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2.12 INEQUALITY IN THE DISTRIBUTION OF INCOME: EXAM PRACTICE QUESTIONS 

Answer the questions that follow. 

 

1. IB ECONOMICS PAPER 1 EXAMINATION QUESTIONS 

 

1. Explain why income is likely to be distributed unequally and inequitably in a market system.  

             [10 marks] 

 

2. Distinguish between the Lorenz curve and the Gini coefficient as measures of the distribution of 

income within society.          [10 marks] 

 

3. Explain two quantitative methods used to measure the degree of inequality (or equality) in the 

distribution of income with a population.       [10 marks] 

 

4. Distinguish between absolute and relative poverty.      [10 marks] 

 

5. Use examples to distinguish between progressive, proportional and regressive taxation.  

             [10 marks] 

 

6. Use the distinction between indirect and direct taxes to explain how governments can use direct 

taxes to redistribute income from high to low income earners.    [10 marks] 

 

7. Evaluate the use of direct taxes to redistribute income within society.   [15 marks] 

 

8. Explain the causes and consequences of poverty.      [10 marks] 

 

9. Evaluate the use of subsidies and the direct provision of merit goods and the use of transfer 

payments as methods of redistributing income.      [15 marks] 
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10. Explain two methods commonly used by governments to redistribute income.  [10 marks] 

 

11. Compare and contrast the different  government policies that are used to reduce inequalities in 

the distribution of income in relation to how efficiency may be effected.  [15 marks] 

 

12. The Gini coefficient of country A is 0.55 and for country B it is 0.33. In the same diagram, draw each’s 

possible Lorenz curves and explain which country has a less equal distribution of income.  

             [10 marks] 

 

13. The Gini coefficient of country A was 0.55 before the government decides to increase income tax 

rates for higher income earners and increase the amount of transfer payments for low income 

earners and increase their provision of merit goods. Draw the new Lorenz curve and evaluate each 

policy.            [15 marks]  

 

 

2. HIGHER LEVEL PAPER 3 EXAM QUESTIONS 

Question One           [25 marks] 

Table 1: Marginal tax rates 

Annual income Marginal tax rates 

0 - $10,000 0% 

$10,0001 - $30,000 10% 

$30,001 - $60,000 20% 

$60,001 - $120,000 30% 

$120,000+ 50% 

 

The above table provides the marginal rates of country A. 

a. Distinguish between average and marginal tax rates.     [2 marks] 

 

b. Calculate how much income tax is paid by an individual earning an annual total income of: 

              

i. $22,000 

ii. $48,000 

iii. $220,000          [3 marks] 
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c. For each individual income in (b.), state the marginal tax rate and calculate the average tax rate. 

             [6 marks] 

 

d. The individual earning $48,000 spends $45,000 on goods and services, including spending on 

indirect taxes of $8,000, and saves the rest. 

 

i. Calculate the rate of indirect tax paid. 

ii. Calculate as a percentage of annual income, the spending on indirect taxes. 

iii. Calculate the individual’s total average tax rate (i.e., including direct and indirect 

tax).          [3 marks] 

 

e. A constant rate of indirect tax is applied uniformly on all goods and services. Explain if this taxation 

is proportional, regressive or progressive.       [3 marks] 

 

 

Annual income State Y: Amount of income tax paid p.a. State Z: Amount of income tax paid p.a. 

$25,000 
$5,750 $5,750 

$36,000 
$8,280 $7,200 

$43,000 
$9,890 $8,170 

$47,000 
$10,810 $8,460 

 

The information in the table above is for Country A and its two states, Y and Z. States Y and Z have 

their own tax rates. 

f. Explain what type of tax system State Y and State Z each has, progressive, proportional or 

regressive.            [4 marks] 

 

g. Explain which of the three tax systems shown in the tables above, Country A’s, State Y’s or State 

Z’s, is most appropriate as a method to make the distribution of income more equal. [4 marks] 

 

Source: www.IBDeconomics.com 
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