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Economics
Standard 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 any calculator for this paper.
	y Section A: �answer one question.
	y Section B: �answer one question.
	y Use fully labelled diagrams and references to examples where appropriate.
	y The maximum mark for this examination paper is [50 marks].
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Section A

Answer one question from this section.

Microeconomics

1.	 (a)	� Explain why the price elasticity of demand for primary commodities is often relatively 
low while the price elasticity of demand for manufactured goods is often relatively high.� [10]

(b)	 Discuss the importance of price elasticity of demand and cross price elasticity of 
demand for a firm’s decision making.� [15]

2.	 (a)	� Explain the concept of positive externalities of consumption.� [10]

(b)	 Discuss the view that tradable permits are more effective than taxes in  
reducing pollution.� [15]

Section B

Answer one question from this section.

Macroeconomics

3.	 (a)	� Explain why cyclical (demand-deficient) unemployment may occur in an economy.� [10]

(b)	 Evaluate the effectiveness of interventionist supply-side policies in reducing the level of 
unemployment in an economy.� [15]

4.	 (a)	� Explain how expansionary monetary policy could be used to close a deflationary 
(recessionary) gap.� [10]

(b)	 Evaluate the effectiveness of monetary policy in reducing an economy’s rate of inflation.� [15]
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