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Grade: Achieved

1. For Achieved, the student needs to analyse a contemporary economic issue
of special interest, using economic concepts and models.

This involves:

e identifying, defining or describing concepts related to the
contemporary economic issue

e providing an explanation of causes of the contemporary economic
issue using economic models

e providing an explanation of the impacts of the contemporary
economic issue on various groups in NZ society.

The Lorenz curve has been used to illustrate key points (1).

The student has defined the economic concepts related to the contemporary
economic issue of income inequality (2).

Two causes of the contemporary economic issue have been explained using
the Labour Market Model and Consumption Possibility Curve (3).

The student has explained the impacts of income inequality on various
groups of NZ society, referencing education and healthcare (4).

To reach Merit, additional, in-depth information is required to explain the
statistics. For example, the student could explain the implications of the
lower education rates for Maori. The implications of health on groups could
also include the impact on how long they live and their quality of life.

© NZQA 2025



Exemplar for internal assessment resource Economics for Achievement St Achieved

NZOA Intended for teacher use only

Exploring the Income Inequality inside Aotearoa

Explain the degree of inequality of income in New Zealand and describe the income distribution,
the degree of “fairness” or equity and the economic trend (2008 - 2021) shown on a Lorenz
curve. Link the Lorenz Curve model into your explanations.

Lorenz Curve and trend from 2008 - 2020 @

Shift of inequality inside of NZ from 2007 - 2020
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Describe Income distribution
Income distribution is how an economy's GDP is distributed amongst its population.

The lines in the Lorenz curve represent the distribution of incomes. The distance between the
curve and the ‘line of absolute equality’ indicating the level of inequality within the economy.

The Lorenz curve attached above shows the level of inequality has gotten worse in New Zealand.
Some key stats that represent this is the GINI coefficient, which has increased from 32.6 in 2008 to
35in 2020, an overall increase of 2.4. The GINI coefficient is a commonly used measure of
inequality within a population. The lower the percentage, the ‘better’ the level of equality.

Another example that shows the worsening levels of income distribution within New Zealand is
the Lorenz Curve graph, which shows in 2007, 40% of the population had approximately 20% of
the total income. However, in 2020, 40% of the population will have only around 10% of the
income. This represents the worsening levels of income distribution within New Zealand.
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Describe the degree of “fairness”

The degree of fairness represents how fair our society is economically. A way to measure the
degree of fairness is through the GINI co-efficient measure, which factors in variables that
influence fairness, such as discrimination or disadvantage. The GINI coefficient is commonly used
to measure inequality within a population, and can be seen on the Lorenz Curve. The lower the
percentage, the ‘better’ the level of equality for that economy.

In New Zealand, the degree of fairness has been decreasing over the years. This means the top
earners in the country are heavily outweighing the lower earners, in terms of income. The change
in the degree of fairness in New Zealand over the years is reflected by the outwards shift in the
Lorenz Curve from 2007-2020. 1

Exploring Causes of Inequality 2

From the list below pick Two causes of income inequality and explain them in depth. Ensure
you integrate supporting models: Lorenz Curve and/or CPC and/or Labour Market Model

Wages are determined by Labor market
Increase in demand for highly skilled workers
Inherited wealth and investment into Wealth
Access to education

Cause 1: Increase in demand for highly skilled workers
Cause 2: Access to education @

Explain in depth why this is a cause of income inequality

Alack of access to quality education limits people’s abilities to get higher paying jobs which are in
greater demand, and lowers their financial education meaning they are worse at handling their
finances. This means that people without a formal education will earn less than someone with a
formal education and will be worse at spending money on income-potential goods, which will
increase their net worth in the long run. This leads to poverty and income inequality.

A quality education rewards people with better paying jobs than for those without that education.
People with a worse education will not have access to the high demand markets like Civil
Engineering and will be stuck in dead end jobs like fast food. This results in a group of educated
individuals earning significantly more than the group of poorly educated individuals, creating
income inequality. The equilibrium represents the balance point for the market at a certain time.
The equilibrium for Civil Engineer is significantly higher than the equilibrium for a fast-food worker.
In this case this is because Civil Engineer requires more education, much more experience and is in
high demand, while a Fast-Food worker is in low demand because the job can be provided by
significantly more people. The wages for a Civil Engineer will then be much higher (represented by
Wel), while the wages for a Fast-Food worker are at We2, much lower than a Civil Engineer. This is
further expanded upon in a CPC, which shows that these educated people have more money to
spend and save it better, which over time results in compound growth in wealth. This is how
education plays such an important role in income wealth.

A quality education determines whether someone is wealthy, has access to better quality goods and
services (healthcare, private education, financial support when attending university) & capable of
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managing their finances, all of which contribute to income inequality and are caused by education
(or lack thereof). Education rate is higher among high income earners (23.55%), and notably lower
among low-income earners (12.48%) There is a direct relationship between high quality education
and income. The CPC expand upon this idea, showing that those who earn more (i.e. highly
educated individuals) tend to be wealthier because they can save more. On the low-income CPC
only $430 was spent on income goods compared to the $728 on the high-income CPC. Wealth grows
over time; the rich get richer and the poor get poorer. This is clear when you compare the respective
growth rates of the low- and high-income CPCs: the low-income CPC had a 43% change from 2008 to
2021, while the high-income CPC had a 69% change. What results from this is those of higher
incomes have access to better goods and services like private healthcare or private education,
which can increase their quality of education, and/or quality of life. Financial security also means
people can attend university without the worry of financial debt. From this it can be drawn that your
income, or potential to earn more money, is tied to your education. Less qualified people earn less
and better qualified people earn more. Because better qualified people earn more they can invest
more money into income goods, leading to greater growth then those with a poorer education.

Market for Civil Engineer Market for fast food worker
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The Impact of Income Inequality on Groups

®

Education European NZers Maori
European people have strong access to Despite having the same access to
tertiary education such as universities tertiary education through the
through first year free study, as well as high | ‘fees free’ program at New Zealand
incomes which allow them to maintain universities, Maori have
their study beyond year 1. significantly less quality in terms of
The quality of degrees earned by European | education rates. In addition, lower
people is greater than that of Maori. income means it is harder for them
to maintain the associated costs of
This is supported by the ‘highest university.
qualification tertiary percentages’ from the | Maori tertiary education rates are
2018 census which showed that high as follows: 8.43% for bachelor’s
tertiary education rates of European NZers: | degree, 2.47% for post-graduate
13.32% for bachelor’s degrees, 6.00% for and honours degrees, 1.33% for
post-graduate and honours degrees, 3.32% | Master’s degree and 0.25% for
for Master’s degree and 0.91% for Doctorate | Doctorate degree.
degrees.
This represents why the Maori
This aligns with the amount of European median weekly income is
NZers who become high skilled workers, as | significantly lower to that of
the average level of degree earned is quite | Europeans NZers, as there are less
high. European NZers have higher weekly high skilled workers coming
incomes than other ethnic groups. through and less access to tertiary
education.
Healthcare | European NZers generally have strongand | Unlike European NZers, Maori

consistent access to healthcare due to
higher incomes, meaning better access to
general healthcare and insurance.

The weekly median income for European
NZers in paid employment is $1,120
meaning they have more income to afford
things like health insurance on top of
consumption goods.

generally have less access to
healthcare due to possessing less
assets and wealth which leads to
poor health.

The weekly median income for
Maori in paid employmentis $1,000
which is significantly less than that
of European NZers meaning they
have less income to afford things
like health insurance.
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Grade: Merit

2. For Merit, the student needs to analyse in depth a contemporary economic
issue of special interest, using economic concepts and models.

This involves:

e providing a detailed explanation of causes of the contemporary
economic issue using economic models

e providing a detailed explanation of the impacts of the contemporary
economic issue on various groups in New Zealand society.

The student has analysed, in depth, the economic issue of New Zealand’s
gender pay gap.

The student has explained the causes of the gender pay gap using the
Lorenz Curve: fewer women in higher paying jobs leading to the wealth gap;
occupational and vertical segregation (1).

A detailed explanation of the impacts of the gender pay gap on women, men
and government has been provided (2).

To reach Excellence, the student’s work would more comprehensively
explain comparisons, explaining why one cause is greater than the other
cause. Some attempt has been made to compare and/or contrast the causes
of the gender pay gap. Models should be used in the detailed comparisons

(3).

The impacts should also be compared and/or contrasted, such as explaining
that changes made to reduce the gender pay gap would affect some groups
more or less than other groups. Or that a decrease in the gender pay gap
would enable women to improve their financial status, both while they are in
the workforce and when they retire. The impact on men would not be as
great because there would be little change from their current situation (4).
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Income Inequality & The Gender Pay Gap

Introduction

o ) Lorenz Curves
Economic inequality refers to an unequal Income and wealth inequality, 2010

distribution of income and opportunity between %
different groups in society and inequity refers to
the idea of fairness in economics. Overall, the
Lorenz curve shows us that wealth is always
going to be more unequal than income, this is
because it is determined by taking the total market
value of all physical and intangible assets owned
by the individual. Therefore, people with more
income are more likely to own assets that
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socioeconomic class don’t have the income to T T ————
spend on assets and therefore have as much ST R PR RaA
wealth.

In New Zealand, there is inequality and inequity between men and women in
terms of the pay gap, this is shown on the Lorenz
Curve to the right through the level of inequality in
income and wealth between men and women. This
modal (Income of men vs. income of women) shows
the level of inequality of income of women is larger
than men. This is because there are fewer women
in higher paying jobs which decreases the amount
of income they receive. This causes the level of
inequality to be larger amongst women, as a majority of the population is in the
20%-60% of cumulative income, and the minority is in the top 20%. Whereas men
are more evenly distributed with similar percentages of the population in each
stage of the cumulative income.

Weatto of en e weatind waven. This model to the left displays the difference in

m&;;o’“ ~ eoie : inequality of wealth between men and women,
_“23"‘ ol 7/’ e which is that women have more inequality in
S / WEWEEEE  wealth than men. Income plays a part in the

I 1 ‘,vi@u / amount of wealth as, if men are earning a higher

Thdl Z gy income, they are more likely to afford assets

— PR : which contributes to their wealth. Men are also

peccent ok_gopaohon more likely to receive inheritance than women i

: some cultures which also contributes to wealt@
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Although there is still inequality between men and women’s income, New Zealand has
e e arers ogo 017+ o ereseresdne - improved and made the gap smaller over the past
20 years. In 1998 the pay gap worked out to be

4 | | ‘ around 16.3%, whereas now the pay gap has
Causes of the Gender Pay Gap

decreased to 9.4%. This is due to the increase in

the median hourly earning of women, which is

shown of the graph to have increased 4.6% where

as men’s median hourly income only rose by 1.6%
Occupational and vertical segregation are some of the main causes of inequality in New
Zealand. Occupational segregation refers to the clustering of female and male workers in
certain occupations, for example, women tend to be over-represented in jobs like nursing
while men tend to be over-represented in jobs like construction. This leads to the gender pay
gap as female-dominated occupations are usually lower paying jobs, this means that while
women may not be paid less than men, they are working in jobs that earn them lower
income. New Zealand has also been proven to, whether consciously or unconsciously, have
occupational segregation within the labour force. At the end of 2011, a study showed that
industries like retail trade and education would predominantly hire women and industries like
manufacturing and construction industries were predominately hire men’. The labour market
models below shows that the equilibrium wage rate (We1 ) of nursing (a female

crowded occupation) is less than the

MNursing
Real

Wage

Ner| s

Quantity of Labour

Real
Wage

\;04'1-

Construction

Su

Quantity of Labour

equilibrium wage rate (We> ) of
construction (a male-dominated
industry). This is also supported by
New Zealand statistics which shows
the average salary for a nurse is
between $54,000 and $68,0002 (with
3-5 years experience), whereas
construction average salary is
$82,300°.

Another aspect of occupational

segregation is vertical segregation, which refers to the fact that a higher

number of men hold ‘senior/higher-paid’ positions than women. This is shown to impact the
gender pay gap, as in a gender pay report issued by Goldman Sach’s London, it shows that
the firm starts the male and female associates with the same pay but on average, men at the
firm make 56% more than women. The report discusses that a big reason for this gap was
that only 15% of Goldman’s 450 partners are women, which means there are more men
getting paid at the higher rate. This is also shown in New Zealand,

1 http://women.govt.nz/work-skills/paid-and-unpaid-work/occupational-segregatio n

2 https://www.careers.govt.nz/jobs-database/health-and-community/health/registered-nurse/about-the-jo b

3 https://www.payscale.com/research/NZ/Job=Project Manager%2C_Construction/Salar y
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Women tend to spend a greater proportion of their time on
unpaid and caring work than men. This affects the gender
pay gap as it impacts the level of participation in the paid
workforce, which leads to many women being
underemployed. @
Statistics show that one in three women work part-time,
one in five of those women are underemployed*, this is

: due to women not being able to have a full time job as they
have to spend time looking after their children. Also, as women spend time doing volunteer
work, taking maternity leave, etc. it limits their work experience and tends to make them less
likely to get hired in

higher paying positions. This affects the gender pay gap as fewer women are likely to have a
high income which leads to an increase in income inequality, not only between women but in
comparison to men as well. This PPF shows that this is inequitable yet arguably efficient (B),
as women don’t get paid for this volunteer work or childcare, and it leads to more part-time
work. However, some would argue that it is efficient because women can still spend time
with their children while doing part-time work and make income and the same time, so it is
the best option for everyone.

Discrimination and bias is something that takes part in the

D‘S?“m‘-m@“ eosBias PPE . workforce whether consciously or unconsciously and is
—: something that largely impacts the gender pay gap. The
-~ PPF shows that this is extremely inequitable (A), this is

because it is unfair for a women to be hindered by their
“a  gender as it is something they cannot change. This cause
Coiency . can be split into three part; behaviour of women, attitudes of
- employers and bias. Behaviour of women refers to how

o ~~  employers view certain behaviour of women in comparison

to men. A study in Australia®, showed that employers may treat women differently if they
negotiate than they would if a man negotiates. It suggested that women are more willing to
negotiate but men are more likely to receive a pay rise if they negotiate. While this study was
not conducted in New Zealand, we can only assume that the circumstances are similar in
New Zealand, as Australia is the only country in the world that collects systematic data on
when employees ask for a pay rise. This impacts the gender pay gap as it can allow men to
receive a higher income than women when asking for a raise, which increases the income
inequality between the two groups. The attitudes of employers is also something that
impacts the gender pay gap, as some people have certain beliefs about the type of work
appropriate for women, the importance of female-dominated occupations and allocation of
unpaid work. Many people today still believe that women are not meant to do jobs like
construction, etc. because it had been deemed a ‘man’s job’. This deeply rooted social
construct can impact whether or not an employee will hire a women in these industries,
which leads to female’s being more likely to take part in female-dominated occupations
which are usually lower paying occupations. One of the reasons these female-dominated

4 http://women.govt.nz/work-skills/utilising-womens-skills/paid-and-unpaid-wor k
5 :https://warwick.ac.uk/fac/soc/economics/news/2016/9/new_study suggests women do ask for pay rises but dont

get them/

© NZQA 2025


https://protect.checkpoint.com/v2/r04/___http:/women.govt.nz/work-skills/utilising-womens-skills/paid-and-unpaid-work___.Y3A0YTpuenFhMTY0NDM1NzI0NDQxNTpjOm86MjBlMmRiNjZjMWJiZTA5MmJlYzk0NjE1NjYzZDBmMWQ6NzplZDJkOmMyMWRlZjZlZWM4NThkMmU3ODExMGRmNmIwZDU3MTAxYjY4YTI2Zjc3MDM2MWE3NzMwMGZlMDA2M2RjYmZlNDM6cDpUOk4
https://protect.checkpoint.com/v2/r04/___http:/women.govt.nz/work-skills/utilising-womens-skills/paid-and-unpaid-work___.Y3A0YTpuenFhMTY0NDM1NzI0NDQxNTpjOm86MjBlMmRiNjZjMWJiZTA5MmJlYzk0NjE1NjYzZDBmMWQ6NzplZDJkOmMyMWRlZjZlZWM4NThkMmU3ODExMGRmNmIwZDU3MTAxYjY4YTI2Zjc3MDM2MWE3NzMwMGZlMDA2M2RjYmZlNDM6cDpUOk4
https://protect.checkpoint.com/v2/r04/___https:/warwick.ac.uk/fac/soc/economics/news/2016/9/new_study_suggests_women_do_ask_for_pay_rises_but_dont_get_them/___.Y3A0YTpuenFhMTY0NDM1NzI0NDQxNTpjOm86MjBlMmRiNjZjMWJiZTA5MmJlYzk0NjE1NjYzZDBmMWQ6Nzo4YWRmOjJlM2ExNWFlY2Q2ZGYzZjQ0ODc1MWU4MGNjYmZjM2I4YjU2N2M2NmNlNDBmMzJjYTU3Y2EzZTVlMzdkODlhZGM6cDpUOk4
https://protect.checkpoint.com/v2/r04/___https:/warwick.ac.uk/fac/soc/economics/news/2016/9/new_study_suggests_women_do_ask_for_pay_rises_but_dont_get_them/___.Y3A0YTpuenFhMTY0NDM1NzI0NDQxNTpjOm86MjBlMmRiNjZjMWJiZTA5MmJlYzk0NjE1NjYzZDBmMWQ6Nzo4YWRmOjJlM2ExNWFlY2Q2ZGYzZjQ0ODc1MWU4MGNjYmZjM2I4YjU2N2M2NmNlNDBmMzJjYTU3Y2EzZTVlMzdkODlhZGM6cDpUOk4
https://protect.checkpoint.com/v2/r04/___https:/warwick.ac.uk/fac/soc/economics/news/2016/9/new_study_suggests_women_do_ask_for_pay_rises_but_dont_get_them/___.Y3A0YTpuenFhMTY0NDM1NzI0NDQxNTpjOm86MjBlMmRiNjZjMWJiZTA5MmJlYzk0NjE1NjYzZDBmMWQ6Nzo4YWRmOjJlM2ExNWFlY2Q2ZGYzZjQ0ODc1MWU4MGNjYmZjM2I4YjU2N2M2NmNlNDBmMzJjYTU3Y2EzZTVlMzdkODlhZGM6cDpUOk4

Exemplar for internal assessment resource Economics for Achievement Standard 91228

occupations tend to be lower paying is because of people’s view of the importance of these
jobs and many tend to see them as less important than male-dominated professions. This is
because females have been seen as the ones who stay at home and look after the children,
rather than the worker, where as if men and women shared the allocation of unpaid work
(childcare and housework), it would be more equitable as both of the people could go out
and earn their living. Unconscious bias is also has a major impact on the gender pay gap, as
also it is illegal to discriminate against genders or races, the subconscious bias can still
impact the decisions of the employers. This leads to less women being employed in higher
paying positions because of the bias rooted into the minds of people from the many years of
the past.

While occupational segregation and unpaid and caring work contribute largely to the cause

of the gender pay gap, the most significant cause is discrimination and bias.

This is because most other causes are impacted by bias and are the reason that there is
occupational segregation and women spending more time looking after children than men.
Statistics also show that causes like

occupational segregation and unpaid work only explain around 20% of the gender pay gap,
the other 80% is ‘unexplained’ factors which are harder to measure, like bias.®

Impacts of the Gender Pay Gap

An impact of the gender pay gap on women with children, is a term coined by sociologist@
called the ‘motherhood penalty’. Sociologists argue that in the workplace, working mother
encounter regular disadvantages in income, perceived competence and benefits relative to
childless women. This disadvantages women with children as it becomes harder to find jobs
and receive a good level of income to support them and their child. This could lead to a low
standard of living and possibly damaging circumstances for the child, like becoming more
susceptible to diseases or not receiving a proper education. On the opposite end of the
spectrum, men face the ‘fatherhood bonus’ which refers to situations where men are more
likely to receive higher pay if they have children. This is because men are perceived to be
more responsible and competent after having children and are more likely to get paid more
than men and women with the same qualifications as them. This benefits men as they are
more likely to have increased wealth and a better retirement fund, where as it disadvantages
women, by them having less wealth and a smaller retirement fund.

6 http://women.govt.nz/work-skills/income/gender-pay-ga p
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better standard of living and a better life when they retire.

The government is negatively impacted by the gender pay gap through large spending on
income support and gain less taxes. This is because as women tend to receive a lower level
of income, they are more likely to be reliant on income support, which is paid by the
government, this would mean that the government would be spending money on these
benefits which they could be spending elsewhere. If the gender pay gap were to decrease,
the government would not only spend less money on benefits but they would also gain more
income taxes, because women would be paid more and therefore move into a higher tax
bracket. This would allow the government to improve other aspects of the community and
spend money elsewhere.

Overall, women are the ones who are impacted the most by the gender pay gap, whether it
be through the motherhood penalty or by gaining a lower income that forces them to rely on
the benefit. Although the government is largely impacted it can always create change to
benefit themselves like increasing taxes, but women cannot change their level on income.@
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Grade: Excellence

3. For Excellence, the student needs to analyse comprehensively a
contemporary economic issue of special interest, using economic concepts
and models.

This involves:

e comparing and/or contrasting the impact of different causes on the
contemporary economic issue

e comparing and/or contrasting the impact of changes in the issue on
various groups of New Zealand (NZ) society

e integrating changes shown on economic models into detailed
explanations.

The student has comprehensively analysed the economic issue of traffic
congestion in New Zealand. A detailed explanation is provided for the causes
of traffic congestion. Economic concepts have been used, and changes
shown on the AS/AD model and the Production Possibility Curve (PPC)
model have been integrated into the explanation (1).

The causes of the traffic congestion have been compared and contrasted in a
‘greater than/less than’ sense in the analysis, integrating the language of the
PPC and the AS/AD models (2).

The impacts of the changes in traffic congestion on various groups of NZ
society have been explained in detail. Economic concepts and secondary
sources of information have been used to support the explanation (3).

The impact of the changes has been compared and contrasted in a ‘greater
than/less than’ sense. The language of the AS/AD model and the Circular
Flow model along with economic concepts are integrated into the explanation

(4).
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Excellence

NZOA Intended for teacher use only

AS91228 Special interest topic — Congestion in New
Zealand.

Part A: Introduction.

Explain what traffic congestion is and why it is an issue in New Zealand. Find relevant
statistics and information from news sources to show the extent of the issue.

While there are many small towns and cities where traffic congestion is no (or a very minor)
problem, it is a particular issue in the bigger cities where much of the population lives. New
Zealand'’s biggest city is Auckland and congestion has been a major problem for a long time.
According to a report commissioned by Auckland Transport, Auckland is the 77" worst
congested city in the world. Aucklanders spend on average 17 hours per year stuck in traffic
and the overall cost to the economy is $2.6 billion per year.
https://at.govt.nz/media/pgxhk3cn/auckland-transport-cost-of-congestion-white-paper.pdf

The following graphic from Auckland Transport shows the amount of traffic in Auckland at
different times. During weekdays, the amount of traffic peaks at around 7:30am in the
morning and then about 4 — 5pm in the afternoon, and this is when congestion will be worse.

Average volume of traffic per lane at monitored intersections

An Auckland Transport chart showing a comparison between weekday and weekend traffic flows.
AUGKLAND TRANSPORT

New Zealand’s capital city Wellington also has congestion problems. During peak hours,
trips into the central area take 70% more time. The Mt Victoria tunnel is a common
chokepoint, and traffic gridlock often occurs.
www.wellington.live/traffic-congestion-in-wellington-challenges-and-solutions/

Congestion in Christchurch is also getting worse. It is New Zealand’s fastest growing main
centre and it can take longer to drive 10km in rush hour than any other city. Christchurch
drivers spend an average of 179 hours sitting in traffic, with 69 hours of this due to
congestion.

https://www.thepress.co.nz/nz-news/350317649/are-we-there-yet-city-stuck-traffic
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According to some people, the worst city for congestion in New Zealand isn’t even one of the
3 main centres — it is Tauranga. 77% of Tauranga residents say congestion is a big problem
(compared with 40% of Aucklanders). For some residents, the congestion has to lead to
commuting time of two hours plus. The Tauranga City Council has warned that there is 10 —

15 years of congestion ahead as the city continues to grow.
https://www.stuff.co.nz/bay-of-plenty/130493910/council-1015-years-of-congestion-ahead-on-taurangas-roads

Part B. Using economic models, explain the causes of congestion

One of the main causes of congestion is increases in population through migration. @

According to Stats NZ, in 2023 there was a net gain of 136,700 migrants coming to New
Zealand. This figure fell to 67,200 in 2024 but still means that the population of New Zealand
is increasing due to migration and most of these migrants will settle in one of the big cities,
where there are jobs on offer.

As more migrants enter New Zealand, there will be a higher demand for vehicles as these
people require transport to get to work and other places. With greater number of vehicles on
the roads (which generally have a fixed capacity) there will be more traffic at all times of the
day but particularly “rush hour” when people are going to work and school in the morning
and afternoon / early evening. In most cities, the main arterial routes from the suburbs to the
CBD or other places where people work aren’t able to increase their capacity and adding
more cars will simply lead to more congestion.

Using AS / AD analysis, as more migrants purchase cars, there is an increase in the
consumption component of Aggregate Demand (as shown below). The slope of the
Aggregate Supply curve (AS) increases as the economy gets closer to full capacity, shown
as the Yf line on the graph below. This includes the capacity of the roading network to have
more cars on the road without congestion.

The increase in consumption due to increased migration causes AD to increase, shifting
from AD1 to AD2. Real GDP increases from Y1 to Y2 but this is a relatively small increase
as the higher consumption of vehicles adds pressure to the fixed roading network, causing
congestion. The recessionary gap which was (Yf — Y1) shrinks to (Yf — Y2) as the economy
is very close to being at full capacity.

g
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on O;

A good example is the city of Tauranga — according to the 2023 Census, the populati
Some of these

people will be from overseas but many are also likely to be from other places in New
Zealand, for example Aucklander’s moving because of cheaper property prices. All of these

This could include new roads, lack of public transport options (rail and bus, including bus
lanes) and alternative transport options eg. cycle lanes. All of these examples of transport
infrastructure options can be very expensive, making the government reluctant to pay for
every good idea. Some examples of these include the proposed second harbour crossing in
Auckland. According to www.greaterauckland.org.nz, a new bridge would cost $15 billion
and a new tunnel under the harbour could cost $25 billion. According to Waka Kotahi (NZ
Transport Agency) the proposed upgrade to the Mt Victoria tunnel in Wellington is expected
to cost $2.2 billion.

In order to pay for these upgrades, the government would have to collect higher taxes from
consumers and / or producers. They may be reluctant to do this as taxes are politically
unpopular and governments that propose tax increases may be voted out.
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services. This is shown as the increase from C1 to C2 in the production and consumption of
consumer goods. The opportunity cost of this decision is higher taxes and more
infrastructure goods, including transport infrastructure. This is shown by the amount of
infrastructure goods decreasing from |1 to 12 and this has contributed to causing congestion
as the roading and public transport network has faced under-investment. For example, had
there been higher taxes then there may have been many more bus and cycle lanes built in
the major cities and this would have prevented some of the congestion that is currently
occurring. As stated above, a reason why previous governments did not charge higher taxes
is that many consumers may have been upset at purchasing less consumer goods and
voted the government out, not realising that there would be increased problems with
congestion.

Part C: Compare and contrast the causes of congestion. Use economic models in your
answer.

In most cases, the worst congestion. throughout New Zealand occurs when the two causes
of congestion (increase in population and under-investment in infrastructure) occur together.
In particular, the increase in population has been significant over a short period of time and
the infrastructure has not been upgraded to match this. The best example of this would be
the city of Tauranga, which as noted above is described by some as having the worst
congestion in the country. Over the last decade there has been a rapid increase in the
population through external and internal migration and the infrastructure has not been able
to keep up. The Production Possibility Curve (above) can represent both national
infrastructure decisions but also those by local authorities in the Tauranga area who also
have the power to increase rates to provide amenities such as bus and cycle lanes. Having
lower rates (represented by consumption of C2) has meant less money available for
infrastructure and therefore 12 is produced instead of I1). It can also take a long time for
transport infrastructure to be planned and built, and if the rapid increase in population is
unexpected then it can be many years before the infrastructure can catch up — as described
in Part A, the Tauranga City Council expect congestion to keep occurring for another 10 — 15
years.

In other parts of New Zealand where the population increase has been more steady, it is
more likely that under-investment in infrastructure is the most significant cause of
congestion. Steady increases in population are usually expected and in Auckland’s case,
congestion has been a problem for a much longer time. While there has been some
improvements in transport infrastructure such as bus and cycle lanes, plans such as a
second harbour crossing (or a second Mt Victoria tunnel in Wellington’s case) have not yet
occurred, with only 12 levels of infrastructure instead of I1. The increase in AD shown on
page 2 would have been relatively predictable as the government controls the amount of
migration into New Zealand. This means that the increase in real GDP from Y1 to Y2
bringing the economy closer to the full employment level (Yf) is a factor that has caused
congestion but it is the lack of infrastructure spending (which would potentially increase
potential output and shift Yf right) which is the most significant factor in increasin?:

congestion levels.
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Part D. Explain the effects of congestion on two different groups in New Zealand society.
Households are negatively effected by congestion for a number of reasons.

Firstly, there is the amount of time that is spent stuck in traffic, when the individuals could be
doing more productive things. As mentioned before, the average Christchurch commuter
spends 69 hours per year stuck in traffic due to congestion. These hours could have been
spent working (and therefore earning a higher income for the household) or at leisure, for
example being able to spend more time with your family There are potential social impacts of
having to leave home an hour earlier and arriving home an hour later as it can mean two
hours less time with family and this could lead to a decrease in the strength of family
relationships as children are able to spend less time with their parents. Parents can have
higher stress levels from sitting in traffic and worrying about their children being at home
alone for longer periods of time.

Households are also negatively affected by the increased costs caused by congestion. If
their cars are stuck in traffic then their weekly petrol bill will be higher, and they will have less
money available for other goods and services. The wear and tear on cars will be higher as
well, meaning more maintenance costs, and increased spending on tyres. Congestion may
also cause more crashes, as drivers become frustrated in traffic and may take more risks.

Pollution from congestion will also negatively affect households. When cars are constantly
stopping and starting and spending time idling, emissions will be much higher. According to
the Auckland Council Air Quality Report in 2016, more than 900 Aucklanders died
prematurely and over 4,500 people were admitted to hospital due to air pollution, with 83%

of these impacts directly related to vehicle emissions. Congestion therefore has a dire@

impact on the health of households.

Lastly, congestion can cause a decrease in social cohesion. According to Dr Kirsty Wild,
from University of Auckland's School of Population Health, "People who live in really heavy
traffic neighbourhoods: kids have less friends, and adults have less friends, than people who
live in neighbourhoods with less traffic". This means that households have less support
networks and therefore be more susceptible to problems with physical and / or mental
health.

It is likely that congestion will affect low-income households more than high-income
households. One reason for this is that areas with less congestion will become relatively
more expensive to live in and therefore in general high-income households will be able to
purchase houses there. In addition, high-income households will be able to afford different
options for commuting, as well as having more expensive, fuel-efficient cars (including
electric vehicles) which require less maintenance after spending the extra time in traffic.
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Producers are also negatively affected by congestion. In general, there will be a loss of
productivity as employees are late for work and arrive at work more tired and stressed. The
more that producers rely on congested transport routes for the operation of their business,
the more negatively affected they will be. Some businesses who operate from home and
provide digital services, e.g. web design, may have very little effect. Other firms which rely
on the transport sector for deliveries and freight are likely to have higher costs because of
congestion delaying delivery and / or increasing prices for these services. Firms who directly
operate in the transport sector will be the worst affected. This would include trucking
companies, couriers, taxis, and other transport providers such as bus companies. A report
from EY estimates that congestion in Auckland costs trucking companies $130 million in
higher wages due to drivers spending more time in traffic, increased fuel, and wear and tear
on the trucks. These higher costs cause a flow-on effect as the increased costs are passed
on to other businesses — for example a supermarket will have to pay more for grocery
delivery and eventually these costs will be passed on to households.

Some businesses will suffer because households have less discretionary income to spend
on their goods and services. For example, if congestion and therefore higher delivery costs
causes the supermarket to increase their prices, in many cases households will have little
choice but to pay these higher prices, especially for basic food items. An overall higher food
bill will mean less money available in the household budget for luxury items, for example
movie theatres and cafés may receive less revenue.

Some producers may benefit from the costs associated with congestion. Car mechanics will
gain more revenue from the increased servicing required by car owners. Petrol companies
such as BP and Z will sell more petrol. Other producers can benefit from government action
taken trying to reduce congestion, for example bus companies that benefit from bus lanes,
and building companies that build more roads and bus lanes.

Part E: Compare and contrast the impact of congestion on the two groups discussed in Part
C. Use economic models in your answer.

As discussed in Part C, congestion has a negative impact on both households and
producers. The worse congestion is, the worse off both groups will be and any measures tf

reduce congestion will overall benefit both groups.

However, it is likely that overall, congestion has a greater impact on households than
producers. One way this can be shown is through the AS / AD model below. The model
shows the impact of lower productivity and higher transport costs caused by the congestion.
These cause the Aggregate Supply Curve to decrease, shown as a leftward shift from AS1
to AS2.
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The first reason is related to the increase in the price level from PL1 to PL2, which is
inflation.. The AS curve is decreasing because the higher transport costs force producers to
increase their prices to maintain their profit margins. Therefore they are protected somewhat
from having to pay higher prices for other goods and services because they have increased
their own prices. On the other hand, households will have to pay the higher prices with the
same level of income, decreasing their real income. Some households may be able to get a
wage increase to counter this decrease in real income.

The second reason is related to the decrease in real GDP from Y1 to Y2. The overall level of
spending on goods and services in the economy decreases. Because labour is a derived
demand, some businesses will reduce worker hours or reduce their workforce. So even if
they have a decrease in sales, they are able to reduce their costs by reducing their wage bill.
However, households who have a person who loses their job will simply have a loss in
income and may struggle to pay their rent, food, and electricity bills.
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The effect of congestion on households and producers can also be shown using the circular
flow model.

The flows highlighted in yellow are likely to decrease because of congestion. Due to
individuals having less time available for working, the wage flow to households will be lower.
This in turn decreases the consumption and savings flows, both of which are negative for
households. This decrease in consumption is also negative for producers who rely on retail
spending from consumers.

The flows highlighted orange are likely to increase. If the government is trying to reduce
congestion then they may increase income taxes, which means households have less
disposable income which can further reduce consumption and saving. On the other hand,
some producers may benefit from increased government spending on projects such building
bus and cycle lanes. Some flows won’t have any significant effect, for example producers
who rely on export revenue aren'’t likely to experience any change in their sales from
congestion issues.
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