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Scarcity and opportunity cost
Resources are scarce in relation to how much is needed and wanted. People’s wants are unlimited; they are 
always wanting more. The world’s resources are limited, however; there is a fi xed amount available in the 
world.

All of the world’s resources cannot produce enough to satisfy all of the world’s wants, because only so many 
goods can be made from these limited resources.

This creates the central problem in economics:         Limitedresources
Unlimitedneeds andwants

Needs and wants outweigh limited resources

Scarcity

scarcity. The problem is how to best use the resources 
to satisfy as many needs and wants as possible. 
(A confl ict between limited means relative to wants.)

Limited resources must be shared among individuals, 
groups and even nations. This is the problem of 
allocation, i.e. what needs and wants are the 
resources being used to satisfy?

Individuals have many economic problems which need decisions and which have outcomes and consequences.

Every day people are faced with hundreds of economic choices: ‘Will I buy a cheeseburger and chips, or a 
hot dog and Coke?’, ‘Will I take a bus or walk to school?’, ‘Will I study or watch TV?’, ‘Will I rent a house or 
buy a house?’

Individuals must make choices. They also have the problem of allocation.        In the market, individuals 
need to earn or receive an 
income in order to buy 
goods and services.

Economic problems

Evaluate all the alternatives and 
choices that can be made

Predict outcomes and consequences 
of decisions that have been made

Individuals have only a limited amount of money. People cannot afford to buy all the goods they want, 
so they must choose what to spend their money on. For example, Campbell has $20 to spend on music 
CDs and to hire videos. He would like to hire a cassette and buy a CD, but cannot afford both. If Campbell 
spends his money on buying CDs, he loses the opportunity to hire videos. This lost opportunity is called the 
opportunity cost. The opportunity cost of buying CDs is not being able to hire videos.

Opportunity cost applies to all economic choices, even the choice of studying for exams or watching 
television at night. You may enjoy the programme (a benefi t), but you may also fail your exams (a cost). 
The opportunity cost of watching TV is not being able to do your homework.

Individuals facing the problem of scarcity must make choices about the best way to use their scarce 
resources to satisfy as many needs and wants as possible.

All choices have benefi ts and costs. A good choice is one whose benefi ts outweigh the costs.

Opportunity cost is the cost of the next best alternative foregone.

All decisions involve opportunity cost – the next best alternative that had to be given up.

There are limited resources (or means) but unlimited wants – the confl ict of limited means relative to wants.

In the relationship between limited means and the need to make decisions, ‘means’ includes family, 
whanau, hapu and iwi, as well as more familiar resources.
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 Questions: Consumer choice, scarcity and opportunity cost

 Question One

Tate is a 17-year-old secondary school student. His favourite subject is music and he loves creating 
20-second songs that he uploads to his YouTube channel. Tate’s goal is to become a famous YouTuber. 
He teaches himself how to create songs and he learns skills in his music lessons. He is aiming to receive a 
year’s free tuition at a music school where he will learn better skills for developing his songs. When Tate is 
not at school or studying, he spends his time creating songs. As this takes up so much time, he does not 
have a part-time job. His only income is the pocket money that his parents give him.

a. Why are Tate’s means limited?

 i. Tate’s time is limited because:

 ii. Tate’s money is limited because:

 iii. Tate’s skills are limited because:

b. How are the concepts of scarcity, choice and opportunity cost linked? Use an example from Tate’s 
means from part  a. in your answer.

 Year 2021
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The demand curve
Demand is the quantity of goods or services that consumers are both willing and able to buy at any given 
price. Demand is not just the desire to have something, but also the ability to buy it.

A demand schedule is a table which shows how many goods (or services) will be demanded at different  
prices over a certain period of time. A demand schedule is often plotted on a graph called a demand curve
to show more clearly how the quantity demanded varies with price.

Below are a demand schedule and a demand curve for pizza, for one consumer, Rene, per month.

Rene’s demand schedule and demand curve show that at a price of $20, Rene is only prepared to buy two 
pizzas, but at a price of $10, Rene will buy six pizzas.

The Law of Demand assumes that only price is changing and that all other infl uences are constant (‘ceteris 
paribus’, i.e. all other things being equal). If price increases, the quantity demanded decreases.

Rene’s Demand Schedule
for pizza (per month)

Price of pizza
Quantity of 

pizza

$5 8

$10 6

$15 4

$20 2

$25 0
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Rene’s demand for pizza (per month)

Change in quantity demanded
A change in the price of a good or service will cause a 
change in the quantity demanded for that good, or a 
movement along the same demand curve.

For example, if the price of pizza was to rise from $10 
(P) to $15 (P1), then there would be a decrease in the 
quantity demanded by Rene from 6 (Q) (A on graph) 
to 4 (Q1) (B on graph).
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 Questions: The demand curve

 Question One

Tate is a 17-year-old secondary school student. His favourite subject is music and he loves creating 
20-second songs that he uploads to his YouTube channel. His school allows him to rent music equipment 
to create the songs, which he records and edits using apps on his phone. He uses pocket money that he 
receives from his parents to pay for the music equipment rental.

Tate’s weekly demand for music equipment hire 

Price ($/hr) Quantity (hours)

2 10

6 8

7 6

10 4

14 2

a. Use the information from the demand schedule above to draw a labelled demand curve.

 Title:

b. On the graph created in a., show the effect on Tate’s quantity demanded (hours) if the price of 
equipment hire increases from $6 to $10 per hour. Label all your changes.

 Year 2021
Ans. p. 108

Demonstrate understanding of consumer choices, using scarcity and/or demand 15

1.
1

ISBN 978-1-990038-45-7 © Copying or scanning from LearnWell books is subject to the provisions of the Copyright Act 1994.



The supply schedule and the supply curve
Supply is the quantity of goods or 
services that a producer is prepared 
to supply at a particular price.

A supply schedule is a table 
showing quantity supplied in 
relation to a range of prices.

A supply curve is a graph of a 
supply schedule. The supply curve 
of the supply graph will have a little 
‘S’ (for supply) drawn at each end.

The law of supply (ceteris paribus) 
states that ‘as price increases, so 
too does the quantity supplied’, and vice versa. 

Supply is affected by price and determinants of supply, i.e. costs of production, state of technology, 
amount/price of competition and personal producer preferences.

Change to the price of a good or service results in a change in the quantity supplied (a movement along 
the same supply curve) of that good or service.

Change to any other factor (determinant) will result in a 
change in supply, i.e. a shift to a new supply curve.

Change in quantity supplied
If the price of a good goes up then there is an increase in 
the quantity supplied. If the price of phones increases from 
$100 to $150, then producers will supply more phones; the 
increase is from 200 to 400 on the graph.

If the price of a good goes down then there will be a decrease 
in the quan ti ty supplied.
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 Questions: The supply schedule, supply curve and law of supply

 Question One

The Clean Shop sells hand-cleaning products. The Clean Shop’s weekly supply of bottles of hand sanitiser 
will depend on the price.

When the price is $1, The Clean Shop only just covers its costs and is therefore willing to supply only 
50 bottles of hand sanitiser. This increases to 150 bottles when the price increases by $1. At $3, The Clean 
Shop is willing to supply 250 bottles. The quantity increases by 100 bottles when the price increases 
to $4. If the price increases by one more dollar, The Clean Shop will be willing to supply an additional 
150 bottles.

a. i. Use the information above to complete The Clean Shop’s weekly supply schedule, below.

The Clean Shop’s weekly supply schedule for bottles of hand sanitiser

Price ($) Quantity (bottles)

1

150

3 250

4

500

 ii.  Use your completed supply schedule, above, to draw The Clean Shop’s weekly supply curve for 
hand sanitiser on the grid, below.

  Title:

 Year 2021
Ans. p. 113
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 Question Eight

Food hygiene practices are very important when preparing food. My Meals takes this very seriously. 
Chelsea installed new soap dispensers and hygiene stations around her kitchens. She also purchased new 
sinks, aprons, gloves, and hair nets to comply with health and safety regulations.

a. On the graph below, show how meeting the health and safety regulations is likely to affect My Meals’
supply of dinner packages. Fully label all changes.

My Meals’ supply of dinner packages (annually)

Price 
($)

S

Quantity (dinner packages)

b. Referring to the graph above, fully explain the impact of these health and safety regulations on My Meals.

 In your answer:

 • link the health and safety regulations to the supply of dinner packages

 • fully explain the impact on My Meals’ profi tability.

 Year 2018
Ans. p. 117
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The market
A market is a place or situation where buyers and sellers meet to 
trade, i.e. to buy and sell goods and services.

Market demand is the horizontal sum of all the demand of all 
individual consumers.

Market supply is the horizontal sum of the supply of all individual 
suppliers.

Markets have become specialised and are now interdependent.

In each market there is only one price and quantity at which both 
buyers and sellers will agree. This is called the equilibrium price. 
At equilibrium, everything supplied will be bought, and there is no 
excess supply or excess demand.

Market for milk

S

D

Price 
($)

Quantity (L)

Ep

Eq

Equilibrium

Price is used to ration scarce resources and scarce goods and services. Only those who are prepared to pay 
the market price can buy.

Price in the market sends a signal to producers telling them what is wanted, what is no longer wanted or 
not in the same quantities as before, and what is now wanted in greater quantities.

Market equilibrium
Market price is the price ruling in the market. If market price is at equilibrium there is nothing to make this 
price change, so it will be stable at equilibrium.

If the market price is not at equilibrium, there will be either excess demand or excess supply, which will 
push the market price towards the equilibrium price. Market price will continue to change until equilibrium 
is reached.

There can be only one price ruling in a market at any one time.

Changes to market equilibrium
There are four main changes to the free market, shown by the following changes in demand and supply curves.

$ Price $ Price

D’
D

S

Eq1

Ep1

Ep1

Ep2

D

S

D’

Eq2 Eq1Eq2 Quantity Quantity

Ep2

Increase in market demand Decrease in market demand

ECONOMICS

1.4
Externally assessed 5 credits

Achievement Standard 90986
 Demonstrate understanding of how consumer, 
producer and/or government choices affect 
society, using market equilibrium

ISBN 978-1-990038-45-7 © Copying or scanning from LearnWell books is subject to the provisions of the Copyright Act 1994.



 Questions: The market and market equilibrium

 Question One

Fibre technology provides the fastest and most reliable internet connections in New Zealand. It is now the 
most popular internet option available.

a. i. Using the information from the table, add the market supply curve to the graph, below.

New Zealand market for fi bre broadband plans (monthly)

Price ($) Plans supplied (00 000)
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90 9

100 10

120 11
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New Zealand market for fibre broadband plans (monthly)

Price
($)

Quantity (00 000 plans)

 On the graph:

ii.  use dotted lines and labels to indicate the original market equilibrium price (PE) and quantity (QE)

iii.  use a solid line to show the market situation if the price for a monthly fi bre broadband plan is $100

iv.  use dotted lines and label the quantity demanded at this price (QD)

v.  use dotted lines and label the quantity supplied at this price (QS)

vi.  label the resulting surplus or shortage.

 Year 2021
Ans. p. 117

 Demonstrate understanding of how consumer, producer and/or government choices affect… 71

1.
4

ISBN 978-1-990038-45-7 © Copying or scanning from LearnWell books is subject to the provisions of the Copyright Act 1994.



Taxes
Taxes can be direct or indirect.

•  Direct taxes reduce disposable income. They are paid           

P

Q2

D1

An increase in income tax

Q

P2

S

Q1

P1

D2

by the taxpayer (e.g. the income earner) directly to the
government’s collection agency, the Inland Revenue 
Department. The diagram shows the effect of an 
increase in income tax.

•  Indirect taxes increase the costs of suppliers. Indirect     An increase in sales tax
P

P2
P1

Q2 Q1 Q

S1

S2

D

Total
tax A

taxes are paid by the taxpayer to a third party, who 
then passes the tax revenue on to the Inland Revenue 
Department (e.g. GST is paid by the consumer, 
collected by the retailer, and paid to the Inland 
Revenue Department by the retailer). The diagram 
shows the effect of an increase in sales tax. The vertical 
distance between S1 and S2 is the per unit amount 
of indirect tax.

  A = New revenue per unit to fi rms

  P2 = New price consumers pay

Subsidies
Subsidies are negative indirect taxes, because the government     

Q1 Q2

P1

P2 Total 
subsidy

D

Q

P
S1

S2

Effect of a subsidy

A

pays the supplier to produce more. Subsidies increase fi rms’ 
revenue, so supply increases.

The diagram shows the effect of a subsidy. The vertical distance 
between S1 and S2 is the per-unit amount of subsidy.

The shaded area shows the total cost of the subsidy to the 
government.

  P2 = New price consumers pay

  A = New total price producers receive
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 Achievement Standard 90983 
(Economics 1.1): Demonstrate 
understanding of consumer choices, 
using scarcity and/or demand
1.1 Consumer choice, scarcity and 
opportunity cost
Question One
a. i.  Tate’s time is limited because there are only 24 hours in a 

day, seven days in a week, 365 days in a year. Tate wants 
to do many things – attend school, create songs, attend 
music school tuition and work part time. (A)

 ii.   Tate’s money is limited to his pocket-money income given 
to him by his parents. He does not have a part-time job to 
earn more income as he does not have enough time. (A)

 iii.  Tate’s skills are limited to his natural abilities (what he is 
born with) and his education (what he has learned). Tate 
will have learned skills about making music videos online, 
from music lessons and from his education at school. 
His skills will also improve if he gets private music school 
tuition. (A)

b. Time is a limited resource for Tate because there are only 
24 hours in each day. There are many activities he wants to 
undertake in that limited period of time. He needs time for his 
music lessons, to attend school and to create music videos, 
but he also wants a part-time job. This illustrates the idea of 
scarcity (limited time versus unlimited activities, wants and 
needs). Tate has more activities to do than he can achieve in 
the time available each day. As a result of this scarcity of time, 
Tate must make choices. He must choose which activities are 
the most important. 

  When Tate chooses one activity (for example, studying) over 
another (for example, a part-time job), he has to give up his 
second-best alternative, which is his opportunity cost (a part-
time job, in the event that he chooses studying). (M)

 Question Two
a. i.  Time is a limited resource for Leo as there are only 

24 hours in a day. (A) There are many activities he wants to 
complete in that period of time. For example, he cannot 
attend the march and do his shift at the same time. (M)

 ii.  Skills is a limited resource for Leo as he does not have the 
ability to do everything he wishes. (A) For example, Leo 
does not have the skills to look after the elephants at the 
zoo as he has only been trained in the skills to look after 
the rabbits and the fi sh. (M)

 iii.  Money is a limited resource for Leo as he only has income 
that he has the ability to earn. (A) For example, Leo only 
earns income from his part-time job at the zoo. This is 
limited by the number of hours he works. (M)

p. 2
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b.  When Leo makes a choice (decision) between different 
options, he misses out on his second-best alternative (the 
opportunity cost). (A) For example, if Leo decided to attend 
the NZCAN march, he could not do his shift at the zoo at the 
same time and earn income. (M) The cost of his fi rst choice 
(NZCAN march) was the second-best alternative (after the 
shift at the zoo) so he missed out on it as he could not do 
both due to scarcity of time. (E)

Question Three
Time is a limited resource as there are only 24 hours in a day, and 
seven days in a week. Harper does not have enough time to do 
everything she wants to do, such as work out at the gym, attend 
her university course and work at the health-food shop. This 
demonstrates scarcity (unlimited wants versus limited means). (A)

So Harper needs to make a choice (decision) about how she 
spends her time. When she chooses one activity over another, she 
has to give up her next best alternative, which is defi ned as her 
opportunity cost. (M) If her fi rst choice was to work out at the gym 
on Saturday, then she has to give up the next best alternative 
(defi ned as her opportunity cost), which in this case is her part-
time job at the health-food shop. (E)

 Question Four
Time is a limited resource for Rania. There are only 24 hours in 
a day and seven days in a week. She doesn’t have enough time 
to complete all the activities, training for all the sections of the 
triathlon, and teaching part-time at the local swim school as 
well as her Year 11 studies. This demonstrates scarcity (unlimited 
wants versus limited means). (A) So Rania needs to make a 
decision (choice) about which activities she spends her time on. 
When she chooses one activity over another, she has to give up 
her next best alternative, which is defi ned as her opportunity cost. 
If her fi rst preference outside of school is to work, then she has 
to give up the next-best alternative (defi ned as her opportunity 
cost), which in this case is triathlon training. (M)

 Question Five
Time is limited because there are only 24 hours in a day, and 
Bella has unlimited activities she wants to spend time doing on 
her 10-day trip around the South Island. She wants to go bungy 
jumping, sky diving, white-water rafting and jet boating. (A) This 
illustrates the idea of scarcity (limited time vs unlimited activities/
wants) where there are more activities to do than can be achieved 
on one 10-day holiday. Because of scarcity, Bella must choose 
which activity(ies) are most important to her, so that she gets to 
spend time doing them within the limited time that she has. (M) 

When she chooses one activity (e.g. bungy jumping) over another 
(e.g. sky diving), she has to give up her next best alternative, which 
is defi ned as her opportunity cost (in this instance, sky diving). (E)
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   1.1 Consumer choices, values and 
confl icts, consequences and compromises

Question One
a. Tate demonstrates creativity and providing entertainment for 

others. (A)

b. He demonstrates that he values gaining qualifi cations and 
having long-term success. (A)

c. i.  Tate wants to work on his YouTube songs as he loves 
making music videos and sharing them. He also needs to 
study and complete his school work for his education and 
future qualifi cations and study requirements. He faces the 
confl ict of spending time doing what he loves (creating 
music videos) and doing what he needs to do for his 
future qualifi cations and job opportunities. (M)

 ii.  Tate could make shorter music videos that don’t take as 
long to make so he has more time for his school work. He 
could create the music himself but get a friend or sibling 
to do the editing for him. Tate could make fewer videos 
during term time and more during the holidays. Tate 
could reduce the number of school subjects he takes from 
six to fi ve to give him more time to create music videos. (E)

 Question Two
a.   A value that Leo is demonstrating could be concern for the 

environment / combating climate change. (A)

b.   By working at the zoo Leo is demonstrating that he values 
fi nancial stability / learning about caring for animals / animal 
welfare. (A)

c.   Leo believes protecting the environment is important so 
wants to attend the NZCAN march to help promote the idea 
of renewable energy. However, the march is on at the same 
time as the shift Leo works at the zoo to earn income to pay 
for his university fees. (A) Leo has limited time and cannot 
work at the zoo and attend the march at the same time. (M)

A compromise may be Leo swapping his shift with another 
person at the zoo so he can attend the march and completing 
his hours another day. This way Leo can show his support for 
the environment and earn income from his job at the zoo. (E)

Question Three
a.  Values are ideas/beliefs that people consider important and 

that infl uence their decisions. (A)

b. Value for money / cheapest price / budget spending. (A)

c. Animal welfare / care for the health/well-being of chickens. (A)

d. Harper wants to buy chicken so she can have a high-protein 
diet for her weightlifting programme. However, the cheapest 
chicken is battery-farmed, and these chickens do not have a 
good quality of life, which may go against Harper’s value of 
supporting animal welfare. On the other hand, battery-farmed 
chicken is cheaper so Harper could afford to eat more chicken, 
and this may support her value of budget spending. (A) If 
Harper buys the free-range chicken, this may support her value 
of animal welfare as these chickens have a higher quality of life. 
However, this may go against her value of budget spending. 
This causes a confl ict. (M) Possible compromises include buying 
50% of her chicken free-range and the remainder battery-
farmed so some of her values are met / buying less free-range 
chicken only and making up the rest of her protein intake from 
a cheaper substitute, such as tofu, so that she values animal 
welfare and is also eating lots of protein. (E)

p. 9

p. 10
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 Question Four
a. Values are ideas/beliefs that people consider important and 

which infl uence their decisions. (A)

b. When training for her triathlon, Rania values fi tness, for 
example. (A)

c. When teaching at the local swim school Rania demonstrates that 
she values earning money/fi nancial security, for example. (A)

d. Rania does not have enough time to train and work so she 
has to choose which activity to do. This is a confl ict as she 
wants to do both but can’t. (A)

e. Rania could train before school and complete homework in 
the evenings – this way she gets her fi tness improved for the 
triathlon and keeps up with her school work. Rania could listen 
to a podcast of her study material while going for a run. (E)

1.1 The demand curve

 Question One
a. Tate’s weekly demand curve for music hire 
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b. Tate’s weekly demand curve for music hire 
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c. The law of demand states that as the price increases, the 
quantity demanded decreases and vice versa, assuming 
ceteris paribus. As the price of music hire increases from 
$6 (P1) to $10 (P2) per hour, Tate will decrease his quantity 
demanded from 8 (Q1) to 6 hours (Q2). (A)

  This is because with his given income, Tate can now afford 
fewer music hires (they become less affordable). Music 
hire has become relatively more expensive compared with 
substitutes. (M)

d. Examples are: The price increase may lead Tate to purchase 
music equipment instead of hiring it each time; to borrow 
music equipment from friends instead; to make fewer music 
videos; to get a part-time job so he can afford the music hire. (M)

p. 12
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