due to 
3 reasons. 1) It provides an incentive 
to research the effects of  UBI on 
income inequality as if  China’s 
welfare system is more desirable; 2) 
It ensures the technical feasibility 
of  a Universal Basic Income (UBI) 
which will be explained further in 
Methodology; 3) Please refer to the 
first paragraph and the following 
analysis.

Literature Review

Large volumes of  literature arrived at 
the conclusion that to a great extent, 
the Chinese social welfare system was 
regressive in nature1. Social benefit 
categories such as pensions, health 
insurance and food were enlarging 
the gap between the rich and the 
poor. In addition, empirical research2 
showed that among all social benefits, 
only social assistance such as Dibao, 
the Minimum Living Standard 
Guarantee Programme in China, 
which provides cash support to help 
those whose income is lower than a 
certain level3, played an equalising 

1 (Gao, 2017)
2 (Gao & Riskin, 2009)
3 (Kakwani et al., 2018)

role. 

After showing the unimpressive result 
of  Dibao leading to a -0.46% change 
in the Gini coefficient in urban China 
in 2007, the striking estimate of  a 
0.34% increase in the Gini coefficient 
induced by a 0%-leakage of  Dibao4 
was discovered by some scholars 
using simulation5 while comparing 
with the original form of  Dibao. This 
seemingly counterintuitive outcome 
of  perfect targeting (0%-leakage of  
Dibao) doing worse than targeting 
with leakages in terms of  income 
inequality leads us to the following 
deduction:

A leakage of  78%6 is included in 
the original form of  Dibao7 before 
simulation. According to one paper8 
published in 2018, the official estimate 
of  the percentage of  poor9 in China 
is approximately 10%, which implies 
that if  a UBI scheme is implemented 
in China, the leakage10 will be 90%. 

4 Leakage here is the proportion of  individ-
uals who should not be covered in Dibao. A 
0%-leakage Dibao means that all individuals 
who actually received Dibao subsidies should 
had received Dibao subsidies. Possible rea-
sons of  the emergence of  Leakages are issues 
related to screening, corruption or individuals 
not wanting to apply for the benefit, etc.
5 (Li & Yang, 2009)
6 (Gao, Yang, et al., 2015)
7 Mind that the simulation only considered 
urban Dibao but not rural Dibao. However, the 
subject of  this article is China which includes both 
rural and urban areas. Thus, please forgive the 
author for the illogical induction here since this 
is more of  a conjecture in nature which mainly 
serves the purpose of  leading the readers and 
even the author himself  to the research question. 
Moreover, for your information, “Rural Dibao 
had more severe exclusion and mis-targeting 
errors than urban Dibao.” (Gao, 2017) This 
implies that Rural Dibao should be reducing 
income inequality to a larger extent than Urban 
Dibao, referring to the materials above. However, 
I have not yet been able to confirm this belief.
8 (Kakwani et al., 2018)
9 Poor here means individuals who 
are eligible to apply for Dibao.
10 Be careful that leakage here means the leakage 
of  Dibao, not UBI. The leakage of  UBI is always 
0% since everyone is eligible to get a slice of  
the UBI pie. We are imagining the situation 
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The fact that 90% is fairly close 
to 78%, which is the leakage of  an 
“nonideal” Dibao, coupled with the 
abovementioned arguments of  social 
assistance like Dibao being the only 
equalising social benefit, shed light 
on the possibility of  UBI performing 
better than Dibao or even the Chinese 
welfare system in closing the income 
gap. The potential of  UBI being a 
better solution to the problematic 
income inequality in China, which 
is mentioned in my previous article, 
is largely overlooked in the literature 
and worth exploring. 

Objectives

On the basis of  the above, this 
research attempts to prove that 
UBI, a universal approach, is 
more effective in reducing income 
inequality than targeted approaches 
like Dibao or other social benefits in 
China, by comparing the latter with 
the following two counterfactual 
scenarios:

The net cost of  running the welfare 
system in China being dedicated 
to UBI under the premise of  total 
transfers = actual transfers;

The situation of  altering the premise 
of  (A) to total transfers ≠ actual 
transfers. 

Note: Total transfer, which is 
government expenditures on social 
welfare, differs from actual transfer, 
which is amounts received by 
beneficiaries, due to administrative 
costs or other reasons. 

Methodology

Counterfactual scenario A

of  Dibao “becoming” a UBI, which is saying 
that everyone, including those for whom Dibao 
is not meant, are de facto Dibao recipients.

Systematic sampling data from 
2013 Chinese Household Income 
Project provide figures of  disposable 
incomes11 and net transfer incomes 
of  17,244 households from rural and 
urban China. Net transfer income 
(Ynt) is transfer income12 (Yti) minus 
transfer expenditure13 (Yte) according 
to the National Bureau of  Statistics 
of  China. These data sets allow us 
to estimate the effects of  UBI on the 
Lorenz curve and Gini coefficient, 
which describe income inequality. 

Having established the relevant 
definitions, it is likely that negative 
disposable incomes exist which 
renders the following frequently 
used method of  calculating the Gini 
coefficient invalid, as it will possibly 
take on a value greater than 1:

The normalized Gini coefficient 
GCTR, which takes negative incomes 
into account and is widely adopted 
by many scholars14, will be utilised in 
this research.

The Gini coefficients and pertinent 
Lorenz curves under the original 
welfare system in 2003 are calculated 

11 The sum of  wage income, net business income, 
net property income and net transfer income.
12 The regular transfer payments from the 
national government, local authorities or 
social groups to households, including pen-
sions, social assistance and subsidies, living 
allowances, etc. Dibao subsidies paid to 
households are included in this category.
13 The regular or compulsory transfer 
payments from households to the nation-
al government, local authorities or social 
groups, including tax payments, social secu-
rity expenditures, regular donations, etc.
14 (Chen, Tsaur and Rhai, 1982)

and plotted with numbers on 
disposable income.

Before investigating the counterfactual 
scenarios, A and B, it is necessary to 
look at the counterfactual scenario C 
of  households not being affected by 
the redistributive polices by taking 
away their net transfer incomes from 
their disposable incomes. 

Be aware that for the government, 
if  Ynt>0, a budget deficit only 
considering net transfer income 
occurs. If  Ynt=0, the government 
breaks even whilst Ynt<0 signifies a 
budget surplus, ceteris paribus. 

In the situation of  Ynt>0:

• The sources of  government 
funding for the welfare system 
are not just transfer expenditures 
but also VAT and others since 
Yte<Yti.

• The government is losing (Yti-Yte 
)=Ynt, which is the net cost 
mentioned in Objectives, and 
this means that in perspective, 
this is the same as doing nothing 
and throwing ( Yti-Yte ) away in 
monetary terms15.

15 Ceteris paribus assumption holds here. 
For example, transfer income does not en-
courage people to work more which boosts 
GDP, and hence government revenue.
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• Thus, using ( Yti-Yte ) to fund a 
UBI scheme is 100% feasible if  it 
replaces all social benefits. 

In the survey data, Ynt=151582875.16 
(rounded to 2 decimal places) which 
fulfils the condition of  Ynt>0. The 
argument of  survey data considering 
just a portion of  the households in 
China so that the national total net 
income transfers possibly being ≤0 
is rejected since the value is positive 
Yuan 3042 per capita in 2013 
according to the National Bureau of  
Statistics of  China. As a result,

Now we can answer a previously 
posed question: Ynt is the cost which 
is funded by “free” money in the 
sense that households need not pay 
Yte to the government.

Counterfactual scenario B

The assumption of  total transfers 
= actual transfers is not practical as 
official statistics reported that in 2013, 
Dibao incurred an extraordinary 
administrative cost of  Yuan 87 Billion, 
while the amount of  actual transfers 
to beneficiaries is just Yuan 19.8 
billion16.  The reasonable assumption 
that administrative cost of  UBI not 
exceeding 5% of  total transfers  tells 
us that the total programme cost is 
Yuan 20.8 billion. If  Yuan 87 billion 
was used instead, the actual transfers 
will be Yuan 82.65 billion. Notice 
that only Dibao, one of  the many 
welfare programs, is considered here. 
Thus, the information presented is 
only the tip of  the iceberg regarding 
the discrepancy between total and 
actual transfers.17 Methodology for 
Counterfactual scenario B will be 

16 (Kakwani et al., 2018)
17 Ibid.

gone through at length in the next 
issue.

Results

Counterfactual scenario A 

Figure 2 resembles and exaggerates 
the differences between the three 
Lorenz curves in Figure 1, in order 
to give readers a clearer presentation. 
Lorenz curve 2013 reflects the 
situation under China’s welfare 
system in 2013. Let the intersection of  
the Lorenz curves of  counterfactual 
scenario A (in yellow) and 2013 (in 
green) be (a, b) as shown in figure 2. 

As a recap: in 2007 Dibao, being the 
only equalising category, leading to 
just a 0.46% reduction in the Gini 
coefficient, implies that the reduction 
in G should be even smaller or 

the welfare system causes adverse 
effects on G after taking all social 
benefits into account. It seems that 
in 2013, income inequality reduced 
significantly as the Lorenz curve 
of  2013 shifts inwards compared 
to counterfactual scenario C, 
which conflicts with the previously 
mentioned facts. This resonates with 
Figure 4, which illustrates a decrease 
in G starting from 2007 in the 
previous issue of  the magazine. 

Mind that the cumulative share 
of  disposable income in Figure 1 
is negative while approaching 0% 
on the horizontal axis. It is evident 
that income inequality within the 
poorest (around) 25%, or precisely 
b% in Figure 2, decreases, which 
is represented by the yellow line 
lying above the green line between 
0 and b% both in Figures 1 and 
2. The poorest household owns 
around -0.020% of  total disposable 
income in 2013 and owns -0.159% 
in counterfactual scenario A, which 
implies that the effect of  UBI on 
income inequality in this case lifts the 
relative position of  households living 
in extreme poverty.   

Considering the overall effects on 
income inequality, from the looks 
of  it, a marginal increase in income 
inequality exists which is represented 
by area x in Figures 1 and 2 being 
larger than area y. This renders my 
expectation at the beginning of  this 
article wrong. Calculating the Gini 
coefficient helps to see whether my 
gauging is true or false. Further 
analysis of  counterfactual scenario A 
and discussions about counterfactual 
scenario B will be provided in the 
next issue. 

◼

Figure 1: Lorenz curves depicting the comparison 
between counterfactual scenarios A and C

Figure 2: Lorenz curves (not drawn to scale) 
related to Figure 1, for illustrative purposes only



41

- SENIOR EDITORIAL TEAM -

ABBAS AMINANNIE MAO
OTSO HAO

SAM ASHERISAAC LIMJAMES KINDER

ROBERT LIPINSKI

EDITOR-IN-CHIEF CHIEF ECONOMICS 
CORRESPONDENT

CHIEF POLITICAL 
CORRESPONDENT

CHIEF RESEARCH 
CO-ORDINATOR DESIGN & MEDIA 

EXECUTIVE, PRINT 
EDITION

DESIGN & MEDIA 
EXECUTIVE, WEB 
EDITION

DEPUTY RESEARCH 
CO-ORDINATOR







The Drayton Tribune is the official student magazine 
of  the Department of  Economics at UCL. We play an 

important role in the academic side of  The Economist's 
Society, by encouraging knowledge sharing and 

promoting freedom of  thought within and beyond the 
department.

OUR SPONSORS
PL

AT
IN

U
M

G
O

LD


