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INSTRUCTIONS

Answer any Five [S] questions.
Total possible mark 1s 100

Start each question on a new page in your answer booklet.

* °
The marks allocated to each question are shown at the end of the section.

Show all your workings.

Credit will be awarded for logical, systematic and neat presentations.




Question One
a. State and explain income inequality and provide its measurements. [10]

b. What are the effects of such income inequality explained in pat (a) on societies? [10]

Question Two
a. Define and explain the functions of public budget [10]

b. Outline and explain the effects government budget on the public services. [10]

Question Three

a. Using well labeled diagrams on taxes and subsidies, show that distributional effects of
the tax and subsidy on both consumers and producers differ. [15]

b. Use the answers in (a) to explain under what circumstances should a government
implement the two [5]

Question Four
a. Distinguish between positive and negative externalities and suggest 3 correctives
measures which can be implemented by the government to overcome the problem caused

by an externality | [10]

b. Using graphs of both negative and positive externalities, show how the two lead to
market failure [10]

Question Five

a. Distinguish between the major sources of government revenues and give 3 examples of
taxes falling into each gf the two categories. [10]

b. Which one of the two types of taxes in (a) is commonly used by African governments?
Explain your answer [10]

Question Six

a. Distinguish between pure public goods and impure public goods. Give three clear
examples of each of such goods [14]

b. Why do people need government intervention to correct the problem of market failure
caused by the existence of public goods [6]



Question Seven

a. It is believed that people need governments. State and explain the rational for a modern

state. [10]
b. Explain and illustrate these concepts
(1) An externality [2]
(1) A Subsidy [2]
(i11)  An external cost [2]
(iv) A free rider problem - [2]
(V) A unit tax 2]
End of paper



