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Economics
Higher level
Paper 1

Instructions to candidates

	y Do not turn over this examination paper until instructed to do so.
	y You are not permitted access to a calculator for this paper.
	y Answer one question.
	y Use fully labelled diagrams where appropriate.
	y The maximum mark for this examination paper is [25 marks].
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Answer one question.

1.	 (a)	� Explain why a monopoly is able to make abnormal profits in the long run while firms in 
monopolistic competition cannot.� [10]

(b)	 Using real-world examples, evaluate the view that profit maximization is a firm’s 
main objective.� [15]

2.	 (a)	� Using an AD/AS diagram, explain why in the monetarist/new classical model an 
economy will always operate at the natural rate of unemployment in the long run.� [10]

(b)	 Using real-world examples, discuss the view that high unemployment is a greater 
economic problem than high inflation.� [15]

3.	 (a)	� Explain how a change in relative inflation rates in countries that trade with each other is 
likely to affect demand for their currencies.� [10]

(b)	 Using real-world examples, discuss the advantages and disadvantages for a country of 
joining a monetary union.� [15]
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