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Achievement criteria

Achievement Achievement with Merit Achievement with Excellence

Demonstrate understanding of 
consumer choices, using scarcity 
and/or demand.

Demonstrate in-depth understanding 
of consumer choices, using scarcity 
and/or demand.

Demonstrate comprehensive 
understanding of consumer choices, 
using scarcity and/or demand.

Achievement
To ‘demonstrate understanding’ would typically involve:
• defining, identifying, describing or providing an explanation of consumer choices related to scarcity;
• identifying, describing or providing an explanation of choices a consumer makes in response to a change in a 

price or non-price factor affecting demand;
• identifying, describing or explaining the flow-on effects for the consumer;
• clearly illustrating changes using the demand model.

Achievement with Merit
To ‘demonstrate in-depth understanding’ would typically involve:
• providing a detailed explanation of consumer choices related to scarcity;
• providing a detailed explanation, using demand, of choices a consumer makes in response to a change in a 

price or non-price factor;
• providing a detailed explanation of the flow-on effects for the consumer.

Achievement with Excellence
To ‘demonstrate comprehensive understanding’ would typically involve:
• providing an integrated explanation of the consumer choices related to scarcity;
• linking detailed explanations of flow-on effects for the consumer with detailed explanations of choices the 

consumer makes in response to a change in price or non-price factors affecting demand;
• integrating changes in demand into detailed explanations.

Source: NZQA

Scarcity, choice and opportunity cost
Suppose that you go into your favourite shop with $50 to spend. You see an item that costs $50 and is ‘just 
exactly what you want’, until ... you see another, different, item that also costs $50 and is also ‘just exactly what 
you want’! The dilemma that you are faced with is the basis of all economics, namely:

When you have limited resources (means) such as money, you have to make a choice as to how to use your 
resources. Whenever you make a choice, an opportunity cost will be created. Opportunity cost is the next best 
option that you have given up.

The key economic problem is how to make the best possible use of our limited resources to meet 
our unlimited needs and wants.

ECONOMICS 1.1 Externally assessed 
4 credits

Demonstrate understanding of consumer choices, using scarcity and/or 
demand
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Values
Values are the ideas and beliefs that a person, group or society, consider to be important. Since they are 
considered important, values will affect people’s behaviour and choices.

The key values in Economics are:
• fair dealing – consistently being honest, reliable and considerate when dealing with others;
• honesty – telling the truth and not misleading others;
• integrity – being loyal, honest and keeping your word.

Values
1. a. For each of the following ideas, place a cross along the continuum to indicate how much you agree:
  It’s important to be honest at all times.

Strongly agree Strongly disagree

It’s important to have the latest technology to use in my life.

Strongly agree Strongly disagree

It’s important to obey my parents / caregivers.

Strongly agree Strongly disagree

It’s important to stick with my friends no matter what.

Strongly agree Strongly disagree

It’s important to do everything we can to protect the environment.

Strongly agree Strongly disagree

 b.  Those ideas that you have indicated you strongly agree with are some of your values. Choose one idea 
that you strongly agree with and give TWO examples of how this might affect your behaviour (i.e. the 
things that you choose to do). An example follows.

Example

If you believe that it is important to protect the environment, you might have joined Greenpeace and 
sent letters to your local Member of Parliament encouraging him or her to vote for actions designed to 
reduce carbon emissions.

Answers
p.  193
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Local government is based in your local city or regional council and focuses on providing services for your city or 
region, such as roads, parks, libraries, rubbish collection, water and wastewater systems. Local government is 
funded from rates.

Government may also operate businesses that aim to make a profit. State Owned Enterprises (SOEs) are owned 
by central government – e.g. Kiwibank, TVNZ, Landcorp. Local Area Trading Enterprises (LATEs) are owned by local 
government – e.g. Metrowater in Auckland.

Voluntary and not-for-profit organisations
Voluntary and not-for-profit organisations provide goods and services that would not be supplied by firms or 
government. These include clubs and charities. They are funded through donations, grants and fundraising.

Goals of producers
All producers have goals. These may be commercial (i.e. focused on business success), or non-commercial.

Commercial goals could include:
• profit maximisation;
• cost reduction;
• sales maximisation;
• producing goods of a high quality;
• increasing market share (the proportion of the total market that buys the business’s product).

Non-commercial goals could include:
• providing employment opportunities;
• minimising the business’s impact on the environment;
• assisting local community groups;
• providing services not currently available in the community;
• satisficing – making an adequate (but not maximum) profit.

Internationally, there are several firms which are now choosing to focus on the Triple Bottom Line, known as 
‘people, planet and profit’, which is a combination of commercial and non-commercial goals – i.e. community- 
and employee-related goals, environmental goals and profit goals.
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 b.  Option 2 is to take over Top Chips Ltd, a local firm that makes the raw chips used by many Palmerston 
North fast-food stores.

   Identify the type of expansion involved and explain one advantage and one disadvantage of this type of 
expansion for Superstar Foods.

 c.  Option 3 is to take over Long Life Clothes, a well-established local clothing manufacturer specialising in 
safety clothing for the lower North Island.

   Identify the type of expansion involved and explain one advantage and one disadvantage of this type of 
expansion for Superstar Foods.
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The effect of non-price changes on supply
If a factor other than price changes, then the amount that the firm is willing to supply at each price may change, 
causing a shift in the supply curve. These factors could be either internal to the firm or they could be external; 
i.e. outside the firm’s control. Supply decisions will mainly be determined by the cost of producing a good and 
the availability of the resources needed to make it.

Internal factors affecting supply
Internal factors are those that have a direct impact on the firm. Internal factors affecting supply may include:
• production costs
• changes in the price of related goods (other goods that the firm produces or could produce), plus
• improved organisation such as increased use of division of labour to raise productivity
• training of staff to make them more productive, or 
• the purchase of capital goods (technology) that will make it possible for workers to operate more efficiently.

The last three factors result in more efficient production so that fewer resources are needed to produce each item. 
As a result, each item is more profitable and a firm will be prepared to supply more at each price.

Example

Suppose Bruce’s Ukelele Factory Ltd invests in machinery designed to speed up production and reduce 
wastage. This will make it possible to produce more in the same time and with fewer resources, thus 
decreasing the cost of each item produced and lifting the profit per item. As a result, the firm will be 
prepared to supply more at each price.
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Supply curve for Bruce’s Ukelele Factory Ltd

This is an increase in supply.

Note: It is not necessary to show the effect on the quantity supplied at a particular price as has been done in 
the graph above, but it may be helpful to do so as you get used to the idea of shifts in the supply curve.
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9. Carbon emissions, which are a major cause of climate change, are produced when fossil fuels are burned, 
often for energy production and transportation. One way in which a government could try to reduce carbon 
emissions would be to place a tax on all petrol sold in New Zealand.
a. On the graph below, show the effect of a tax on the supply of petrol for Tane’s Petrol Company.

Supply of petrol 
for Tane’s Petrol Company

S

Pr
ice

 ($
)

Quantity (litres)

b. Fully explain the effect of the tax on the supply of petrol for Tane’s Petrol Company. In your answer:
 • explain the link between the tax on petrol and the supply of petrol for Tane’s Petrol Company
 • explain two flow-on effects for Tane’s Petrol Company of this change in supply
 • refer to your graph above.
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The effect of shifts in demand and supply
When some factor causes the market demand or market supply curve to shift, a new equilibrium price and 
quantity will be created.

Example

Arrows are used to show 
the change in price and 
quantity as well as the 
shift of the curve.
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P1, Q1 are the new 
equilibrium price and 
quantity.

Increase in demand

Following the increase in demand, at the existing price of Pe, there would now be a shortage or excess 
demand. In response to this situation, consumers would bid up prices. As price increases the quantity 
demanded would fall while the quantity supplied would increase until a new equilibrium price is reached.

Example
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Increase in supply

Arrows are used to show 
the change in price and 
quantity as well as the 
shift of the curve.

P1, Q1 are the new 
equilibrium price and 
quantity.

Following the increase in supply, at the existing price of Pe, there would now be a surplus or excess 
supply. In response to this situation, firms would lower their prices to sell the excess stock. This would 
cause the quantity demanded to increase and the quantity supplied to fall until a new equilibrium price 
is reached.

Real markets do not instantly change their prices to the new equilibrium when demand or supply shifts. Instead, 
there is a period of adjustment as consumers and producers realise that something has changed – this is known 
as market forces.
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 c. Workers’ productivity increases.
Market for bottled water
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 Equilibrium price has                           

 Equilibrium quantity has                           

 d. The price of soft drinks increases.
Market for bottled water
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 e.  The environmental cost of bottled water is 
publicised.

Market for bottled water
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 Equilibrium quantity has                           

 f.  There is a rise in the proportion of teens 
exercising.

Market for bottled water
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4. The following graphs show the market for video game consoles. Show the effect of each scenario on the 
market by:

 • shifting either the demand or supply curve (label the new curve either S’ or D’)
 • stating the effect on equilibrium price and quantity (i.e. increase or decrease).

a. There is a cut in income taxes.
Market for video games consoles
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 Equilibrium quantity has                           

b. The price of video games rises.
Market for video games consoles
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 Equilibrium quantity has                           
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 a. Identify the per-unit amount of the subsidy that has been removed. $ 
 b. Explain the impact of the removal of the subsidy on households. Refer to your graph in your answer.

 c. Explain the effect of the removal of the subsidy on government.

 d. Explain why a subsidy might originally have been paid on early childcare.
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The circular flow model of the economy
The circular model is used to show the interconnections between the main sectors of the New Zealand economy. 
It can show both real flows and money flows.
• Real flows are flows of actual goods and services between sectors.
• Money flows are flows of money, such as income and spending between sectors.

The simple two-sector circular flow model
The simple two-sector circular flow model shows the flows between the producer and the household sectors.

Real flows 

Money flows 

Households Producers

Resources, e.g. labour

Income $$

Consumer spending $$

Goods and services

A household is made up of all the people living under one roof.

A producer is any organisation that makes or provides goods and services.

Interdependence refers to the way in which two people or groups rely on each other.

The circular flow model illustrates this interdependence. For example, producers rely on households to provide 
them with resources (such as labour) that enables them to produce goods and services, while households rely 
on producers to provide them with an income in return for these resources. Obtaining the income enables 
households to buy goods and services to satisfy their needs and wants. In other words, producers and 
households rely on each other: they are interdependent.

The full circular flow model
The full circular flow model incorporates three further sectors – government, overseas and financial. For the sake 
of simplicity, we will focus on the money flows.

Overseas
sector

Households

Financial sector

ProducersGovernment

Import payments

Export receipts

(Loans for) investmentSavings
Consumer spending

Income

Government spending

Transfer payments

Taxes
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Achievement Standard 90983 
(Economics 1.1)
Scarcity, choice and opportunity cost (page 2)
1. a.  Any ten specific items, e.g. Whittaker’s 250 g chocolate, Wii console.

b.  Example: Whittaker’s 250 g chocolate is a want because while I 
would like to have it to eat (because it’s so delicious), I do not have 
to have it to survive as I have enough other food.

2. a. i. Time – she can only go to either the movies or the party.

   Money – she is not sure that she can afford the new jeans and a 
present.

 ii.  Since Moira has limited time, she cannot go to both the movies 
and the party. As a result, she will need to decide which option is 
the best for her and give up the other option.

   OR Since Moira has limited money, she cannot buy both the 
present and a new pair of jeans so she will need to choose which 
one is the best option.

b.  Opportunity cost is the next best option given up when a decision is 
made.

c.  Example: If Moira chooses to go to the party instead of the movies, 
the movies are the next best option given up and so the movies are 
her opportunity cost.

3. No answer provided – student-specific response.

Values (page 4)
1. a. No answer provided – student-specific response.

 b. No answer provided – student-specific response.

Factors affecting your values (page 5)
1. a.  Since your parent(s) or caregiver(s) raise you, you are influenced by 

both the behaviour they expect of you (e.g. honesty, compassion), 
and your own observations of their behaviour (i.e. does their 
behaviour match what they expect of you?).

 b.  Your peers influence you through both their behaviour and their 
expectations. Since peers are people whom you respect and whose 
respect you would like, you are likely to pay attention to what they 
think is important and this may influence your values. For example, 
they may be ‘into’ the environment and so you might develop a 
greater interest in the environment as well.

2. a.  The media tend to emphasise the concept that women should have 
slim bodies and men should have well-toned, muscled bodies. 
Examples include fashion models, music videos, advertisements and 
most TV shows (whose characters tend to fit these criteria).

 b.  This influence affects people’s behaviour by developing a belief that 
everyone should try to fit a stereotype so that both men and women 
might buy products that will ‘help’ them achieve the desired body 
shape, e.g. gym memberships and diet books. At an extreme, some 
over-diet or become anorexic or bulimic.

3. Example: Raising the minimum driving age to 18.

 •  Positive – should reduce traffic accidents as people will be more 
mature before they get their full driver’s licence.

 •  Minus – raising the minimum driving age to 18 may be seen as unfair 
on those 15 to 17 year olds who drive responsibly and will be unable 
to get a licence.

 •  Interesting – could there be an alternative, such as compulsory driver 
training to a higher standard than is current?

4. a.  Values that Troy might hold could include the importance of his 
commitment to his rugby league team, the importance of friendship and 
spending time with friends or the importance of playing sport / exercising.

 b.  Values that Troy’s parents might hold could include the importance 
of family, the importance of obeying and respecting parents, the 
importance of supporting one another within the family.

 c.  Conflict could arise between Troy and his parents because he values 
playing and training for his rugby league team and so will not wish 
to work part-time while his parents want him to work, reflecting their 
values in terms of supporting the family.

 d.  Note that there is no one single answer to this question. The 
compromise should show that both Troy and Troy’s parents are 
giving something up to reach a choice that is acceptable to them all.

   Examples: Troy and his parents could agree that he will take on some 
part-time work on the condition that it is not at times that clash with 
his commitment to his rugby league team. This decision would then 
support both Troy’s values and those of his parents. 
OR 
Troy and his parents could agree that he will take on part-time work 
once the rugby league season has finished for the year.

5. a.  If Alavina chooses to donate to the earthquake relief fund this may 
reflect her valuing the importance of community / of empathy / of 
being a global citizen.

 b.  If Alavina chooses to take her friend to the movies this may reflect 
her valuing the importance of friendship / of being entertained / of 
being up to date.

 c.  Alavina has limited money. As a result she will experience a conflict 
between her values because she cannot afford both to take her friend 
to the movies and to donate to the earthquake relief fund.

 d.  A compromise could be to donate to the relief fund and go to the movie 
next week, or to donate half her income to the relief fund and suggest 
to her friend that they each pay for their own ticket to go to the movie.

6. a.  Janelle has many wants in terms of her use of time: she wants to be 
able to fit in all her activities, including guitar lessons, netball practice, 
coding club every week, schoolwork, a part-time job and hanging out 
with her friends Casey and Jasmine. However, she has limited means 
in terms of time. Since Janelle has limited time, there is scarcity, 
i.e. there is not enough time for her to do everything that she wants 
to do – time is scarce. As a result, she will have to make choices about 
what the best use of her time is, and she may have to give something 
up. For example, Janelle may decide that spending time with her 
friends is the most important thing to do, and consequently she may 
miss her guitar lesson. This results in an opportunity cost, which is the 
next best alternative given up – in this case Janelle’s guitar lesson.

b. Values are the ideas and beliefs that a person considers to be 
important and that, as a result, influence their decisions. When 
she chooses to spend time hanging out with her friends, Janelle is 

ANSWERS
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3. 

Supply

Law of supply
At higher prices the quantity 
supplied will increase, ceteris 
paribus.

A decrease in price is shown as ...
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)

Quantity

P1

P2

Q1Q2

S

Flow-on effects

• Increased revenue
• More workers or work 

hours needed
• More supplies needed
• More capital equipment 

needed
• Loans required for finance
• Increased tax paid

Flow-on effects

• Lower revenue
• Fewer workers or work 

hours needed
• Fewer supplies needed
• Less capital equipment 

needed
• Less tax paid

Definition of supply
The amount of a good or 
service that a firm is prepared 
to supply at certain prices.

Factors causing a shift of 
the supply curve
• Changes in productivity
• Changes in cost of 

materials
• Changes in wage costs
• Changes in the price of 

related goods
• Changes in legal, 

environmental, political 
and trade factors

An increase in supply could 
be due to:

• lower materials costs
• higher productivity
• lower wages
• lower price for related 

goods
• subsidy

Increase in supply looks like ...
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S Decrease in supply looks like ...
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A decrease in supply could be 
due to:

• higher materials costs
• reduced productivity
• higher wages
• higher price for related 

goods
• indirect taxes

Practice Test:  Achievement Standard 90985 
(Economics 1.3) (page 112)

1. a. Supply schedule for Maria’s Nelson Experience tours

Price ($) Quantity (tours per day)

60 0

90 1

120 2

150 4

 b. and c.

0 1 2 3 4 5

Quantity (tours per day)

165

150

135

120

105

90

75

60

0
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)

Supply curve for 
Maria’s Nelson Experience tours

P1

P2

Q1Q2

d. •  The law of supply states that at higher prices, firms will be 
prepared to supply greater quantities of a good or service. 
Maria will supply two tours a day at $120 per person and four 
tours a day at $150 per person – this increase in tours supplied 
illustrates the law of supply.

 •  Maria will supply more at higher prices as each tour will be 
relatively more profitable. This makes the opportunity cost of not 
providing more tours greater, making it worthwhile to put more 
resources into providing more tours.

 •  Maria will not provide any tours at a price of $60 per person as, 
at this price, she will not be making any profit OR her costs will 
be greater than her revenue OR at this price she can make better 
use of her time and resources in some other business, so it is not 
worth providing the tours.

2. a. Supply curve for Maria’s 
Nelson Experience tours

S
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 b.  As a result of higher transport costs, the costs of production for 
Maria’s business will increase. This is a non-price factor affecting 
supply. At each price, each tour will now be relatively less profitable 
than before. There will be a decrease in supply, meaning that Maria 
will supply fewer tours at each price. If there are fewer tours offered 
then Maria will not need as many resources and so she may not 
employ as many workers as previously, or might sell some equipment. 
Alternatively, she may consider the possibility of switching to more 
fuel-efficient vehicles so that her transport cost is lower.

3. a. 

S
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Supply curve for Maria’s 
Nelson Experience tours


