
© International Baccalaureate Organization 2025

All rights reserved. No part of this product may be reproduced in any form or by any 
electronic or mechanical means, including information storage and retrieval systems, 
without the prior written permission from the IB. Additionally, the license tied with this 
product prohibits use of any selected files or extracts from this product. Use by third 
parties, including but not limited to publishers, private teachers, tutoring or study services, 
preparatory schools, vendors operating curriculum mapping services or teacher resource 
digital platforms and app developers, whether fee-covered or not, is prohibited and is a 
criminal offense.

More information on how to request written permission in the form of a license can be 
obtained from https://ibo.org/become-an-ib-school/ib-publishing/licensing/applying-for-a-
license/.

© Organisation du Baccalauréat International 2025

Tous droits réservés. Aucune partie de ce produit ne peut être reproduite sous quelque 
forme ni par quelque moyen que ce soit, électronique ou mécanique, y compris des 
systèmes de stockage et de récupération d’informations, sans l’autorisation écrite 
préalable de l’IB. De plus, la licence associée à ce produit interdit toute utilisation de tout 
fichier ou extrait sélectionné dans ce produit. L’utilisation par des tiers, y compris, sans 
toutefois s’y limiter, des éditeurs, des professeurs particuliers, des services de tutorat ou 
d’aide aux études, des établissements de préparation à l’enseignement supérieur, des 
fournisseurs de services de planification des programmes d’études, des gestionnaires de 
plateformes pédagogiques en ligne, et des développeurs d’applications, moyennant 
paiement ou non, est interdite et constitue une infraction pénale.

Pour plus d’informations sur la procédure à suivre pour obtenir une autorisation écrite 
sous la forme d’une licence, rendez-vous à l’adresse https://ibo.org/become-an-ib-school/
ib-publishing/licensing/applying-for-a-license/.

© Organización del Bachillerato Internacional, 2025

Todos los derechos reservados. No se podrá reproducir ninguna parte de este producto 
de ninguna forma ni por ningún medio electrónico o mecánico, incluidos los sistemas de 
almacenamiento y recuperación de información, sin la previa autorización por escrito del 
IB. Además, la licencia vinculada a este producto prohíbe el uso de todo archivo o 
fragmento seleccionado de este producto. El uso por parte de terceros —lo que incluye, 
a título enunciativo, editoriales, profesores particulares, servicios de apoyo académico o 
ayuda para el estudio, colegios preparatorios, desarrolladores de aplicaciones y 
entidades que presten servicios de planificación curricular u ofrezcan recursos para 
docentes mediante plataformas digitales—, ya sea incluido en tasas o no, está prohibido 
y constituye un delito.

En este enlace encontrará más información sobre cómo solicitar una autorización por 
escrito en forma de licencia: https://ibo.org/become-an-ib-school/ib-publishing/licensing/
applying-for-a-license/.



Candidate session number

8825 – 5209
© International Baccalaureate Organization 202518 pages

10 November 2025

Zone A  morning Zone B  morning Zone C  morning

1 hour 45 minutes

Economics
Higher level
Paper 3

Instructions to candidates

y Write your session number in the boxes above.
y You are permitted access to a calculator for this paper.
y Do not open this examination paper until instructed to do so.
y Answer all the questions.
y Answers must be written within the answer boxes provided.
y Unless otherwise stated in the question, all numerical answers must be given exactly or correct

to two decimal places.
y You must show all your working.
y Use fully labelled diagrams where appropriate.
y The maximum mark for this examination paper is [60 marks].

20EP01



– 2 – 8825 – 5209

Answer all the questions. Answers must be written within the answer boxes provided.

1.	 Table 1 shows the gross domestic product (GDP) of the United States of America (USA) 
economy from 2020 to 2023. The USA is not the fastest growing economy in the world, but 
it is the largest. It also has the largest budget deficit and the largest current account deficit in 
the world. As a result, the actions of its central bank, the Federal Reserve, always make news.

Table 1

2020 2021 2022 2023

Real GDP 
in billions of USA dollars (USD)

20 724 21 847 21 989 22 668

Economic growth rate 
(%)

— 5.42 0.65

(a)	 �(i)	� Using Table 1, calculate the annual GDP growth rate for 2023. Enter your result 
in Table 1.� [1]
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(This question continues on the following page)
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(Question 1 continued)

The Federal Reserve has a target inflation rate of 2 %. 

The US Bureau of Labor Statistics, however, recorded that the inflation rate from 
January 2023 to January 2024 was 3.1 %, well above the target rate. Over the same 
period, households in the USA could borrow money from a commercial bank at a 
nominal interest rate of 8.5 %.

(ii)	 �Calculate the real interest rate for households between January 2023 and 
January 2024.� [1]
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(iii)	 Explain how commercial banks create money.� [4]
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(This question continues on the following page)

20EP03



– 4 – 8825 – 5209

(Question 1 continued)

To try and achieve the macroeconomic goals of monetary policy, the Federal Reserve 
significantly increased the money supply in the USA between 2008 and 2023. It also 
conducted four rounds of quantitative easing from 2008, totalling USD 8900 billion.

(iv)	 �Outline what is meant by the term quantitative easing.� [2]

���������������������������������������������������������������������������������������������������������������������������������������������������
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(v)	 Sketch a diagram to show how an increase in the money supply is expected to 
affect the equilibrium interest rate.� [2]

(This question continues on the following page)
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(Question 1 continued)

Table 2 shows the current account and capital account of the balance of payments, 
quarterly, for the USA in 2023. It shows that the USA has a persistent current account 
deficit, and that the main component of that deficit is the balance of trade in goods and 
services. The country’s relatively high labour costs, labour unions and skills shortages 
in STEM (science, technology, engineering and mathematics) all contribute to the 
trade deficit.

Table 2

  2023

Quarter 1 
(Q1)

Quarter 2 
(Q2)

Quarter 3 
(Q3)

Quarter 4 
(Q4)

Current account

Exports of goods and services (USD billion) 1152 1142 1178 1180

Imports of goods and services (USD billion) 1365 1357 1374 1375

Net income (USD billion) 31 32 37 36

Net current transfers (USD billion) –44 –45 –47 –39

Capital account (USD billion) –6 –3 –2 –2

(vi)	 �Using Table 2, calculate the deficit or surplus in the balance of trade in goods 
and services for Quarter 3 (Q3) only.� [1]
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(vii)	 Using Table 2, calculate the size of the financial account for Quarter 4 (Q4) only.� [3]
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(This question continues on the following page)
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(Question 1 continued)

The USA recorded a trade deficit of USD 819 billion in 2023. This was a slight 
reduction from 2022, when it was USD 951 billion. One of the reasons for the fall in 
the trade deficit could be the exchange rate. In the final four months of the year, the 
USD depreciated against the Chinese Yuan (CNY). China is the USA’s largest trading 
partner, even though recent trade relations between the two countries have been 
characterized by tariffs and retaliatory measures. Figure 1 shows the price of the USD 
in terms of the CNY from September to December 2023.

Figure 1
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(viii)	 Using Figure 1, calculate the percentage change in the value of the USD in 
terms of the CNY from its highest point in September 2023 to its lowest in 
December 2023.� [2]
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(This question continues on the following page)
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(Question 1 continued)

(ix)	 �Using an AD/AS diagram, explain why a depreciating dollar may lead to  
demand-pull inflation in the USA.� [4] 
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(This question continues on the following page)
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(Question 1 continued)

Economists and policymakers hold different views on how the current account deficit 
affects the USA’s economy. Some highlight positive outcomes, suggesting that, as 
the economy grows, citizens can enjoy increased access to goods and services from 
abroad. Others express concerns about potential negative consequences, including 
fewer job opportunities and slower economic growth. 

(This question continues on the following page)
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(Question 1 continued)

(b)	 �Using the text/data provided and your knowledge of economics, recommend a policy 
that the government of the USA could introduce to correct its persistent current account 
deficit, without intervention in foreign exchange markets.� [10]
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2.	 Indonesia is a middle-income country in southeast Asia. Its main agricultural exports are 
palm oil and coffee, which Malaysia also produces. The maximum amount of each good that 
Indonesia and Malaysia can produce in one hour is shown in Table 3.

Table 3

Palm oil 
(kg)

Coffee 
(kg)

Indonesia 15 20

Malaysia 10 10

(a)	 �(i)	� Using the information in Table 3, determine which country has a comparative 
advantage in producing coffee.� [2]
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(This question continues on the following page)
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(Question 2 continued)

(ii)	 �Using the information in Table 3 and assuming constant costs, sketch a fully 
labelled diagram of the production possibilities curves (PPCs) for Indonesia and 
for Malaysia.� [2]

(iii)	 Explain two reasons why it might not be in Indonesia’s best interests to specialize 
and trade according to the theory of comparative advantage. 	�  [4]
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(Question 2 continued)

Indonesia’s policy goals of reducing both poverty and carbon emissions, which cause 
climate change, are often in conflict with each other. Indonesia’s palm oil industry 
provides employment and income as well as cheap cooking oil for low-income 
households. However, deforestation for palm oil plantations results in substantial losses 
of carbon-rich tropical forests.

According to the World Bank, improved land use, notably by reducing deforestation, is 
lowering carbon emissions. Data can be used to demonstrate that the largest tropical 
forests could be protected with only a small reduction in profit. 

Table 4 shows costs and revenue, in thousands of Indonesian rupiah (IDR), for a firm 
that produces palm oil in Indonesia. When the quantity of palm oil is cut from its profit-
maximizing level to its socially optimum level of output, the fall in profit is only 4.05 %.

Table 4

Quantity 
(kg)

Price 
per kg

Total 
revenue 

(TR)

Total 
cost 
(TC)

Profit Marginal 
(private) 

cost 
(MC)

Marginal 
social 
cost 

(MSC)

Marginal 
social 
benefit 
(MSB)

3 20 60 6 — — — —

4 18 72 7 65 1 15 18

5 16 80 9 71 2 16 16

6 14 84 12 72 3 17 14

7 13 91 17 74 5 19 13

8 12 96 25 71 — 22 12

(iv)	 �Using Table 4, outline the reason why the palm oil market is not 
perfectly competitive. � [2]
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Turn over

(Question 2 continued)

(v)	 Using Table 4, calculate the profit when output is 3 kg.� [1]

���������������������������������������������������������������������������������������������������������������������������������������������������

���������������������������������������������������������������������������������������������������������������������������������������������������

(vi)	 �Using Table 4, calculate the marginal (private) cost (MC) when output increases 
from 7 kg to 8 kg. � [1]

���������������������������������������������������������������������������������������������������������������������������������������������������

���������������������������������������������������������������������������������������������������������������������������������������������������

The marginal social cost (MSC) is assumed to include an external cost of IDR 14 000 in 
addition to the marginal (private) cost (MC). Marginal social benefit (MSB) is equal to 
the price under the assumption that the price reflects diminishing marginal utility. 

(vii)	 Using Table 4, identify the level of output when social/community surplus 
is maximized.� [1] 
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(Question 2 continued)

Table 5 shows Indonesia’s income distribution according to the share of total income 
earned by households, ranked by income level. 

Table 5

2000 
(%)

2022 
(%)

Income share held by lowest 20 % of households 10 7

Income share held by second 20 % of households 14 11

Income share held by third 20 % of households 16 15

Income share held by fourth 20 % of households 22 21

Income share held by highest 20 % of households 38 46

(viii)	 Using the information in Table 5, construct a labelled Lorenz curve for the 
year 2000 on Figure 2. 	�  [2]

Figure 2
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Turn over

(Question 2 continued)

(ix)	 �Explain two possible causes of income inequality in Indonesia. � [4]
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(Question 2 continued)

The Indonesian government has been providing producers with fossil fuel subsidies to 
support low-income households, who use kerosene for heating and cooking. However, 
subsidies are gradually being replaced with cash transfer payments to households, with 
the aim of reducing both carbon emissions and poverty. Furthermore, removing the 
subsidies completely would release funds for government spending on health and education. 

Figure 3 illustrates a market for fuel in Indonesia. S is the supply of fuel after a subsidy 
is removed and D is the demand. The market price with the subsidy is IDR 5000 per litre. 

Figure 3
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(x)	 Using Figure 3, calculate the total welfare loss, in billions of IDR, as a result of 
the subsidy. � [1] 
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Turn over

(Question 2 continued)

The extent to which the removal of the subsidy would affect the quantity used depends 
on the price elasticity of demand (PED) for fuel. Figure 3 shows that when the price 
rises from IDR 5000 to IDR 6000 per litre, the PED is calculated to be 0.71.

There are other issues and data (see Table 6) relevant to the reduction of carbon 
emissions in Indonesia: 
	y The car ownership rate is expected to remain low, at around 10 % of the population. 

Therefore, public transport and electric bicycles are essential for efficiency. The World 
Bank suggests that the promotion of low-carbon transport would deliver not only economic 
growth but also other benefits, such as lower congestion and less pollution. 

	y The Asian Development Bank argues that Indonesia’s carbon tax, which is only USD 2.10 
per ton of carbon dioxide emissions, will not have a significant market impact. 

	y There is insufficient investment in renewable energy sources. Consequently, most 
electricity continues to be generated with low-cost coal.

Table 6

2000 2005 2010 2015 2022

Real gross domestic product (GDP) 
per capita growth (annual %)

3.41 4.37 4.90 3.72 4.64

Carbon dioxide emissions per capita 
(tons)

1.19 1.39 1.61 1.77 2.48

Gini coefficient 0.295 0.341 0.372 0.404 0.379

(This question continues on the following page)
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(Question 2 continued)

(b)	 �Using the text/data provided and your knowledge of economics, recommend a policy 
that the Indonesian government could adopt to reduce carbon emissions.� [10]
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