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How to use “Economics for Canadians” with students 

 

First of all, I would like to thank you for choosing to use “Economics for Canadians” with your students. I 

hope that you will find it a useful teaching tool and that your students will find it an interesting 

introduction to the subject that will also prepare them well for future economics courses they may 

encounter in college or university. 

 

Overall, the book is intended to be used in the classroom in the following way. The day before a lesson, 

students should be asked to read the lesson and to answer the vocabulary questions that follow for 

homework. Then, in class the following day, the teacher should expand on the lesson and discuss 

relevant questions, and perhaps read additional articles or view relevant AV resources. As well, towards 

the end of class, students should get time to work on at least some of the numerical and graphical 

exercises while they are still in the class and therefore able to benefit from your guidance and the help 

of their peers. 

 

Practically, this would mean that on the first day of class, you might introduce the course, introduce 

yourself, pass out the book and so on and so forth, and then, for homework that first day, ask students 

to read lesson 1 and answer question 1 of exercise 1.  

 

On day two, you would visually check that they have answered the vocabulary questions, and then 

discuss some of the ideas raised in the lesson with them, and perhaps write down some supplementary 

notes to explain bits that you or your students wish to expand upon. Then, you would give the students 

some time to complete the remaining questions in exercise 1 in class. With luck, you will be able to 

discuss the answers with them individually as you circulate or towards the end as a class. Then, for 

homework, you would ask the students to read lesson 2 and define the terms indicated in question 1 of 

exercise 2 to begin the cycle anew. 

 

This approach would take 85 or 86 lessons to complete, which, given that some of the 90 instructional 

periods in a semester are needed for tests and exams, means that some lessons will need to be doubled 

up or perhaps omitted entirely. Aiming at around 75 teaching periods, I would suggest that the 20 

lessons listed below could be doubled with the least impact on student learning. In cases where lessons 

are doubled up, students should read both lessons and complete both vocabulary exercises for 

homework before class. 

 

1 and 2  4 and 5  7 and 8  35 and 36 37 and 38  

 

68 and 69 70 and 71 72 and 73 74 and 75 80 and 81 

 

If you would prefer to omit lessons entirely, the lessons that can be omitted with the least disruption to 

the overall flow of the course are the ones covering the theory of the firm (28 to 34) and economic 

development (76 to 84). Note, however, that the curriculum does require that students know concepts 

such as marginal cost and marginal revenue (Self-Interest and Interdependence, specific expectation 2) 
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which are covered in the section on theory of the firm, and that the section on economic development 

prepares the way for a comprehensive understanding of the problems facing aboriginal Canadians living 

on reserves (last specific expectation, Economic Stakeholders). 

 

In addition to the daily exercises, you will notice that every few lessons there are questions for review 

and extension. These are probably best assigned as homework, to be collected in and marked. As well, 

these questions break up the lessons into manageable sub-units that could be assessed using small 

quizzes every week or two. 

 

The major sections of the course (Microeconomics 1, Microeconomics 2, Macroeconomics and 

International Economics) can be assessed using longer tests that ask students to apply the concepts they 

have learned in class to real world economic events. Examples of such tests (and a model answer) can 

be found in the section of this guide entitled “Sample Test and Quiz Papers.” 

 

To further link student learning in the classroom to events in the world outside the classroom, I would 

also recommend that students be asked to write two news commentaries, one addressing a topic 

covered in microeconomics and a second covering a topic from macroeconomics or international 

economics. Guidelines for writing such commentaries, and sample commentaries, can be found in the 

section of this guide entitled “Materials to Support Student Writing.” 

 

What you will notice is that the format for the commentaries is very similar to the format for the tests. 

This similarity should help students to master the form of the tests and so allow them to concentrate on 

expressing their understanding of the required ideas and concepts. 

 

To further support you in the classroom, I also invite you to visit the book’s supporting website, 

www.croecko.com. Posted there you will find additional exercises, sample quizzes, tests and 

commentaries, as well as links to relevant resources.  

 

Thank you once again for choosing “Economics for Canadians.” If you have any questions about the book 

or this guide or the website, please do not hesitate to write to me at bryce@croecko.com. 

 

 

 

 

 

 

 

 

 

 

 

 

http://www.croecko.com/
mailto:bryce@croecko.com


6 
 

Coverage of the CIA 4U (Canadian and World Studies, 2005) Curriculum 

 

Below and to the right please find the curriculum objectives for CIA 4U. To the left, please find the 

lessons in which the relevant objectives are covered in the text. While some of the objectives are 

discussed in many lessons, only the lessons which most directly cover the objective are listed. Lessons 

that are listed in italics address the objective indicated indirectly. 

 

Objectives listed as being covered ‘in exercises’ are covered either in the exercises that are included in 

the text or in the writing assignments that are explained in the section of this teacher’s guide entitled 

“Materials to Support Student Writing.” 

 

 

Lessons  CIA 4U curriculum objectives  

 

  Economic Decision Making 
 

Overall Expectations 
 
By the end of this course, students will: 

2 • explain the cause and nature of the three types of choices that all economic systems 
must make; 

53 • explain the nature of Canada’s economic growth and determine whether and/or how 
this growth furthers the economic goal of efficiency; 

57 • analyse the changing importance of the public and private sectors of the economy and 
what this means for the achievement of the macroeconomic goals of freedom and 
equity; 

42  • analyse the causes and consequences of economic instability and the effectiveness of 
stabilization policies designed to help Canadians achieve an appropriate level of 
economic security.                                                                                                                                                                                                                                

 
Specific Expectations 

 
Scarcity and Choice 
By the end of this course, students will: 

2 – identify specific examples of economic choices – both individual (e.g., for whom to 
work) and collective (e.g., what level of government spending is needed or appropriate) 
- that Canadians must make choices because economic resources are scarce; 

6 – identify options and the explicit and implicit (e.g., opportunity) costs associated with 
each option when making an economic choice; 

1  – classify economic resources (e.g., labour, capital, and land/natural resources) and 
outputs (e.g., goods, services) by type and by ownership (e.g., public, private); 

3 – compare the ways in which different types of economic systems (i.e., market, 
command, and mixed economies) make choices about what, how, and for whom to 
produce; 

8, 57  – identify economic choices that must be made at both the microeconomic and the 
macroeconomic level. 
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Economic Growth and Efficiency 
By the end of this course, students will: 

57  – compare the performance of the Canadian economy at different times, including the 
present, with the performance of other economies; 

76  – explain the benefits and the costs of economic  growth and of the efficient use of 
economic resources; 

27  – evaluate proposals (e.g., for regulation, market incentives) to reduce the negative 
consequences of growth (e.g., pollution, resource depletion); 

35  – explain how the current trend towards corporate concentration (e.g., mergers) 
may threaten or promote economic growth and efficiency. 

 
Economic Freedom and Equity 
By the end of this course, students will: 

45  – describe the effects of changes in the economic influence of markets and the public 
sector (e.g., a reduced level of public services, deregulation, privatization); 

54, 70 – evaluate how economic trends (e. g., deficits, debt, globalization) have influenced 
decisions made by markets in the public and private sectors (e. g . , restructuring, down- 
sizing, privatization, deregulation); 

38, 52  – analyse whether and to what extent decisions made by markets in the public and 
private sectors promote achievement of the macroeconomic goals of equity and 
freedom. 

 
Economic Stability 
By the end of this course, students will: 

42  – describe the characteristics (e.g., inflation, deflation, unemployment) and causes of 
economic instability in each phase of the business cycle; 

44, 55, 56 – explain how government fiscal policy (e.g., government spending and/or taxation) 
and monetary policy (e.g., increasing or decreasing interest rates and the money 
supply) can help stabilize the business cycle and prices and lower the unemployment 
rate; 

57  – evaluate how well current fiscal and monetary policies are achieving the goal of 
economic stability; 

23, 24, 38, 52 – evaluate the effectiveness of government legislation (e.g., related to employment 
standards/health and safety legislation) and programs (e.g., education, health care, 
employment insurance, pensions, welfare) designed to enhance the economic 
security of Canadians.                                                

Economic Stakeholders 
 

Overall Expectations 
 
By the end of this course, students will: 

40 • describe economic stakeholder groups and the criteria each uses to make economic 
decisions; 

40  • explain the economic rights and responsibilities of “the economic citizen”; 
3 • compare the ways and the degree to which different types of economic systems 

satisfy the needs of stakeholders. 
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Specific Expectations 
 
Stakeholders and Their Needs 
By the end of this course, students will: 

40  – identify the major stakeholder groups in the Canadian economy (e.g., consumers, 
contributors, socio-economic groups, citizens); 

10, 12, 40 – identify the criteria used by different groups of economic stakeholders to make 
economic decisions (e.g., consumers might use utility, while owners might use profit); 

52  – explain the concept of the poverty line and the characteristics of the groups of 
stakeholders that fall below it; 

22, 49, 51 – analyse the costs and benefits of an economic choice or change (e.g., a rise in 
interest rates) for different stakeholder groups (e.g., consumers, importers, workers, 
exporters). 

 
The Economic Citizen 
By the end of this course, students will: 

9  – compare the individual’s economic rights as defined by the Universal Declaration of 
Human Rights with those protected by law in Canada (e.g., private property rights, 
intellectual property rights); 

8, 27  – explain the concept of stewardship as it applies to specific examples of economic 
responsibility and choice (e.g., pollution, income distribution, use of resources and 
energy); 

27  – compare markets and governments with regard to their ability to respect and protect 
the individual’s and the community’s economic rights and to promote the objectives of 
economic stewardship and responsible decision making. 

 
Stakeholder Needs and Economic Systems 
By the end of this course, students will: 

3 – analyse the power of different stakeholder groups to make economic decisions in each 
type of economic system (i.e., market, command, mixed); 

3, 69, 80, 84 – compare the economies of different nations (e.g., Canada, United States, Japan, 
China, Sweden) with respect to ownership of resources, goods, and services (e.g., public 
or private) and method of decision making (e.g., by individuals in markets or by a central 
authority); 

81, 85 – analyse the economic and social/cultural impact of resource development on 
traditional lands of First Nation peoples (e.g., logging or commercial fishing in British 
Columbia, pipeline construction or mining in the North, gaming in Ontario). 
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Self-Interest and Interdependence 
 

Overall Expectations 
 
By the end of this course, students will: 

9 • explain how stakeholders use self-interest to make choices that maximize economic 
well-being; 

34, 65, 67 • describe how groups of stakeholders and markets within an economy are 
interdependent and may be affected simultaneously by a change; 

58, 70, 71 • assess the ways in which, and the degree to which, people in Canada and other 
countries have become interdependent in the global economy; 

22, 31, 74 • analyse examples of conflicts of self-interest that prevent the achievement of 
economic goals. 

 
Specific Expectations 

 
Stakeholder Self-Interest 
By the end of this course, students will: 

7  – explain why an understanding of market activity is in the self-interest of stakeholders 
(e.g., because it permits them to forecast change); 

29, 37  – explain, using concepts of marginal analysis (e.g., marginal cost, marginal revenue, 
economies of scale, law of diminishing returns), how different stakeholders determine 
which economic choice is in their own best interest; 

9, 14, 60, 63, 75 – describe how the self-interest of buyers and sellers affects markets (e.g., by increasing 
competition, promoting the efficient use of scarce resources and the satisfaction 
of stakeholders). 

 
Economic Interdependence 
By the end of this course, students will: 

1  – explain how specialization benefits stakeholders (e.g., through increased productivity) 
and creates interdependence (e.g., between consumers and producers); 

10-19  – illustrate how the principles of supply and demand (e.g., market equilibrium, 
elasticity) affect the self-interest and interdependence of buyers and sellers in the 
marketplace; 

43, 55-57 – describe why and how one change (e.g., a change in interest rates) can affect an 
entire economy (e.g., employment levels, prices, total output). 

 
International Economic Interdependence 
By the end of this course, students will: 

59  – explain, using the concepts of absolute and comparative advantage, the benefits of 
specialization and international trade; 

58  – analyse data on Canada’s balance of payments to establish the importance of trade 
to Canada’s economy and to identify historical and evolving patterns of trade both 
in goods and services and in capital flows; 

64, 65  – analyse the factors that influence the exchange rate of the Canadian dollar and 
the ways in which changes in the dollar’s value affect the economy (e.g., output, 
employment, prices); 

57, 72-75 – illustrate, using specific examples, how events in another part of the world can 
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affect the Canadian economy and groups of Canadian stakeholders. 
 

Conflicting Self-Interests 
By the end of this course, students will: 

30-34  – analyse the costs and benefits of different types of economic market structures 
(e.g., perfect/imperfect competition) from the point of view of different stakeholders 
and the achievement of economic goals; 

9, 26, 72 – evaluate the quality of the information that sellers in a market provide to help 
buyers make choices and the importance of this information to the achievement of 
economic goals; 

23  – explain how externalities (e.g., third-party costs) result in conflicts in individual 
stakeholder goals and may prevent the achievement of economic goals. 
 
Economic Institutions 

 
Overall Expectations 

 
By the end of this course, students will: 

28-36  • describe the nature and functions of Canada’s private economic institutions; 
40-56  • describe the nature and functions of Canada’s public economic institutions; 
70, 71, 82 • analyse the nature and functions of international economic institutions and their 

impact on the Canadian economy. 
 

Specific Expectations 
 

The Private Sector 
By the end of this course, students will: 

36  – identify ways in which different forms of privately owned, profit-making institutions 
differ from collective (e.g., cooperatives) and non-profit or charitable institutions in 
the private sector; 

41 – describe the nature, causes, and consequences of economic institutions and activities 
that are part of the “hidden” economy; 

39  – describe the role of different types of financial institutions in Canada (e.g., banking 
system, stock and bond markets) as financial intermediaries in capital markets; 

25, 26, 57, 84 – analyse the advantages and disadvantages, for the overall economy and various 
stakeholder groups, of privatization compared to the public provision of a specific good 
or service (e.g., private versus public education, private versus government controlled 
liquor sales). 
 
The Public Sector 
By the end of this course, students will: 

20, 21, 24-27, – describe how government is involved in the economy (e.g., as a provider of public 
40-57, 79 goods and services such as defence, supplier of infrastructure, employer of resources, 

regulator of competition and of aggregate demand, redistributor of income); 
55  – analyse how and for what purposes fiscal policy tools (e.g., taxation and spending) 

are applied at each level of government (i.e., federal, provincial, and local); 
55  – explain the difference between, and the recent trends in, the debts and deficits of 
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the three levels of government and the overall impact of these trends on the Canadian 
economy; 

48, 56  – describe the forms and functions of money in Canada’s economy, the ways in 
which the Bank of Canada controls the money supply, and how monetary policy 
influences the Canadian economy. 

 
International Economic Institutions 
By the end of this course, students will: 

27, 58, 70,83 – describe the nature and role of international economic agreements and institutions 
(e.g., North American Free Trade Agreement, Kyoto Protocol, World Trade Organization, 
International Monetary Fund, Organization for Economic Cooperation and 
Development); 

81 – analyse the growth of private-sector multinational corporations and their impact on 
the Canadian economy; 

57, 58, 60, 63 – analyse the costs and benefits to Canadian stakeholders of the trend towards freer 
international trade. 

 
Methods of Economic Inquiry and Communication 

 
Overall Expectations 

 
By the end of this course, students will: 

In exercises • use methods of economic inquiry to locate, gather, evaluate, and organize different 
types of current economic information from a variety of sources; 

5, in exercises • analyse various economic choices, using the concepts, models, and processes of 
economic inquiry; 

In exercises • communicate the results of economic inquiries, using appropriate economic terms, 
concepts, and models, and a variety of forms. 

 
Specific Expectations 

 
Research 
By the end of this course, students will: 

In exercises – conduct research to locate reliable information from a variety of different media 
(e.g., newspapers, Internet sites), institutions (e.g., government agencies), businesses, 
interest groups (e.g., Canadian Centre for Policy Alternatives, Fraser Institute), and other 
sources; 

In exercises – analyse different types of economic information (e.g., statistical data, charts, graphs, 
tables, commentaries) to determine main ideas and supporting factual details, identify 
assumptions, and evaluate the logical consistency, relevance, and validity of the 
opinions expressed; 

7  – identify various career opportunities in the field of economics (e.g., market analysis; 
policy analysis; careers in financial, academic, and government institutions) and relate 
them to their own interests, abilities, and expectations. 
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Analysis and Interpretation 
By the end of this course, students will: 

In exercises – use different types of economic information (e.g., statistical data, charts, graphs, 
tables, linear equations) to analyse and describe key economic concepts (e.g., the 
effect of economic change); 

41, 54, 64, 66, – define and calculate the following statistical measures: economic output (gross 
68  domestic product [GDP]), economic growth (changes in real GDP over time), 

standard of living (real GDP per capita), balance of trade (exports versus imports), 
and productivity (output per worker); 

46, 50, 52 – evaluate the validity of the most commonly used measures of economic wellbeing 
(e.g., growth, standard of living, inflation, unemployment, poverty); 

76  – describe measures of economic well-being and performance other than those based 
on the System of National Accounts (e.g., human-development index); 

In exercises – evaluate the truth of conclusions by applying the appropriate method of inquiry 
(e.g., positive compared with normative economics); 

4  – explain the major theories of prominent economists (e.g., Adam Smith, David 
Ricardo, Thomas Malthus, Karl Marx, John Maynard Keynes) in the context of 
the economic issues and challenges of their times; 

In exercises – apply economic concepts (e.g., opportunity cost, demand, absolute advantage) and 
models (e.g., production-possibility boundary, the market, circular flow) to identify and 
analyse choices, forecast economic change, and define a reality, problem, or issue; 

In exercises – apply the cost-benefit method of inquiry to current economic issues to evaluate 
choices, using stakeholder criteria and economic goals. 

 
Communication 
By the end of this course, students will: 

In exercises – communicate the results of inquiries, using a variety of styles and forms (e.g., 
reports, essays, discussions, presentations), as well as visual supports (e.g., charts, 
graphs, computer presentations); 

In exercises – use an accepted form of documentation (e.g., footnotes, endnotes, or author-date 
citations; bibliographies or reference lists) to document all information sources, 
including electronic sources; 

15, in exercises – communicate economic information in different ways, as appropriate to the context 
(e.g., derive the linear equation for a demand and supply curve, translate tables into 
graphs), and use appropriate terminology in discussing economic concepts; 

In exercises – produce a report analysing the current economic situation, the trends in the economy, 
and the strengths and weaknesses of the economy. 
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Lesson by Lesson Guide 

 

In the pages that follow, please find guides for each lesson. Each page contains: 

 

- Teaching Ideas 

- Links to relevant resources 

- Exercise answers (definitions not included, as they are clearly stated in the text) 

 

Again, be sure to check the website (www.croecko.com) for additional exercises, resources and links. 
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Lesson 1 What is the Economy? 

 

Teaching Ideas and Resources 

 

It is a good idea to have students try to envision what it would be like to live a “Robinson Crusoe” life as 

compared to their lives now to appreciate the abundance and variety they enjoy compared to the 

material privation that was the norm until quite recently even in developed nations. From this 

abundance can be implied vastly improved productivity.  

 

The foundation of a healthy economy on trust and confidence cannot be overstated. Canada’s clear 

laws, stable institutions and strong system of property rights are the basis of our prosperity. 

 

To make the primary/secondary/tertiary division clearer, look at the stages of production, and perhaps 

draw an analogy to education. 

 

Exercise Answers 

 

2. Land 

     Services  

 Labour         Durable Goods 

     Goods  Consumer Goods 

 Capital         Non-durable Goods 

 

3. Forest – Land  Teacher – Labour 

 Taxicab – Capital Ore Deposit – Land 

 Carpenter – Labour Computer – Capital 

 

4. Photocopier – Durable Good Loaf of Bread – Non-Durable Good 

 Haircut – Service  Mobile Phone – Durable Good 

 Restaurant Meal – Service Gasoline – Non-Durable Good 

 

5. If the car is used as a taxi or if the computer is used in a business, ie if the car and computer are 

used to produce additional goods and services, then they would be considered capital goods. 

 

6. Teacher – Tertiary  Web Designer – Tertiary 

 Fitness Instructor – Tertiary Mechanic – Tertiary 

 Trapper – Primary  Waiter – Tertiary 

 Carpenter – Tertiary *  Sawyer – Secondary      *if employed doing renovations 

 

7. Many examples – chainsaws, combine harvesters, large fishing trawlers, hydraulic drills in mines 

 

8. Productivity per worker has soared. We can now get what we need from nature with less work. 
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Lesson 2 The Central Economic Problem 

 

Teaching Ideas and Resources 

 

It is fun to actually break the kids into groups and do this as an activity. It is amazing to see what they 

come up with and how they interact with one another. 

 

This is also an interesting place to explore needs and wants, and discuss what it is like to be spoiled (and 

always have everything one wants) and not have the opportunity to make choices. 

 

Exercise Answers 

 

2.  Wants – a new TV, a Blackberry, a milkshake – things that you could do without but which 

would be nice to have 

Needs – Food, Clothing, Shelter – things which are necessary to live 

 

3. What to produce – Do I produce trousers or blouses? 

How to produce – Do I use sweatshop labour in Asia or do I use unionized workers in Canada? 

Do I use mainly labour or machines? Do I use natural fabrics or synthetic fabrics? 

How to distribute what is produced? – Do I sell through my own shops? Do I sell online? Do I sell 

through chain stores like Wal-mart and Canadian Tire? 

 

4.  If I got a new TV, I might then want to get more DVDs, more cable channels, or a nicer sofa. If I 

got a Blackberry, I might want a case and a better mobile plan. A milkshake might make me 

want to eat a salty snack to counteract the sweet, like some French fries. 

 

5. Natural resources (in particular mineral and fossil fuel resources) are limited. There is only so 

much that we are able to access with current technology. There are only so many people on 

earth. And there is a countable quantity of equipment and machinery on earth. Thus, they are 

all finite. 

 

6. a) Limited Resource – Time; Unlimited Want – Fun 

b) Limited Resources – workers and equipment; Unlimited Want – output and revenues 

c) Limited Resources – money in the roads budget; Unlimited Want – better roads 

 

7.  Only rational choices can be readily understood. While many people do make choices that may 

seem irrational, as the reasons behind these choices are difficult to understand, economics 

chooses not to study them (although, increasingly, the field of behavioural economics is looking 

into such choices). 
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Lesson 3 Different Economic Systems 

 

Teaching Ideas and Resources 

 

It might be interesting to go into the example of North Korea in more detail as an example of a 

command economy.  A short video (“State of Mind” from the BBC, 2009) can be found here: 

http://www.youtube.com/watch?v=QSrcLC6Zz54 

 

A longer documentary made just as the Soviet Union was about to collapse entitled “The Engineer’s 

Plot” (part of the “Pandora’s Box” series by Adam Curtis) can be found here (in parts): 

http://www.youtube.com/watch?v=NZ6t5JA7OBA&feature=relmfu 

 

This article from “Slate” is interesting in that it looks directly at the question of why North Korea has had 

a succession of famines: 

http://www.slate.com/articles/news_and_politics/explainer/2012/03/north_korea_nuclear_deal_why_

does_the_hermit_kingdom_suffer_so_many_famines_.html 

 

Similarly, it might be interesting to look at a clip about a traditional economy, such as this one which 

looks at how lower caste people in India are condemned to work in the sewers: 

http://www.youtube.com/watch?v=Is2bg6rh9lI 

 

Exercise Answers 

 

2. Most students would say that they would prefer to live in a market economy as it allows them 

more freedom and greater material prosperity. However, be prepared for some to say that they 

would prefer to live in a traditional economy or a command economy as they might feel that 

they would be less stressful to live in and would demand less individual responsibility. 

 

3. This is a pretty open-ended question, so answers will and should vary. First, students may say 

that such things as roads and health insurance are or should be enjoyed by everyone, so it is 

only right that governments provide them. More sophisticated answers may mention that only 

governments have the ability to tax everyone to pay for such things which we all can enjoy.  

 

 When all goods and services are provided by the state, though, there can be problems such as a 

lack of responsiveness to what people want and need, as state workers will not have any 

incentive to take risks and go against their orders to produce and distribute new products. As 

well, there is an increased risk of tyranny – if all goods and services are provided by the state, 

then if you are identified as an enemy of the state it is possible that you may be denied access to 

goods and services, which, in the case of things like food, would amount to a death sentence. 

 

 

 

http://www.youtube.com/watch?v=QSrcLC6Zz54
http://www.youtube.com/watch?v=NZ6t5JA7OBA&feature=relmfu
http://www.slate.com/articles/news_and_politics/explainer/2012/03/north_korea_nuclear_deal_why_does_the_hermit_kingdom_suffer_so_many_famines_.html
http://www.slate.com/articles/news_and_politics/explainer/2012/03/north_korea_nuclear_deal_why_does_the_hermit_kingdom_suffer_so_many_famines_.html
http://www.youtube.com/watch?v=Is2bg6rh9lI


17 
 

Lesson 4  The Evolution of Economic Thought 

 

Teaching Ideas and Resources 

 

This lesson covers an enormous amount of ground, and for that I apologize, but it at least introduces 

some of the most important economic thinkers to students and hopefully gets them thinking in turn 

about some of the key questions which have influenced the development of economics.  

 

I really would recommend the book “The Worldly Philosophers” by Robert Heilbroner for additional 

background knowledge. 

 

An amusing rap that explores the differences between J.M. Keynes and F.A. Hayek can be found at: 

http://www.youtube.com/watch?v=d0nERTFo-Sk&feature=relmfu 

 

Exercise Answers 

 

1. People in classical times would have understood the ideas of Adam Smith as the economy in 

classical times was not so different from the economy at the cusp of the industrial revolution. In 

both times agriculture was very important with trade and industry having only supporting roles. 

A Roman would have found the economy of 18th century Europe recognizable. 

 

2. Smith’s insight that firms in the same industry will have a tendency to work together to raise 

prices and thereby increase their joint profits would have tempered Marx’s vision of giant 

competitive firms driving each other into bankruptcy. 

 

3. Almost anything will do here – working on a project, doing a home improvement project etc. 

 

4. I would expect answers like minerals, lumber, wheat and other natural resources. 

 

5. Yes, I think he was correct to see that market economies are prone to instability. Markets run on 

what Keynes called “animal spirits” like greed and fear. When times are good, our greed tends 

to exaggerate the good times, and when times are bad, our fear tends to make things worse. 

The recent financial crisis similarly points to the danger of having industries with only a few 

firms. In such situations, the firms can cooperate to enrich themselves at the expense of 

everyone else, as has been the case with the “too big to fail” banking institutions in the US and 

around the world. 

 

6. Yes. All governments realize that they have a large impact on the economy and see that their 

policy choices are important. Perhaps more importantly, most people see it as at least partly the 

government’s responsibility to address unemployment and inflation and other economic 

problems. 

 

http://www.youtube.com/watch?v=d0nERTFo-Sk&feature=relmfu
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Lesson 5 Economics as a Social Science 

 

Teaching Ideas and Resources 

 

It might be interesting to expand on the similarities between economics and meteorology, especially 

with regard to their reliance upon models in the face of an innumerable number of variables and the 

impossibility of conducting controlled experiments. 

 

The idea that starting out with faulty assumptions will result in a seriously flawed model can be 

examined more closely using the documentary series “The Trap” by Adam Curtis, in particular the 

episode that looks at the genesis of game theory and how John Nash took the assumptions of game 

theory (which was designed to understand games between opponents) and perhaps erroneously applied 

them to economics. The relevant episode can be found here, and the bit on Nash starts at around the 11 

minute mark. 

http://www.youtube.com/watch?v=tAE-xqFr0iQ 

 

Recent financial crises can also be ascribed at least in part to faulty modelling. First, here is an article 

about the Black-Scholes formula (which led to an explosion in derivatives trading)... 

http://www.bbc.co.uk/news/magazine-17866646 

 

...and another about “The Formula That Killed Wall Street” (which led traders to misprice risk): 

http://www.wired.com/techbiz/it/magazine/17-03/wp_quant?currentPage=all 

 

Exercise Answers 

  

2. My student model is not a good one as my students’ actual behaviour was not the same as the 

behaviour predicted by the model.  As their teacher, to save my self-esteem, I would be more 

likely to change assumption 2 than assumption 1. 

 

3. If there had been a big chemistry lab or English essay due the same day my homework was due 

the ceteris paribus assumption would have been upset. Similarly, if there had been a big 

entertainment or sporting event on the night they were to do their economics homework, it is 

possible that both of my assumptions could have been correct despite my students’ failure to 

complete their homework. 

 

4. Normative economic statements. Election campaigns are often fought using emotional appeals 

to take action without considering the costs of such action. For instance, governments around 

the world are now obsessed with reducing deficits to tame debt levels, but there is no discussion 

as to what the costs of such actions will be. Instead, it is simply put forward as an initial 

assumption that debt levels are now ‘too high’ and ‘bad’, and the debate simply proceeds from 

this point. 

 

http://www.youtube.com/watch?v=tAE-xqFr0iQ
http://www.bbc.co.uk/news/magazine-17866646
http://www.wired.com/techbiz/it/magazine/17-03/wp_quant?currentPage=all
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Lesson 6 Opportunity Cost and the Production Possibility Curve Model 

 

Teaching Ideas and Resources 

 

Another example of opportunity cost that may resonate is the decision as to whether or not to start a 

business as opposed to continuing to work for someone else. If an entrepreneur makes no money in his 

first year of business, we can say he has actually lost money as if he had not gone into business for 

himself, he would have earned his salary. Similarly, when students are lazing around at home during the 

summer holidays, they are similarly losing money, as they could be spending that time working. Their 

decision to lie around at home has resulted in their not going to work. Every day spent on the sofa is a 

day that they are not earning money (or learning a foreign language or going on a canoe trip or doing 

any one of a number of other perhaps more rewarding pursuits). 

 

Exercise Answers 

 

2. The opportunity cost of having children in a person’s mid-20s is higher for a university educated 

person than for a person with only a high school diploma, as having a baby then would 

necessarily mean a reduced commitment to their career just at the time when university-

educated workers are being sorted by employers to determine who will advance beyond entry-

level positions. A person working out of high school, meanwhile, would have already been 

working for 6 to 8 years by his or her mid-20s, and so would already have had the opportunity to 

devote themselves to their work and establish their career and so would be able to slow things 

down at work a bit to devote more time to family life by then. 

 

3. Surfing on the internet. 

 

4. a) Yes, it is possible as (6,6) lies inside the PPF 

b) No, it is not possible to produce (7,8) as this point lies outside the PPF 

c) There would be no opportunity cost as you did not need to give up any good A to increase the 

production of good B from 4 to 9 

d)The opportunity cost is two units of good A 

 

5. The PPC would be a straight line for goods which use the same skills and resources/technology. 

For instance, a PPF for cola and orange soda would likely be a straight line as producing one 

more bottle of one should always cost one bottle of the other. The PPC would be concave to the 

origin where there were gains from specialization (ie where productive resources would be best 

employed to produce one good or the other, but not both). For instance, if a firm were to 

produce both computer business software and computer games, perhaps it would be more 

efficient to produce just one or the other so as to have a consistent business culture. 
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Lesson 7 The Benefits of Knowing Economics 

 

Teaching Ideas and Resources 

 

It would be interesting to get some job ads for economist positions, either from “The Globe and Mail” or 

other newspapers or from “The Economist” magazine, to show students the jobs that exist and what the 

jobs entail. Most students are impressed at the variety of positions available. 

 

It would also be interesting to get some different views on economic matters around election time. For 

instance, the debate around the affordability of Ontario’s green energy initiatives would be worth 

looking at from a variety of perspectives (ie “Toronto Star” vs “The Sun”). 

 

An excellent article that was recently written by the economist Kenneth Rogoff and published in the 

Financial Times (London) entitled “Our ignorance will yield more crises in capitalism” further supports 

the case that economic education is of great importance. The article (which I think would be a great 

catalyst for class discussion) can be found here: 

http://www.ft.com/cms/s/0/c1ab8ede-4cc3-11e1-8b08-00144feabdc0.html#axzz1uUmecznS 

 

Exercise Answers 

 

2. Ontario – affordability of all-day kindergarten, affordability of green energy subsidies, reducing 

corporate tax rates... 

 

3. Generally they will require detailed knowledge of an area of economics and very strong 

analytical (ie math) and communication (writing) skills. 

 

4. Libya is a major oil producer, so controlling Libya’s oil fields may also have been a motivation. 

Further, Muammar Gaddafi was contemplating a pan-African gold-backed currency to be used in 

trade between countries in Africa and the Middle East (the gold dinar). This would have 

threatened the status of the US dollar as the global currency of trade. Some thinkers speculate 

that this may be the more immediate reason for the downfall of his regime. 

 http://www.theundergroundinvestor.com/2012/03/are-middle-east-african-wars-really-about-

perpetuating-the-immoral-global-banking-system-gold/ 

 

 

 

 

 

 

 

 

 

http://www.ft.com/cms/s/0/c1ab8ede-4cc3-11e1-8b08-00144feabdc0.html#axzz1uUmecznS
http://www.theundergroundinvestor.com/2012/03/are-middle-east-african-wars-really-about-perpetuating-the-immoral-global-banking-system-gold/
http://www.theundergroundinvestor.com/2012/03/are-middle-east-african-wars-really-about-perpetuating-the-immoral-global-banking-system-gold/
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Lesson 8 Big Ideas in Economics 

 

Teaching Ideas and Resources 

 

It would be great to give a selection of current newspaper articles to students concerning the issues 

raised in the lesson and have them discuss them in small groups. 

 

Exercise Answers 

 

2. a) Sustainable development (environmental/resource issues) 

 b) The appropriate role of government in the economy 

 c) Efficiency vs equity 

 d) Economic growth vs economic development 

 e) Efficiency vs equity, perhaps also economic and social sustainability 

f) Efficiency vs equity – except this seems to be a case where inefficiency and unfairness are 

combined 

 

Questions for Review and Extension – Lessons 1 through 8 

 

1. As each system matures, the number of roles/occupations/niches increases. As the number of 

roles increases, so does the ability of the overall system to use resources more efficiently. 

Densely populated places (Toronto, NYC, Hong Kong) are the economic equivalent of the 

Amazonian rainforest – very diverse with lots of specialized occupations that allow almost 

anything to be accomplished efficiently. 

 

2. Market economies will produce higher value goods and services with the same quantity of 

resources than either command or traditional economies as producers in market economies 

have an incentive to produce what it is that people demonstrate they desire through their 

willingness to pay higher prices. For instance, if Toyota determines that people are willing to pay 

more for cars with a certain feature, Toyota will put that feature into their cars (and charge 

higher prices to earn greater profits). Managers at Lada, on the other hand, had no such 

incentive to modify the design of their cars to satisfy consumer demand, as they had little 

competition and were not paid according to customer satisfaction or profitability. 

 

3. Such insurance gives Canadians confidence. Without such insurance, in the event of a possible 

financial crisis, people might be tempted to withdraw their money from banks, which would on 

its own lead to a certain banking and financial crisis. 

 

4. The URL for the article is:  

http://www.wired.com/techbiz/it/magazine/17-03/wp_quant?currentPage=all 

 

 

http://www.wired.com/techbiz/it/magazine/17-03/wp_quant?currentPage=all
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Lesson 9 The Magic of Markets 

 

Teaching Ideas and Resources 

 

This is a crucially important lesson. The fact that free markets create welfare through generating 

consumer and producer surplus is emphasized repeatedly in future lessons. Exercise 4 should help 

students understand the concept. However, if they don’t get it right away, don’t worry as it is dealt with 

again later in lesson 14 graphically and in the questions for review and extension at the end of the 

section. As well, I will put up an additional exercise bringing together numerical and graphical elements 

on the book’s website, www.croecko.com. 

 

Exercise Answers 

 

2. Examples that spring readily to mind are some ex-Soviet countries in Eastern Europe, such as 

Bulgaria or, even more starkly, Moldova, where it is said that rather than the country having a 

mafia, the mafia has the country. The consequences tend to be very negative – the economy 

doesn’t work, with the exception of black markets. 

 

3. Signalling function – buying new sewing machines 

Incentive function – making more jean jackets 

 

4. a) $2 

 b) 4 drinks 

c) They were willing to spend a total of $14 (the sum of 5, 4, 3 and 2). They in fact spent just $8 

(4 times 2). Therefore their consumer surplus was $6. 

d) Freddy would have been willing to accept $6 (4 times $1.50). As he actually received $8, his 

producer surplus was $2. 

e) If the government mandated a price of $1.50 per drink, consumer surplus among our group 

would rise to ($14 - $6) $8 while Freddy’s producer surplus would drop to zero. Overall welfare, 

though, is unchanged – while in the past it was $6 plus $2 and it is now $8 plus $0, the sum in 

both cases is $8. There has been no impact on overall welfare. Allocative efficiency is similarly 

unchanged as the same number of drinks (4) was sold at $1.50 as was sold at $2. 

 

f) If the price were changed to $4 per drink, then only Andrew and Barb would buy drinks. While 

they were willing to spend $9 on drinks, as they are now charged $8 (2 times $4) their consumer 

surplus is now just $1. Freddy, on the other hand, is now enjoying a much larger producer 

surplus – while he would have been willing to sell two drinks for $3 (two times $1.50), he has 

received $8, yielding a surplus of $5. However, by adding up the consumer and producer surplus 

in this case, we can see that welfare has been lost, as it is now just $6 as opposed to $8 initially. 

Allocative efficiency has been harmed, as seen by both the reduction in welfare and the fact that 

fewer drinks were sold (2 as opposed to 4). 

 

http://www.croecko.com/
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Lesson 10 Modelling the Consumer: Demand 

 

Teaching Ideas and Resources 

 

It is a good idea to actually have students individually figure out what their trade-offs would be for chips 

and chocolate (or, if you would prefer, healthier items like juice vs soy snacks). This lesson works best as 

a class activity. It is fun when you get a student who doesn’t like one of the goods on offer (as in they are 

indifferent to chocolate) to see the shape of their indifference curve.  

 

Note that there is always some element of estimation involved when trying to determine at what point 

on the budget a person will consume. For instance, looking at the indifference curve/budget map below: 

 

                         Good A  Budget Line 

      

     Point on Budget Line closest to a higher Indifference Curve 

                Utility = 12 

          Utility = 10 

 

     Good B 

 

While my budget line is not tangent to either of the drawn indifference curves, I can see that the point 

where the budget line is nearest to the indifference curve U=12 is likely where I will be happiest. 

 

Exercise Answers 

 

2. Probably assumption 2 – it is increasingly clear that consuming goods and services is not a major 

contributor to human happiness once fundamental needs are met 

 

3. a) Assumption 2 

b) Assumption 3 

c) Assumption 4 

 

4. a) 5 units (thereabouts) 

b) 10 units (thereabouts) 

 

5. Yes, for instance, if it is raining, I would be more likely to buy an umbrella than if it were sunny, 

despite the price of umbrellas remaining unchanged. Similarly, if it were very hot I would be 

likely to buy more drinks during a day at the fair than if it were cool, despite prices being 

identical on both days. 
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Lesson 11 Understanding Demand 

 

Teaching Ideas and Resources 

 

The distinction between a shift in the demand curve and a movement along the existing demand curve 

can be clarified by pointing out to students that the variable ‘price’ is on the y-axis. As such, changes in 

price can be shown without having to draw a new demand curve. However, as variables like income and 

tastes are not given their own axes in the standard price/quantity demand curve, changes in them 

require the creation of a new curve. 

 

Exercise Answers 

 

2. Because the new point (same price but different quantity) would not be on the original demand 

curve.  

 

3. Top left – Demand curve shifts OUT to the right 

     Price ($) 

 

 

             D       D1 

     Quantity 

 

 Top right – No shift in the curve, just a move down and to the right on the existing curve (from 

initial price to a lower price) 

    Price ($) 

 

 

          D 

    Quantity 

 

Bottom left – Demand curve shifts OUT to the right 

 (same as ‘a’ above) 

 

Bottom right – Demand curve shifts IN to the left 

    Price ($) 

 

             D 

         D1 

    Quantity 
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Lesson 12 Modelling the Producer: Supply 

 

Teaching Ideas and Resources 

 

In the lesson, when tobacco prices fall to $3 per sheaf while wheat prices remain the same at $5 per 

bushel, the answers would be: 

 

(0, 10) = $50;  (5, 8) = $55;  (7, 7) = $56; (8, 5) = $49; (10, 0) = $30   

 

 Thus, the table would look like: 

 

Price of Tobacco ($) Quantity Supplied 

 

3   5 to 7 

5   7 

10   7 to 8 

 

The supply curve should have a corresponding shape. 

 

Exercise Answers 

 

2. Probably 4, but 3 is also likely. The presence of many specialized firms would suggest that 

specialization in the production of one good or service brings with it efficiency gains, not losses. 

However, for larger productive units, such as geographic regions or entire countries, the 

assumption of increasing opportunity costs is likely valid. 

 

3. a) Assumption 2 

 b) Assumption 2 

 c) Assumption 4 

 

4. a) 5 units 

 b) 7 units 

  

Yes, there could be situations where, for instance, even if the price of an agricultural commodity 

was unchanged, if there was good weather, farmers would have more of the good available for 

sale. Alternatively, if miners discovered a rich deposit of copper that also contained other 

minerals like silver they might increase silver production even if their goal was only to produce 

more copper. 
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Lesson 13 Understanding Supply 

 

Teaching Ideas and Resources 

 

Again, as price is a variable indicated on the y-axis, changes in price can be expressed graphically by 

moving along the existing supply curve. As other variables such as changes in the weather and changes 

in technology are not identified on an axis, changes resulting from them need to be expressed by 

drawing a new supply curve. 

 

Exercise Answers 

 

1. Top left – Supply curve shifts IN to the left as raising cattle has become more costly 

     Price ($) 

                    S1      S 

 

 

 

       Quantity 

Top right – Supply curve shifts OUT to the right (as farmers shift to raising beef instead of 

unprofitable sheep and hogs) 

    Price ($) 

      S       S1 

 

 

 

      Quantity 

Bottom left – Supply curve shifts OUT to the right (farmers raise more beef to sell hides) 

    Price ($) 

      S       S1 

 

 

 

      Quantity 

Bottom right – no shift in the supply curve, but a movement along the existing supply curve 

from the bottom left towards the upper right (from the original price to a higher price) 

    Price ($) 

           S 

 

 

 

 

     Quantity 
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Lesson 14 Bringing Consumers and Producers Together – Market Equilibrium 

 

Teaching Ideas and Resources 

 

It might be worthwhile to go over the process by which equilibrium prices are established. Often, prices 

gyrate around an equilibrium point with small amounts of excess supply and excess demand being the 

norm. As a result, prices are constantly fluctuating according to changing market conditions. The idea of 

an equilibrium price remaining stable is an ideal state that most free markets never attain. 

 

It might also be worthwhile to have students write the decision tree as a decision tree. Visual learners 

might respond better to such a representation. In the early days, it is also a good idea to make students 

use the decision tree when doing supply/demand diagram questions. While they will just want to arrive 

at the answer, going through the process is helpful. 

 

Exercise Answers 

 

2. a) Demand shifts OUT to the right, increasing price and quantity sold as well 

 b) Supply shifts IN to the left, increasing price while decreasing quantity sold 

 c) Demand shifts IN to the left, decreasing price and quantity sold 

d) No shift in the demand and supply curves – rather a move from the equilibrium to a price 

below equilibrium, with a likely situation of excess demand (ie quantity demanded (Qd) at that 

price exceeding the quantity supplied (Qs)). Price falls, while quantity demanded increases. 

However, the quantity sold will be reduced as suppliers are only willing to provide Qs, which is 

therefore the amount that actually changes hands. 

 

          Price ($)            Supply 

 

    Equilibrium point 

reduced price 

               Demand 

      Qs        Qd              Quantity 

 

e) Supply shifts OUT to the right, lowering the price for gasoline and increasing the quantity sold 

f) Demand shifts IN to the left, lowering both the price and quantity sold 

g) Supply shifts IN to the left, increasing the price while decreasing the quantity sold 

h) Supply shifts OUT to the right, decreasing prices while increasing the quantity sold 
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Lesson 15 Market Equilibrium with a Quantitative Twist 

 

Teaching Ideas and Resources 

 

This lesson can be omitted without much fuss, but the curriculum does ask that students be able to 

express and derive demand and supply functions mathematically. The math should not be difficult for 

the students as functions and relations of this sort are covered in grade 10 math courses. 

 

It is important, though, that students have a sound understanding of the concepts of excess demand 

and excess supply. Again, markets routinely experience conditions of either excess demand or supply. 

These imbalances are what cause the price volatility we see in many markets, and especially in 

commodity markets. 

 

Exercise Answers 

 

2. a) Equilibrium price is:  -4 +2P = 24 – 2P 

    4P = 28 

    P=7 

 b) Equilibrium quantity is:  Qs = -4 + 2 (7)        OR  Qd = 24 – 2 (7) 

     Qs = 10     Qd = 10 

 

 c) Complete the tables and graph to match – equilibrium is at (P,Q) = (7,10) 

 

3. At a government mandated price of $4, there would be excess demand. The quantity demanded 

at a price of $4 is 16 while the quantity supplied at a price of $4 is 4, leaving an excess demand 

of 12 units. This should be confirmed with the graph. 

 

 

 

 

 

 

Questions for Review and Extension – Lessons 9 through 15 

 

1. Without political development, people would fear losing their businesses to officials or to 

criminals. This fear that their hard work would be appropriated by others would tend to result in 

them making few efforts to establish or improve businesses. 

 

2. a) draw dotted lines back and down from the equilibrium point to the axes and mark P and Q on 

the relevant points on the axes (as in the answer for ‘d’ below). 

 b) Consumers were willing to pay the price indicated by the upper dotted line on the diagram. 

 c) Producers were willing to accept the price indicated by the lower dotted line on the diagram. 
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 d)                Price ($) 

 

  

        Supply 

 Consumer Surplus 

 

                                                        P 

 

 Producer Surplus 

            Demand 

 

         Q   Quantity 

 e)  Price ($) 

 

        Supply 

 Consumer Surplus 

 

              P    Welfare Loss (loss of both consumer and 

         producer surplus) 

 Producer Surplus 

 

             Demand 

     Q1    Quantity 

Even if prices are held at P, if the quantity is restricted at Q1 both consumer and producer 

surplus are lost. This loss of welfare suggests that restricting output in this way is allocatively 

inefficient. Most concretely, this is because those consumers who would have liked to have 

consumed units between Q1 and the equilibrium quantity Q will not be able to even though 

they are willing to offer producers more than is necessary for them to produce the desired units. 

 

f)   Price ($) 

 

 Consumer Surplus     Supply 

             P1      Compared to ‘e’,  

          surplus is merely 

 Producer Surplus    Welfare Loss  transferred. Compared 

          to ‘d’, it is lost. This  

          outcome is allocatively 

          inefficient. 

              Demand 

     Q1            Quantity 

I would charge P1, as that is what consumers are willing to pay to get Q1 units. By doing so, I am 

reducing the surplus enjoyed by consumers and increasing my own producer surplus and profits. 
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Lesson 16 Elasticity and the Price Elasticity of Demand 

 

Teaching Ideas and Resources 

 

It might be a good idea to have students talk about instances where they have been motivated by high 

prices to cut down on purchasing certain items or motivated by low prices to stock up. As students tend 

to have little money, they usually are quite sensitive to price changes. 

 

It also is a good idea for visual and kinaesthetic learners to demonstrate the concept of elasticity with 

the rubber band and wire as explained in the lesson. Prop teaching, like prop comedy, never goes out of 

style. 

 

Recent articles about gasoline consumption in the US and Canada falling as a result of higher prices also 

might help to make this topic more ‘real’. A recent one can be found at: 

http://www.trivalleycentral.com/articles/2012/03/28/maricopa_monitor/county_state/doc4f71fe39097

ac318952592.txt 

 

Exercise Answers 

 

2. a) PED = 5/15 = 0.33 

 b) PED = 10/25 = 0.4 [percentage change in price is {(1.25-1.00)/1.00} *100] 

 

3. a) inelastic as cigarettes are addictive/habitual 

 b) chicken legs would likely be elastic as there are many substitutes (other meats) 

c) inelastic as they are a small proportion of total income and there are no close substitutes – 

you can’t use just ANY decorations for Christmas 

d) could go either way – elastic if you consider that close substitutes exist (aka Pepsi), but 

inelastic if people believe the advertising and branding and as people spend only a small portion 

of their income on Coke 

 

4. If cigarettes have price-inelastic demand, then government taxes will not curb smoking as much 

as they will raise revenue for the government.  

 

Lesson 17 Price Elasticity of Demand – Understanding through Diagrams 

 

Teaching Ideas and Resources 

 

While the lesson is all about how the appearance of a demand curve can give one an idea as to the 

good’s price elasticity of demand, be sure to point out that the apparent slope depends upon the scales 

used on the axes. Generally, though, if the scales used are similar for both axes, and both axes start at 

zero, appearances will not be deceiving. 

 

http://www.trivalleycentral.com/articles/2012/03/28/maricopa_monitor/county_state/doc4f71fe39097ac318952592.txt
http://www.trivalleycentral.com/articles/2012/03/28/maricopa_monitor/county_state/doc4f71fe39097ac318952592.txt
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This lesson is also intended to give students more practice calculating PEDs. Hopefully by the end of the 

exercise they understand the concept well, and are able to calculate PEDs with ease. 

 

Exercise Answers 

 

1. Graph the demand schedule with P on the vertical axis and Qd on the horizontal axis. 

 PED values:  from $10 to $8 – 40%/20% = 2 

   from $8 to $6 – 28%/25% = 1.12 

   from $6 to $4 – 22%/33% = 0.66 

   from $4 to $2 – 18%/50% = 0.36 

 

 Remember in all the calculations above that percentage change is calculated as follows: 

  New – Old   multiplied by 100 

       Old 

 

 So, between $10 and $8, the entire calculations would look like this: 

 Percent Change in Quantity Demanded  = {(7-5)/5 } * 100 

      = {2/5} * 100 

      = 40 

 

 Percent Change in Price = {(8-10)/10} * 100 

    = {-2/10) * 100 

    = -20 

 

 PED  = - (% change in quantity demanded) 

   (% change in price) 

  = - (40) 

       (-20) 

  

Demand is elastic with respect to price along the upper portion of the demand curve. This is 

because of the denominators change differently as you calculate the percentage change in price 

and quantity as you move down the curve. For instance, as I move down the demand curve by a 

steady $2, at the top, that $2 is a small portion of the initial value of $10. Meanwhile, the 

corresponding increase of 2 units of quantity is a big portion of the initial value of 5. So, at the 

top, the PED is a big portion over a small portion, thus it is a value greater than one. At the 

bottom portion of the demand curve, the relative portions are reversed (ie a $2 change in price 

is a big portion of $4, while a change of 2 units is not a big portion of 11), so the PED is less than 

one. 

 

To maximize revenue, I would charge somewhere between $8 and $6, which is probably in the 

region where PED would be equal to one. As firms also have costs, they then tend to want to 

operate in the elastic portion of the demand curve. 
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Lesson 18 Other Elasticities of Demand 

 

Teaching Ideas and Resources 

 

Different restaurant chains are an interesting way to see the influence of YED. In North America, 

recessions usually lead to upscale chains like Chilis and TGI Fridays losing sales while McDonald’s gains 

customers.  The two articles below may be of interest: 

http://www.msnbc.msn.com/id/29097674/ns/business-us_business/t/recession-helps-boost-

mcdonalds-sales/ 

http://www2.qsrmagazine.com/articles/features/131/casual_dining-1.phtml 

 

CPED can be brought home to students by having them consider popular promotions and advertising 

campaigns. Some campaigns directly target the competition (substitutes) while others seek to create tie-

ins with related goods (complements). 

 

Exercise Answers 

 

2. a) Pork rinds YED = – 0.4; Organic vegetables YED = 1.32 

 b) Organic vegetables are a normal good while pork rinds are an inferior good 

 c) Farmers would be likely to increase their production of organic vegetables 

 

3. a) XED (gas/trucks) = - 1; XED (gas/ethanol) = +0.4 

 b) Gas and ethanol are substitutes while gas and trucks are complements 

 c) Perhaps offer discounted gasoline to purchasers of your trucks 

 

4. It is a good idea from the point of view of YED as travel and tourism are strongly normal goods 

whereas primary commodities are usually weakly normal or even inferior goods. As Canadian 

and global incomes rise, people are likely to increase their spending on tourism much more than 

their spending on commodities. 

 

5. Snowmobiles are a strongly normal good, new children’s clothing is a normal good, while used 

children’s clothing is an inferior good.  

 

6. The demand curve for the second good (the substitute) will shift outwards. For instance, if the 

price of beef increases, then people will switch to chicken. So, more chicken is bought even 

though the price did not change, implying a shift outward in its demand curve. 

 

 

 

 

 

 

http://www.msnbc.msn.com/id/29097674/ns/business-us_business/t/recession-helps-boost-mcdonalds-sales/
http://www.msnbc.msn.com/id/29097674/ns/business-us_business/t/recession-helps-boost-mcdonalds-sales/
http://www2.qsrmagazine.com/articles/features/131/casual_dining-1.phtml
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Lesson 19 Price Elasticity of Supply 

 

Teaching Ideas and Resources 

 

The thing that students will tend to need a lot of help with is to keep it clear that PES is about producers 

and suppliers, not consumers. Seeing things from the point of view of producers will not be as natural 

for them as looking at things from the point of view of consumers. 

 

Exercise Answers 

 

2. From $4 to $6 – 33%/50% = 0.66; From $8 to $10 – 20%/25% = 0.8 

 In general, the quantity supplied is inelastic with respect to price 

 

3. a) Automobiles – automakers have more spare capacity and they do not make such a specialized 

product so they should be able to change their output more in response to price changes. As 

well, they operate in a much more competitive marketplace, with dozens of carmakers 

competing for sales, whereas there are only a few airliner manufacturers (ie Boeing, Airbus, 

Bombardier...). 

 

b) MP3 players – while both have high PES values, the makers of unbranded MP3 players likely 

have more spare capacity and a greater ability to switch production from other goods than 

Apple, mainly due to their greater collective productive capacity. 

 

c) New homes during a recession, mainly due to the presence of unused capacity. During a 

recession, it is easy to find the skilled workers and materials to build houses, whereas during a 

boom, such workers and materials are harder to find. 

 

4. People with more widely applicable skills and an awareness of opportunities are more likely to 

switch to sectors and industries where their skills are in demand. Fundamentally, such education 

makes individuals more responsive to market forces, as expressed by price changes. 

 

5. Example – supply curves going through (0,0), (1,5), (2,10), and going through (0,0), (5,1), (10,2)  

both have a PES of one. 
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Lesson 20 Government Intervention – Indirect Taxes and Subsidies 

 

Teaching Ideas and Resources 

 

It may be a good idea to demonstrate why a supply curve will become steeper when an ad valorum tax 

is applied. Most simply, a 10% tax will add just $1 to a $10 item, but $10 to a $100 item. Thus, the 

vertical distance between the two supply curves (original and taxed) will just be $1 at the bottom left 

where the price is $10 but $10 at the top right where the price is $100. This increase in the distance 

between the two curves will cause the new supply curve to be steeper. 

 

The cost of a subsidy can be represented on a diagram as the vertically shaded portion shown below, 

which represents the subsidy amount multiplied by the equilibrium quantity sold with the subsidy (Q2). 

 

       Price ($)          Supply (original) 

 

      Subsidy 

 

   P1           Supply (subsidized) 

                P2 

 

 

            Demand 

 

          Q1     Q2          Quantity 

 

Exercise Answers 

 

2. Less than one unit less was sold because of the tax. The price went up almost the entire amount 

of the tax. The government would raise almost $15 from the tax. 

 

3.  Less than one additional unit was sold due to the subsidy. The price went down by almost the 

entire amount of the subsidy. The subsidy would cost the government about $17. 
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Lesson 21 Price Controls 

 

Teaching Ideas and Resources 

 

There are a lot of real-life examples of price controls that may be good to look into with students. 

Looking at price floors, the supply management system that is used by dairy and poultry farmers in 

Canada might be worth looking into, as in with this article: 

http://www.futurity.org/society-culture/in-canada-dairy-owners-bet-the-farm-on-quotas/ 

 

Maple syrup producers in Quebec, meanwhile, operate a buffer stock scheme which is alluded to in this 

article: 

http://thechronicleherald.ca/business/78431-season-may-not-be-so-sweet-maple-producers 

 

When it comes to price ceilings, the most common example that makes the news is rent controls. 

http://therealdeal.com/blog/2012/03/27/bloomberg-extends-rent-control-for-three-more-years/ 

 

Exercise Answers 

 

2. a) Rationing – usually there are limits on the number of tickets which can be bought per person. 

Prices are kept lower than equilibrium to remain attractive to teenagers who may not have 

much money but who make a good audience. 

b) Waiting lists – Often it will take years to move up the queue to receive the keys to a 

subsidized or rent-controlled apartment. The price is kept low to keep living costs affordable to 

the poor. 

c) Waiting lists or actual physical queuing – if you want a non-emergency procedure done, often 

under a public health system you will need to wait a period of months to get it done. If you visit 

an emergency room or public clinic, you will often have to wait for hours to see a doctor. 

d) Rationing – often governments issue ration coupons to the poor and elderly which entitle 

them to purchase essential commodities like heating oil at subsidized prices. 

 

3. Milk and eggs do not store well and thus need to be supplied on a regular basis. Thus, wild 

swings in prices would lead to consumers being unable to, during times of low prices, find milk 

and eggs. So, price management schemes do help to ensure that consumers have a steady 

supply of these commodities in shops, by ensuring that farmers have an incentive to produce a 

steady supply on their farms. By contrast, wheat and rice store well and so swings in prices are 

unlikely to mean the good is unavailable as authorities and traders will sell stored grain in times 

of shortage and thereby alleviate high prices. 

 

4. a) excess demand of 3 units, total expenditure before - $24; after - $12 (remember, at the lower 

price, only 4 are available for sale, even though people want 7) 

b) excess supply of 9 units, total expenditure after - $21 (as at $7, people only want to buy Q=3) 

c) answers on graph paper should agree 

http://www.futurity.org/society-culture/in-canada-dairy-owners-bet-the-farm-on-quotas/
http://thechronicleherald.ca/business/78431-season-may-not-be-so-sweet-maple-producers
http://therealdeal.com/blog/2012/03/27/bloomberg-extends-rent-control-for-three-more-years/
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Questions for Review and Extension – Lessons 16 through 21 

 

1. The answers to exercises a) to c) in question one can be shown using the diagrams at the 

bottom of the first page of lesson 20. 

 

 d) No, welfare was not simply transferred from producers and consumers to the government. 

Some welfare was lost as compared to the pre-tax situation as shown by the welfare loss 

triangle to the left of the initial equilibrium point P1/Q1. As the tax made the price of the good 

higher, some of the people who would have bought the good in the past but who are not willing 

to pay a higher price will now not buy the good (and firms will not sell them the good) and so 

welfare is lost.  

 

 e) The relative impact of a tax on consumers and producers depends upon their relative 

elasticities of demand and supply. The diagram below, showing the situation suggested, will 

illustrate this: 

 

 Price ($)      Supply (after tax is applied) 

          Supply (original) 

                          P2 

 

 

            P1 

 

        Demand (inelastic) 

     

           Q2 Q1  Quantity 

 

Notice that the increase in price from P1 to P2 is almost the entire distance between the two 

supply curves which means consumers are paying almost the entire tax in the form of higher 

prices. The difference in what producers receive is minimal – while they received P1 before the 

tax was imposed, they now receive just a little bit less (look where the original supply curve 

intersects the dotted line Q2). This result makes sense – if consumers have no substitutes or for 

some other reason will not respond to a price change, producers will be able to pass on most or 

all of the price change on to them in the form of higher prices. If, on the other hand, consumers 

did have ready substitutes and would respond to higher prices by buying less of the good, 

producers would be willing to absorb more of the tax themselves. 

 

f) At the price Pc, the amount actually produced and sold would be small, as it would be where 

Pc intersects the original supply curve. As so few units are sold, both producer and consumer 

surplus would be reduced. However, those consumers who do manage to obtain units of the 

good would enjoy a great deal of surplus as the difference between what they were willing to 

pay and what they in fact do pay is quite large. 
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Lesson 22 Market Failure 

 

Teaching Ideas and Resources 

 

This is a very important lesson for students to understand. Using lots of simple examples should help to 

convey the idea of market failure. With private goods market failure is absurd to contemplate, as in the 

situation outlined in the lesson about eating apples. Clearly, no one would pay for and eat apples to the 

point of being sick or abstain from paying for and eating apples if that would make them happy. 

However, as a society, we often do essentially the same thing – engage in behaviours (such as polluting 

the air or creating noise) that makes at least some of us sick or do not do enough of some things that 

would be clearly beneficial (such as maintaining a minimum state of health or education for everyone). 

 

Exercise Answers 

 

2. In all three cases, there are costs incurred on others (second-hand smoke, sidewalk violence at 

bar closing time etc.) that are not borne by the user of the good in question. 

 

3. In all three cases, there are benefits which accrue to others (ie firms enjoy employing well-

educated workers, people who have access to regular health care do not get and spread as 

many diseases to others) which cannot be captured by the person who would be paying for the 

good. 

 

4. While the buyer may know that the car he is selling is a good one, the buyer will often not have 

confidence that this is the case. This lack of information and thus trust will scupper many such 

transactions. 

 

5. Example – the market for health care is allocatively efficient if health care is provided to the 

point where the benefit gained from providing the last unit of health care are exactly equal to 

the cost of providing that last unit. If less health care is provided than this, ie if there are still 

benefits, be they to the person receiving  the health care or others, available in excess of the 

costs of providing health care at the level being provided, that result would be allocatively  

inefficient. 
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Lesson 23 Externalities as a Source of Market Failure 

 

Teaching Ideas and Resources 

 

Externalities are a fascinating topic that is often in the news, albeit most often without being named. 

The article below looks at externalities to do with the two recent pipeline proposals to get 

unconventional oil from the Alberta tar sands to market. 

http://www.justmeans.com/Pipe-Wars-Part-III-Environmental-Cost-Benefit-Is-More-Than-Just-a-Pipe-

Dream/52906.html 

 

Exercise Answers 

 

2. Costs suffered by you – shorter lifespan, smelly breath, stained fingers and teeth 

 Costs suffered by others – shorter lifespan (from second hand smoke), allergic reactions 

Draw a negative externality diagram, like the first one on the facing page, and label it correctly. 

 

3. If I get a good education, I can enjoy higher income, more job satisfaction and more interesting 

leisure activities. My family will also enjoy my higher income, my employer will profit from my 

additional skills, and my community will benefit from my greater interest in rewarding leisure 

activities if I engage more in community recreation programs.  

Draw a positive externality diagram, like the second one on the facing page, and label it 

correctly. 

 

4. Environmental costs – polluted water and smelly air from the mill, perhaps leading to health 

problems for the residents. 

Economic benefits – economic spinoffs – jobs at the mill and increased economic activity for 

local businesses, and perhaps increased property values 

Economic development projects often simultaneously feature both positive and negative 

externalities. So long as the positive spillover effects are greater than the negative spillover 

effects, the projects are usually undertaken. Other examples of such projects are things like 

wind farms to generate electricity. They have clear benefits (clean power) but also some costs 

(ruined vistas, dead birds). 

 

 

 

 

 

 

 

 

 

 

http://www.justmeans.com/Pipe-Wars-Part-III-Environmental-Cost-Benefit-Is-More-Than-Just-a-Pipe-Dream/52906.html
http://www.justmeans.com/Pipe-Wars-Part-III-Environmental-Cost-Benefit-Is-More-Than-Just-a-Pipe-Dream/52906.html
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Lesson 24 Policy Responses to Externality Problems 

  

Teaching Ideas and Resources 

 

It might be fun here to introduce “Pigovian taxes”, named after the French economist Arthur Pigou. An 

explanation of them may be found here: 

http://en.wikipedia.org/wiki/Pigovian_tax 

 

Almost all excise or ‘sin’ taxes can be framed as attempts to compensate for negative externalities. The 

example of Britain imposing minimum prices on alcohol sold in supermarkets is often framed as an 

attempt to curb the spill-over effects of binge drinking, especially among young people. 

http://www.independent.co.uk/news/uk/politics/new-minimum-alcohol-price-to-be-introduced-to-

combat-binge-drinking-7582346.html 

 

Exercise Answers 

 

1. a) taxes, campaigns, and regulations (concerning age and location of smokers) 

 b) regulations, sometimes campaigns 

 c) subsidies, campaigns, regulations (ie truancy laws) 

 d) subsidies, regulations (housing codes to ensure safe housing) 

e) campaigns and regulations (you need to get your car tested regularly in many jurisdictions). If 

carbon taxes ever gain traction (like in British Columbia), taxes too. 

f) subsidies, campaigns and sometimes regulations – mandatory vaccinations for school children  

 

2. a) Negative externality diagram. Show the MPB moving to the left, as the campaign makes 

people with gambling problems more sensitive to the pain they are causing their families 

 b) Positive externality diagram. Show the MPC disappearing, ie moving to the x-axis, and thus 

the quantity offered being the intersection of the x-axis and MPB. 

 c) Negative externality diagram. Show the MPB moving in to the left, as people cannot drink as 

much in fewer hours (I know, I know – this is a very weak argument, but it is the one made by 

authorities who have never experienced the 10:45 last call line-up).  

 d) Positive externality diagram. Show the MPC moving down and to the right by the amount of 

the subsidy. 

 

 

 

 

 

 

 

 

 

http://en.wikipedia.org/wiki/Pigovian_tax
http://www.independent.co.uk/news/uk/politics/new-minimum-alcohol-price-to-be-introduced-to-combat-binge-drinking-7582346.html
http://www.independent.co.uk/news/uk/politics/new-minimum-alcohol-price-to-be-introduced-to-combat-binge-drinking-7582346.html
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Lesson 25 The Problem of Public Goods 

 

Teaching Ideas and Resources 

 

The big thing to watch out for when discussing public goods with students is to ensure that they learn 

that it has nothing to do with whether or not the good is provided by the state aka the ‘public sector’. 

Getting them to define a good as a public good according to the criteria of non-rivalrousness and non-

excludability is very important. The confusion is easy to understand, though, as often public goods are 

provided by the state due to these very characteristics. 

 

Exercise Answers 

 

2.  a) a toll highway is not non-excludable. You can be kept out with the toll gate. 

 b) an apple is excludable. If I eat it, you can’t. 

 c) a subscription satellite service is not non-excludable. You can be excluded by the signal being 

 scrambled, which requires you to buy a receiver from the provider and pay a subscription. 

 d) so long as the concerts are not crowded, they are public goods, but once the park gets 

 crowded, enjoying the concert becomes somewhat rivalrous, as getting space for your blanket 

 becomes more difficult – ie either you get to put down your blanket in that space, or I do. 

 

3. If I decided to fund the production or radio and television shows to be broadcast over the 

 airwaves in the hope that people would pay for them I would likely go bankrupt quite quickly. 

 People would be happy to enjoy the programs, but would not likely bother to send me money. 

 PBS in the US shows this dilemma quite nicely. So, instead, broadcasters sell your attention to 

 advertisers and with that money they produce the shows which capture your attention to sell. In 

 some countries, like Britain (BBC) and Canada (CBC) broadcast radio and television is produced 

 by a government broadcaster which is funded by taxes or, in the case of Britain, by the sale of 

 mandatory licences to the owners of televisions. 

 

4. Answers will vary for this, but overall I don’t believe it is a public good, as health care is rivalrous 

 (if someone in the intensive care unit, that is one less bed for everyone else) and excludable (as 

 people can be and often are barred from seeing the specialists they need or otherwise getting 

 the medical attention they seek).  

 As such, it is not obvious that health care is best provided by the government. However, there is 

 a good case to be made for there being a public health insurance scheme administered by the 

 government, as only a government run scheme could compel mandatory enrolment by

 everyone. This mandatory enrolment would get around the adverse selection problem outlined 

 in the next lesson. Besides public goods, governments also are useful in organizing schemes 

 where it is valuable for the largest possible group of people to be able to pool risks. This is 

 wonderfully explained in the book “Filthy Lucre” written by Joseph Heath. 

 

5. National defence, public roads, lighthouses... 
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Lesson 26 Other Sources of Market Failure: Monopoly Power and Asymmetric Information 

 

Teaching Ideas and Resources 

 

The problem of asymmetric information is one that most students should have some familiarity with, 

especially if they have done anything like buy a used car or something at a swap meet. TV shows about 

pawn shops show this problem quite well – where there is not a very active market in a good, trying to 

determine its fair value is difficult. 

 

As for monopoly power, and the solution often being for governments to regulate prices for 

monopolies, and in particular utility companies, this has been an issue in Alberta recently, as shown by 

the article below: 

http://edmonton.ctv.ca/servlet/an/local/CTVNews/20120328/EDM_masonelectricity_120328/2012032

8/?hub=EdmontonHome 

 

Exercise Answers 

 

2. Price   5 4 3 2 

 Qd  1 2 3 4 

 TRevenue 5 8 9 8 

 MRevenue 5 3 1 -1 

   

 TCost  2 4 6 8 

 TProfit  3 4 3 0 

 

 The graph should show that the allocatively efficient output would be 4 units (where the cost of 

 the last ice lolly to the vendor is equal to the amount the Canadian tourist is willing to pay, while 

 the monopolist will choose to sell no more than 2 units, as this is where his profits are greatest. 

 Show the total cost and total profit calculations above to help explain. 

     Price ($) 

 

   5  Output chosen by monopolist 

         

   4    

            Allocatively efficient output 

   3 

         

  2                  Marginal Cost (cost per ice cream) 

                 Demand 

   1       

                Quantity 

     1     2       3         4              Marginal Revenue 

http://edmonton.ctv.ca/servlet/an/local/CTVNews/20120328/EDM_masonelectricity_120328/20120328/?hub=EdmontonHome
http://edmonton.ctv.ca/servlet/an/local/CTVNews/20120328/EDM_masonelectricity_120328/20120328/?hub=EdmontonHome


42 
 

Lesson 27 The Tragedy of the Commons (and other environmental applications of market failure) 

 

Teaching Ideas and Resources 

 

Climate change and the policies designed to arrest climate change are ‘hot’ (forgive the pun) topics that 

may warrant further investigation. I would highly recommend the work on climate change published by 

the Copenhagen Consensus group led by Bjorn Lomborg, which can be found here: 

http://www.copenhagenconsensus.com/Projects/Copenhagen%20Consensus%20on%20Climate.aspx 

 

As well, the Munk debate on the issue is also quite good: 

http://www.munkdebates.com/The-Debates/Climate-Change 

 

Lastly, the following articles looks at the pollution permit schemes that have been in place for a number 

of years in the US and the EU: 

http://www.foxnews.com/politics/2010/11/09/collapse-chicago-climate-exchange-means-strategy-

shift-global-warming-curbs/ 

http://www.bloomberg.com/news/2012-03-30/carbon-like-titanic-sinking-on-eu-permit-glut.html 

 

Exercise Answers 

 

2. As the species of fish become scarce and its value rises, the incentive for individual fishermen to 

catch the fish rises as well, making it more likely that they will continue to be fished until there 

are so few that they are hard to find and likely critically endangered. 

 

3. a) The fishing lodge and the town will both complain about the effluent from the paper mill 

 ruining their business and fouling their drinking water. 

 b) The town could then charge the mill for using the water and use the proceeds to build a 

 treatment plant to make river water safe for drinking. Or, alternatively, to avoid such charges, 

 the mill could build a treatment plant to render their effluent safe. 

 c) If the mill were given ownership of the water, then at least ownership is clear and the town 

 would want to either pay the mill to reduce their effluent or, if it was cheaper to build their own 

 treatment plant, do so.  So long as the river water is owned by someone, it is in someone’s 

 interest to act to limit pollution levels. In the latter case, the firm has an incentive to reduce 

 pollution as they can get the town to pay for it to do so. 

 

4. Governments could simply reduce the number of permits in circulation. This reduction in total 

 allowable pollution levels would force the price of the remaining permits higher, thereby 

 keeping in place the incentive for firms to reduce pollution levels. 

 

5. Some of the external costs of greenhouse grass emissions are felt in places far away from the 

 world’s industrial centres (for instance, the Seychelles or the Maldives may actually disappear 

 due to global warming and rising sea levels).  

http://www.copenhagenconsensus.com/Projects/Copenhagen%20Consensus%20on%20Climate.aspx
http://www.munkdebates.com/The-Debates/Climate-Change
http://www.foxnews.com/politics/2010/11/09/collapse-chicago-climate-exchange-means-strategy-shift-global-warming-curbs/
http://www.foxnews.com/politics/2010/11/09/collapse-chicago-climate-exchange-means-strategy-shift-global-warming-curbs/
http://www.bloomberg.com/news/2012-03-30/carbon-like-titanic-sinking-on-eu-permit-glut.html
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 Binding international agreements are required as global climate can be seen as a public good (ie 

 it is non-excludable and non-rivalrous) which is therefore subject to the free-rider problem. 

 Countries and firms and individuals in countries will not want to reduce their emissions if other 

 countries are not seen to be doing the same. 

 

Questions for Review and Extension – Lessons 22 through 27 

 

1. The vendors know much more about the items on offer than most buyers. Often, when you 

 point out that the item on sale is similar to an item you just saw that was half the price, the 

 vendor will respond that his is of “much higher quality” and usually the buyer is not in a position 

 to argue with any confidence. Governments could intervene to create standards so that buyers 

 could more easily compare prices between items of similar workmanship. 

 

2. Probably not. Merit, demerit and public goods are by no means the majority of goods. Most 

 resources and goods are allocated well by markets. Often as well, the solution to poor resource 

 allocation by markets is simply a matter of making the markets more competitive through 

 getting rid of corruption and racketeering. Only in rare cases are the problems posed by market 

 failure both insoluble by tweaking markets and so large as to pale in comparison to the 

 problems (monopoly power, a lack of clear incentives) posed by governmental provision of a 

 good or a service. 

 

3. This can go either way. Yes – It is an instance of market failure as the good is underprovided, and 

 as it fits the general case of market failure existing where the people making decisions are not 

 the people who bear the consequences of those decisions. On the other hand, you could argue 

 that it is not an example of market failure as there is no market for housing on native reserves as 

 housing is provided by the government. Perhaps if there was a functioning market for housing 

 on native reserves, housing quality would improve. 

 

4. Yes, it might be better for governments to simply subsidize and regulate the provision of health 

 care and education. Government provision does introduce certain other problems, such as 

 monopoly issues – for instance, many areas are served by just one hospital or one school 

 system. A system whereby everyone was guaranteed access to education and health care of 

 their choosing, but where perhaps private providers operated schools and hospitals might yield 

 better outcomes (as competition would drive down costs and give families and individuals 

 greater choice)  than our current system of government funded and operated institutions. 

 

5. Yes, I think they do qualify as a demerit good, as they do impose spill-over costs on others living 

 in places such as Bangladesh and the Maldives. Taxing them may solve the problem of global 

 warming, but the taxes necessary to make people change their behaviour with regards to 

 greenhouse gas emissions might be significant. Fossil fuels would have to be made much more 

 expensive for people to stop using them in such a way as to significantly slow down or reverse 

 anthropogenic climate change. 
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Lesson 28 More about Producers – The Goals of Firms and the Calculation of Profit 

 

Teaching Ideas and Resources 

 

The documentary “The Corporation” from 2004 is interesting to watch from the point of view of the 

goals of firms. Its thesis is that firms only seek to maximize profits, and that this monomania makes 

them behave in a sociopathic fashion.  

 

The exercise contains one question where students are asked to calculate the averages and marginals 

for a firm. Please encourage students to read the hints before attempting the question. If further 

practice is required, please look on the website for additional exercises. 

 

Exercise Answers 

 

2. Q  TC  MC  AC  TR  TP 

 0  10  --  --  0  -10 

 1  17  7  17  5  -12 

 2  22  5  11  10  -12 

 3  25  3  8.33  15  -10 

 4  27  2  27/4  20  -7 

 5  29  2  29/5  25  -4 

 6  31  2  31/6  30  -1 

 7  34  3  34/7  35  +1 

 8  38  4  4.75  40  +2 

 9  43  5  43/9  45  +2 

 10  49  6  4.9  50  +1 

 

2. The graphs should reflect the data above. At the profit maximizing output (which is 9), notice 

that the marginal cost and the marginal revenue are both $5. In general, such graphs usually 

look like this: 

     $         Total Revenue 

             Total Cost 

  

       Profit-maximizing quantity 

 

 

              Quantity 

 Break-even quantity 

     $ 

                   Marginal Cost 

                Marginal/Average Revenue 

             Average Cost 
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Lesson 29 Further Relationships between Revenues, Costs and Profits 

 

Teaching Ideas and Resources 

 

I think the various rules and relationships are made fairly clear in the lesson and the exercise. The idea of 

companies staying in business even when they are making losses, as to shut down would be even more 

expensive, can be illustrated well with the following article: 

http://www.forbes.com/sites/investor/2011/01/19/antitrust-weather-travel-airlines-amr-dal-ual/ 

 

The article may also be useful when studying lesson 31 on natural monopolies. 

 

Exercise Answers 

 

2. a) The profit maximizing output will be the point where P1 (dotted) meets marginal cost. 

 b) Yes, the firm is making profits, as at that point, Average Revenue (again the P1 dotted line) is 

 above Average Total Cost (ie on the average, the company is collecting more revenue than the 

 units are costing to produce).  

     

     ($) 

       Marginal Cost 

    Profits ‘area’          Marginal Revenue = Average Revenue (P1) 

                 Average Cost 

 

                  Quantity 

         Qpm – Profit Maximizing Output 

 

 c) If the price were lowered to P2, the business would likely have to shut down, as that price, 

 being the lowest marginal cost, would have to be lower than the lowest average variable cost 

 (as average costs lag behind marginal costs just as your average falls more slowly than your test 

 grades if you get successively lower grades on your tests). Thus, at P2, the firm is not even 

 covering its average variable costs, and so is losing more money for every unit produced. The 

 wise course of action in this case is to shut down. 

 

3.  So long as the marginal costs are below average costs, average costs will be dragged lower. 

 However, the moment marginal costs rise above average costs, average costs will begin to rise. 

 From this, we can see that the lowest average costs will be at the point where the marginal 

 costs are equal to average costs, as at that point, average costs are neither being dragged down 

 or being made to rise. 

 

 

 

 

http://www.forbes.com/sites/investor/2011/01/19/antitrust-weather-travel-airlines-amr-dal-ual/


46 
 

Lesson 30 Market Structure 1 – Perfect Competition 

 

Teaching Ideas and Resources 

 

Stress to students that the conditions of perfect competition are not likely ever met. For instance, there 

are always some small barriers to entry in business, and it is unlikely that all participants in any market 

have perfect information. Nonetheless, it is useful to understand the concept of perfect competition as 

it is a good ideal against which to judge real ‘imperfectly competitive’ markets. 

 

Exercise Answers 

 

2. Quantity  1 2 3 4 5 6 7 8 

 TC   6 10 13 15 16 18 21 25 

 

 MC   6 4 3 2 1 2 3 4 

 AC   6 5 4.33 3.75 3.2 3 3 3.125 

  

 b) The profit maximizing long run equilibrium price and quantity would be Q=7 and P=3. If price 

 were equal to $3 and the firm operated at Q=7, the firm is operating at its lowest average costs 

 and earning zero supernormal profits. This output is both productively (operating at lowest AC) 

 and allocatively efficient (the price is equal to the marginal cost at Q=7). 

 

3. a) The firm may wish to produce Q1 units in order to be productively efficient, as at Q1, average 

 costs are at a minimum. 

 b) At this point, the firm is making a loss, as indicated on the diagram by the rectangle whose 

 width is the vertical distance between average cost and marginal/average revenue at Q1, and 

 whose length is the horizontal distance from Q=0 to Q1. 

 c) The buyers who are to the right of the point where MR = MR but to the left of Q1 are not 

 paying the costs necessary to produce their goods. They are paying only P, but the marginal cost 

 is higher than P (or marginal/average revenue) beyond the profit maximizing point. 

 d) The profit maximizing point (the quantity where MR = MC to the left of Q1) is allocatively 

 efficient, but as this point is not where average costs are at a minimum, it is not productively 

 efficient. 

 e) Some firms need to go bankrupt. Then, with less supply in the industry, prices can rise to the 

 point where P is equal to our firm’s minimum average cost. 

 

4. Yes, the firm is making profits in the short run, as MR=AR (aka ‘P’) is above AC where MR=MC 

 (the profit maximizing point). However, this is unlikely to persist into the long run as these 

 profits being earned by firms in the competitive industry will attract new entrants into the 

 industry. These new entrants will increase industry supply (pushing the industry supply curve 

 out to the right) until the equilibrium price is at the lowest average cost point on the cost and 

 revenue curve. 
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 As the firm diagram is drawn, it will produce where MR (or ‘P’) crosses MC.  As this point is tothe 

 right of where AC is lowest (which is where AC crosses MC), the firm is not producing where AC 

 is lowest, hence it is not productively efficient. However, it is allocatively efficient as the price is 

 equal to the marginal cost at this point. In the long run, as the price falls due to the entrance of 

 new firms into the industry to the point where the price (or MR or AR) is crossing MC where it 

 intersects AC, the firm will become both productively and allocatively efficient. 

 

Lesson 31 Market Structure 2 - Monopoly 

 

Teaching Ideas and Resources 

 

There are some interesting monopolies in Canada, mainly in the agricultural sector. Recently, a lot of 

attention has been paid to the elimination of the Canadian Wheat Board, which enjoyed a monopoly on 

the sale and export of Canadian wheat from prairie farmers. As well, the failed takeover bid by BHP 

Billiton for Potash Corp. drew attention to that near-monopoly. A good article about the potash industry 

is here: http://www.theglobeandmail.com/globe-investor/potash/canpotex-and-potash-the-monopoly-

behind-the-mineral/article1778912/ 

 

Exercise Answers 

 

2. Price 

    Consumer Surplus (triangle above Pm, to the left of AR) 

            Economic Profits (dotted rectangle between AC and AR at Qm) 

                     MC 

 

 

                     Pm 

       Pae        Welfare Loss – Monopoly vs Allocatively 

                  AC             Efficient Output 

 

 

                MR             AR (Demand) 

       

      

 

                 Qm   Qae           Quantity 

 a) on graph 

 b) on graph 

 c) No, the monopolist is not productively efficient, as Qm is a little bit to the left of the output 

 where average costs would be at a minimum (where AC crosses MC). 

http://www.theglobeandmail.com/globe-investor/potash/canpotex-and-potash-the-monopoly-behind-the-mineral/article1778912/
http://www.theglobeandmail.com/globe-investor/potash/canpotex-and-potash-the-monopoly-behind-the-mineral/article1778912/
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d) The monopolist could then be productively efficient as if his costs are constant, then they are 

also always at their minimum. No matter his output, he would be producing at his minimum 

average cost. 

 

3. In some markets, Air Canada is a monopoly provider of air transportation services. Where they 

are a monopolist, they do behave as expected and charge high prices. This sort of behavior 

angers consumers, and makes them very likely to welcome alternative carriers like WestJet. 

 

 More generally things like utilities (like electricity providers) are monopolies, and in local 

economies, there may be some sole suppliers of certain materials. Generally the discussion 

should revolve around how they often do not give good service and may charge higher prices 

than competitive firms, but it depends on the examples chosen. 

 

4. Quantity  1 2 3 4 5 6 7 8 9          

 Price (AR)  30 27 24 21 18 15 12 9 6 

 Total Revenue  30 54 72 84 90 90 84 72 54 

 Marginal Revenue 30 24 18 12 6 0 -6 -12 -18 

 

 Total Cost  40 50 59 67 74 80 85 89 93 

 Marginal Cost  40 10 9 8 7 6 5 4 4 

 Average Cost  40 25 19.7 16.75 14.8 13.3 12.14 11.125 10.3 

 Total Profits  -10 4 13 17 16 10 -1 -17 -39 

 

b) Graph the results on two graphs, one for total cost, total revenue and total profits, and the 

other for marginal and average costs and revenues. 

c) The revenue maximizing output is at Q=6, while the profit maximizing output is at Q=4. 

d) This firm would appear to be a natural monopoly as it faces ever declining marginal and 

average costs. Thus, new entrants to the industry would tend to be driven out of business over 

time by this firm, which, having higher output, would enjoy lower costs. 

e) The inelastic portion of the demand curve would be the lower right hand portion. 

Monopolists would never choose to operate in this area as they face low or negative profits.  

f) Looking at the table, at the profit maximizing output Q=4, average costs are 16.75, far above 

the minimum of 10.3 shown (which is dropping). Thus, an output of 4 is not productively 

efficient. Similarly, at Q=4, while the price (average revenue) is 21, the marginal cost is just 8. As 

price is not equal to marginal cost at Q=4, that output is also not allocatively efficient. 

 

5. Generally, yes, as it gives pharmaceutical companies and incentive to develop new drugs to 

treat illnesses – it is a spur to innovation. The promise of a profitable monopoly leads firms to 

conduct research.  
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Lesson 32 Price Discrimination 

 

Teaching Ideas and Resources 

 

Sadly, price discrimination is something we are all familiar with. The article below by Tim Harford, the 

author of “The Undercover Economist”, looks at price discrimination in the retail coffee trade: 

http://timharford.com/2005/10/go-figure-an-extract-from-the-undercover-economist-2/ 

 

The other example I like personally is airline ticket prices for different classes of tickets. As a general rule 

of thumb, business class tickets cost three times the price of economy class tickets, and first class tickets 

cost 3 times the price of business class tickets. Clearly, though, the costs of providing a first class berth 

on an airliner are not 9 times the costs of providing a seat in economy class. Rather, the different classes 

are intended to separate out those who are willing to pay (a lot) more for travel than other people in 

order to charge them quite significantly more money. 

 

Exercise Answers 

 

2.   a) By offering better fares in the low season or to people who book far in advance 

 b) By offering discounts to people willing to eat dinner early (ie lunch or ‘early bird’ specials) 

c) By branding and marketing – premium brand beans can command higher prices than store 

brand beans, even when the store brand is made at the same plant as the name brand beans. 

d) By closely observing their clothing and other markers of wealth, as well as by observing their 

gullibility. 

  

3. P Qd = 1000 – 125P Qd = 8000 – 2000P Qd = 9000 – 2125P 

 

 8 0   -   - 

 7 125   -   - 

 6 250   -   - 

 5 375   -   - 

 4 500   0   500 

 3 625   2000   2625 

 2 750   4000   4750 

 1 875   6000   6875 

 0 1000   8000   9000 

 

 The graphs for ‘b’ and ‘c’ follow from these figures. 

  

 d) Looking at the ‘rectangles of profit’ in the diagrams, it should be apparent that greater profits 

are earned when the market is decomposed into ‘adults’ and ‘teenagers’ than not. Price 

discrimination makes sense for the park as they can receive more revenue from adults without 

driving away teenagers. 

http://timharford.com/2005/10/go-figure-an-extract-from-the-undercover-economist-2/
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Lesson 33 Market Structure 3 – Monopolistic Competition 

 

Teaching Ideas and Resources 

 

Monopolistic competition is a market structure that students find very familiar and easy to understand. 

The only technical thing that may be difficult is drawing the diagram in the long run. What is tricky is 

that in the long run, the profit maximizing point must also be a break-even point, as in the long run firms 

operating under monopolistic competition earn no economic profits. So, in the long run diagram, the 

tangency of AR and AC (the break-even point) must be directly above the intersection of MR and MC 

(the profit maximizing point). 

 

Exercise Answers 

 

2. a) Fine dining restaurants often change their menu items or introduce new decor 

 b) Nightclubs constantly reinvent their theme and decor 

 c) Clothing labels bring out new fashions every season 

 d) Sports brands often bring out new technology to create new styles of sports shoes 

 e) Fast food restaurants introduce new menu items frequently, often for only a short period of 

 time 

 f) Electronics device makers are constantly improving existing products (making them more 

 powerful or adding features) and developing entirely new ones as well 

 

3. All promotional spending is designed to get you to think that there are no substitutes for the 

 product being advertised. Ads for Levis jeans are designed to get you to think only of Levis when 

 you want to buy jeans, and not to consider other brands like Lee, Wrangler etc. 

 

4. The output of firms operating under monopolistic competition is usually to the left of the 

 productively efficient output, which is to say they are often not busy – sales clerks and waiters 

 tend to spend some time just standing around when there are few customers. 

 

5.     $  Economic Profits (rectangle bounded by dashed lines) 

           MC 

 

              Ppm 

               AC 

      AR 

 

                      Qpm             Quantity 

           MR 

 c) Observe that Qpm is to the left of where AC is at a minimum (where it crosses MC). Hence, 

 Qpm is not a productively efficient output level. Further, observe that at Qpm, the price Ppm is 

 much higher than the MC, which rules out allocative efficiency. 
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Lesson 34 Market Structure 4 - Oligopoly 

 

Teaching Ideas and Resources 

 

For more about John Nash and the birth of game theory, please look at the following clip from “A 

Beautiful Mind:” 

http://www.youtube.com/watch?v=CemLiSI5ox8 

 

From “The Godfather”, the scene where the heads of the families meet to arrange a truce (and discuss 

whether or not to peddle narcotics) is a classic: 

http://www.youtube.com/watch?v=gtYjdEwa8GA 

 

For more about “The Prisoner’s Dilemma” the documentary “The Trap” has a nice explanation of it as 

well as the evolution of game theory from military to economic to societal applications: 

http://www.youtube.com/watch?v=tAE-xqFr0iQ (the relevant bit is after the 8 minute mark) 

 

Exercise Answers 

 

2.             Acme 

     High Price    Low Price 

    Acme gets 5 million  Acme gets 7 million 

  High Price  and    while 

    Bechtel gets 5 million  Bechtel gets nothing 

 Bechtel 

    Acme gets nothing  Acme gets 3.5 million 

  Low Price  while    and 

    Bechtel gets 7 million  Bechtel gets 3.5 million  

 

 b) If the firms cooperate, they maximize their joint profits by both submitting high-priced bids.  

 c) If the firms do not trust one another, they will likely both submit low-priced bids. This result is 

 called the Nash Equilibrium. 

 

3.  Gas station or grocery chains are often thought to be oligopolistic. They sometimes engage in 

 price competition but they also may engage in non-price competition – for instance, gas/petrol 

 stations often have loyalty reward programs which try to instil brand loyalty for a good that is 

 essentially homogeneous.  As well, they often offer free gifts with each fill-up (hats, mugs) for 

 the same reason. 

 

4. The key here is to see that the MR curve will have a discontinuous portion in the middle below 

 the kink, as drawn below. The shallow part of the demand (aka AR) curve at the top gives rise to 

 the relatively shallow portion of the MR curve while the steeper part of the demand curve to the 

 right gives rise to the even steeper lower portion of the MR curve. Between these two portions 

http://www.youtube.com/watch?v=CemLiSI5ox8
http://www.youtube.com/watch?v=gtYjdEwa8GA
http://www.youtube.com/watch?v=tAE-xqFr0iQ
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 is a discontinuity (dotted). If MC were to rise from MC 1 to MC2 below, you can see that output 

 and price would be unaffected due to the presence of the discontinuity. 

 

        P 

     

 

   

       MC2 

    

       MC1 

 

         D  

       Q 

           MR 

 

Questions for Review and Extension – Lessons 28 through 34 

 

1.  MS # B to E Homog. Goods  Profits SR     Profits LR     Efficiency (P/A)     Examples? 

 

 PC many no yes   rarely  no       P and A         Farmers 

 

 Mon one yes    yes  yes       usually neither     Utilities 

 

 MC many no no   yes  no                usually neither     Bistros 

 

 O few yes sometimes  yes  yes       usually neither     Petrol 

 

 

2. A perfect price discriminator is able to claim all consumer surplus for himself as producer 

 surplus. To do this, every consumer is charged a unique price. This affects the diagram, as now a 

 lower selling price will not result in even lower marginal revenue. In fact, now the marginal 

 revenue from a sale will be exactly the same as the selling price, as the monopolist does not 

 need to lower the price charged to previous customers to make additional sales. Essentially, for 

 the perfect price discriminator, the marginal revenue is the same as average revenue.  

 Thus, in this case, the monopolist would be productively efficient as he is always producing 

 at minimum average cost as average cost is a constant (ie it is a horizontal line). Looking at 

 allocative efficiency, the price the perfect price discriminating monopolist charged his last 

 customer was equal to the marginal cost, so you can argue that the condition is met. The entire 

 triangle above MC=AC and to the left of AR is producer surplus. 

 

3. Most students will agree that they are necessary. Answers concerning their most important 

 function will vary. 
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Lesson 35 Corporate Concentration in Canada 

 

Teaching Ideas and Resources 

 

The move by the current government to eliminate the Canadian Wheat Board’s monopoly on the sale 

and export of Canadian wheat has caused a lot of debate and a few court challenges. One interesting 

opinion about the issue is here: 

http://www.dominionpaper.ca/articles/4267 

 

A more general article about how monopolies are destroying open markets appeared in the February 

2012 issue of Harper’s Magazine. The article has an excellent bit about how chicken processors engage 

in very opaque and anti-competitive practices at the expense of poultry farmers in the U.S. 

http://harpers.org/archive/2012/02/0083788 

 

The relative safety of the Canadian banking system is highlighted in this short article: 

http://www.ctv.ca/generic/generated/static/business/article2360398.html 

 

Exercise Answers 

 

2. A few    Many   A few    Many  

 agricultural  farmers , who sell commodity traders  consumers who 

supply companies inexpensive   and processers, who  buy expensive  

sell expensive   goods to  sell expensive goods to  food 

goods to 

 

3.  It depends. If grain sales are handled by many independent traders and commodity brokers, 

 perhaps it would reduce concentration. The fear, though, as expressed in the article above, is 

 that the existing oligopolistic grain trading firms would move in and replace what had been a 

 perhaps benign monopoly intended to support grain farmers with a malign monopoly intent on 

 squeezing farmers and dominating the grain trade. 

 

4. Hopefully the answers students give are diverse and show some thought. It is interesting to see 

which students even know about alternative media. 

 

5. Credit unions and caisses populaires may include the DesjardinsCredit Union or any number of 

smaller regional or professional based credit unions. Online banks might be ING Direct or PC 

Financial. The draw of online banks is usually lower fees and/or higher  interest rates for 

depositors. 

 

 

 

 

http://www.dominionpaper.ca/articles/4267
http://harpers.org/archive/2012/02/0083788
http://www.ctv.ca/generic/generated/static/business/article2360398.html
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Lesson 36 Different Forms of Productive Enterprise 

 

Teaching Ideas and Resources 

 

This is a fairly straightforward lesson. Again, the documentary “The Corporation” may be worth looking 

at to reinforce what it is about a corporation that makes it different from other forms of business 

organization. 

http://www.youtube.com/watch?v=Pin8fbdGV9Y 

 

 Another interesting documentary is “The Take” which looks at employee cooperatives founded in 

Argentina after the economic collapse there in 2001. 

http://www.youtube.com/watch?v=LEzXln5kbuw 

 

A good explanation as to why corporations have become the dominant form of productive enterprise 

can be found in Joseph Heath’s book, “Filthy Lucre.” 

 

Exercise Answers 

 

2. a) A corporation is most likely as establishing a cellular network is both very expensive and risky. 

 Without the protection of limited liability, entrepreneurs would be unwilling to expose 

 themselves to the risk of setting up such a venture 

 b) A proprietorship is most likely as there is not much capital required to set up such a business 

 and as the work is likely done by the owner 

 c) A partnership is most likely as, like with the barbershop, the work is likely done by the owners 

 of the business and as the capital requirements are not large. Unlike with a barbershop, though, 

 it might be advantageous to have more than one architect in the firm to satisfy the demands of 

 different clients (residential, commercial, industrial). It should be said that some architects do 

 operate under proprietorships. 

 d) This could be set up a number of ways. It would be most likely to be set up as a non-profit 

 corporation (if there are large capital requirements and some risk of bankruptcy) or perhaps as a 

 non-profit cooperative if it is run by a group of parents or teachers. Such a business would be 

 unlikely to attract the interest of a private, profit seeking corporation. 

 

3. People choose to belong to credit unions often out of a sense of community. Credit unions were 

 established by and for their members. Any surplus earnings are distributed back to members or 

 reinvested in the credit union. The Desjardins credit union movement was established to offer 

 banking services to people who were deemed at that time to be too poor to bother with by the 

 established banks in Canada. 

 

4.  Your local community should have some social entrepreneurs, who seek to make a living (but 

 no more) offering a necessary service to people. Some examples are restaurants or construction 

 firms set up explicitly to help troubled youth or ex-convicts gain skills. 

http://www.youtube.com/watch?v=Pin8fbdGV9Y
http://www.youtube.com/watch?v=LEzXln5kbuw
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Lesson 37 The Labour Market 

 

Teaching Ideas and Resources 

 

The minimum wage debate is a perennial one. A good article about minimum wages in Canada can be 

found here: 

http://thechronicleherald.ca/business/78865-minimum-wage-only-one-idea-ensure-fair-wages 

 

For more information on federal programs designed to enhance labour market participation, in 

particular by disadvantaged minority groups, look here: 

http://www.hrsdc.gc.ca/eng/workplaceskills/index.shtml 

 

Exercise Answers 

 

2. Worker    1 2 3 4 5 6 7  

 Marginal Product  5 6 7 8 7 5 3 

 (multiplied by $2/unit) 

 Marginal Revenue Product $10 $12 $14 $16 $14 $10 $6 

 Marginal Cost   $10 $10 $10 $10 $10 $10 $10 

 (daily wage of each worker) 

 

 Graphs should have the #of workers on the horizontal axis and $ on the vertical axis. 

 

 Given the situation above, the firm would likely hire 6 workers, as up to that point, the MRP of 

 each worker is greater than or equal to the wages (or marginal cost) of hiring them. 

 

3. To find the equilibrium wage, set  Qs = Qd 

               2+ W = 20 – 2W 

                  3W = 18           

       W = 6  

 Therefore the equilibrium wage rate is $6 per hour. At this wage, 8 workers would be hired. 

 

 If a minimum wage was set at $8 per hour, Qs = 10 and Qd = 4, leaving 6 people unemployed. 

 

4. a) Supply shifts to the right, employment in the sector rises while wages fall 

 b) Demand shifts to the left, employment in the sector falls while wages fall 

 c) Supply shifts to the right, employment in the sector rises while wages fall 

 d) Demand shifts to the right, employment and wages both rise 

 e) Supply shifts to the right, employment in the sector rises while wages fall 

 

 All of the above answers assume ‘ceteris paribus’ 

 

http://thechronicleherald.ca/business/78865-minimum-wage-only-one-idea-ensure-fair-wages
http://www.hrsdc.gc.ca/eng/workplaceskills/index.shtml
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Lesson 38 Labour in Canada 

 

Teaching Ideas and Resources 

 

A wonderful documentary about the labour movement in Canada is called “12000 Men” 

(http://www.onf-nfb.gc.ca/eng/collection/film/?id=12936). It is quite old but the history it tells of the 

mine and steel workers in Nova Scotia and their struggles gives a good perspective on the need that 

unions filled in the late 19th and early 20th century. 

 

A decent article about the recent Canada Post strike (and the move by management to impose a two-

tier wage structure on employees) can be found here: 

http://www.theglobeandmail.com/news/politics/strike-two-ottawa-steps-in-to-end-canada-post-

labour-dispute/article2062950/ 

 

And a general article on the state of organized labour in Canada can be found here: 

http://m.theglobeandmail.com/news/national/the-sorry-state-of-our-

unions/article2380055/?service=mobile 

 

Exercise Answers 

 

2. In Ontario currently, the minimum wage is $10.25 per hour.  All other provinces have minimum 

 wages between $9 and $10 per hour. Nunavut has a minimum wage of $11 per hour. All of the 

 wages stated are as of March, 2012. Provisions for working hours are quite involved, and can be 

 found here: 

 http://www.labour.gov.on.ca/english/es/pubs/guide/hours.php 

 Overtime provisions in Ontario are generally that all hours worked in excess of 44 hours per 

 week are to be paid at a rate 1 and a half times the normal wage rate (time and a half). 

 However, of course there are exemptions and special conditions which can be found here: 

 http://www.labour.gov.on.ca/english/es/pubs/guide/overtime.php 

 Overall, encourage students to get to know the labour code in their province as it will have a 

 direct impact on their working lives. 

 

3. I would assume that they would look at a recent strike or labour dispute in the local area. This 

 hopefully is a great discussion starter. 

 

4. a) Mark in the equilibrium wage and quantity on the graph (from where S and D  cross). 

 b) Draw in a vertical dotted line from Qu to the demand curve, and then from this point, draw a 

 horizontal dotted line to the vertical axis. Where this line hits the vertical axis is the wage rate 

 enjoyed by the unionized workers. The impact of this on firms would be to increase their wage 

 bill and restrict to some degree their hiring and output. It may also lead to firms investing in 

 machinery and technology to increase labour productivity to justify the higher union wage. The 

 impact on consumers could be higher prices. 

http://www.onf-nfb.gc.ca/eng/collection/film/?id=12936
http://www.theglobeandmail.com/news/politics/strike-two-ottawa-steps-in-to-end-canada-post-labour-dispute/article2062950/
http://www.theglobeandmail.com/news/politics/strike-two-ottawa-steps-in-to-end-canada-post-labour-dispute/article2062950/
http://m.theglobeandmail.com/news/national/the-sorry-state-of-our-unions/article2380055/?service=mobile
http://m.theglobeandmail.com/news/national/the-sorry-state-of-our-unions/article2380055/?service=mobile
http://www.labour.gov.on.ca/english/es/pubs/guide/hours.php
http://www.labour.gov.on.ca/english/es/pubs/guide/overtime.php
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Lesson 39 Capital Markets 

 

Teaching Ideas and Resources 

 

The best article I have ever run across that looks at the liquidity cycle and the role of financial and capital 

markets in the business cycle can be found here: 

http://www.economist.com/node/581847 

 

As well, stress the very important role that the banking system plays in the economy. When banks and 

other financial institutions do a good job of weighing risks and allocating capital, the economy 

flourishes. When they do a poor job and waste a lot of precious capital fuelling asset-price bubbles, the 

economy (eventually) crashes.  

 

A wonderful book about financial booms and busts is “Extraordinary Popular Delusions and the Madness 

of Crowds” which was written by the Scotsman Charles Mackay in 1841. It looks at the bubble created 

by John Law’s Mississippi Company in France and the South Sea bubble in England in the 1700s, which 

are not so very different than contemporary asset price manias (dotcom stocks in the 1990s etc.). 

 

Exercise Answers 

 

2. We save in order to protect ourselves from risks in the future. We borrow when we feel 

 confident about the future. 

 

3. a) To correct a negative savings rate, interest rates should have risen, to encourage savings and 

 discourage borrowing. The rate should have moved towards the domestic equilibrium point. 

 b) The low rates and consequent borrowing encouraged spending, in particular on items like 

 houses and automobiles. This increased spending encouraged firms (automakers, builders, 

 building supply  firms etc.) to increase output and employment, which in turn raised income, 

 which in turn supported increased spending, creating a cycle of prosperity. 

 

4. a) Individuals are likely not demanding as many loans as in the past as their confidence in their 

 ability to repay such loans in the future is diminished. 

 b) The supply of savings has likely risen as people, fearful of the future, are focused on setting 

 money aside to deal anticipated job loss or other emergencies. 

 c) With more savings and less borrowing, less money overall will be spent, which, ceteris 

 paribus, will lead to falls in employment and income. What is often prudent for individuals (to 

 save money and not borrow) can have negative effects on the economy as a whole. 

 

5. Risk. A mortgage is a secured loan – if you don’t make your payments, the bank has the right to 

 seize the property that has been pledged against the loan (ie your house). Credit card debt, on 

 the other hand, is not backed up with property (also called collateral) in this way. 

 

http://www.economist.com/node/581847
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Questions for Review and Extension – Lessons 35 through 39 

 

1. In general, corporate concentration should give the firms in the industry in question some 

 supernormal profits, as the industry is assumedly becoming at least somewhat oligopolistic. 

 These profits can then fund electoral campaigns and so give the firms influence over politicians 

 and regulators. This is less likely to happen in Canada as there are laws in place limiting the 

 amount of money individual donors and firms can contribute to election campaigns. 

 

2. Students should label the diagram correctly. Then, they should explain that at the minimum 

 wage (which is drawn above the equilibrium wage on the diagram) the Qs is greater than the 

 Qd, which would result in unemployment. In order to encourage the employment of young 

 people while still guaranteeing them a minimum wage, governments could offer to subsidize 

 their wages while they are in training, to encourage firms to hire them. Other reasonable 

 answers should be accepted as well. 

 

3. Those who say they would prefer a unionized job would likely point to the better pay and 

 benefits and conditions offered, as well as job security and the ability to file grievances.  

 Those who say they would prefer a non-unionized job might point to better management-

 worker relations and a greater ability to be paid according to your own individual merits, and 

 not according to a seniority schedule and contract negotiated by the union. 

 

4. This is pretty subjective, and could go either way. Generally, Quebec’s labour laws are seen as 

 the most worker-friendly in the country and Alberta’s the least, with other provinces being in 

 the middle. In general, though, labour laws in all of Canada offer workers protection against 

 abuse and arbitrary treatment by employers. 

 

5. In this situation, people’s savings can disappear. If savings disappear, then there is less money 

 available to invest in improved infrastructure and capital equipment which should, ceteris 

 paribus, reduce a country’s rate of economic growth. 

 

6. Cooperatives were often established to give groups of people an alternative to dealing with 

firms that were perceived as hostile to their interests. For instance, farmers set up producer co-

ops to both buy their seed and equipment from and to sell their crops to in order to get around 

suppliers and processers who were perceived as offering unfair prices. Caisses Populaires were 

set up to give people in Quebec an alternative to the big banks which were seen as 

unwelcoming to poor people and dominated by English-speaking moneyed interests. The goals 

of co-ops reflect this heritage – they are explicitly set up by members and for members, and 

every member has an equal vote at meetings no matter the amount of business they direct 

through the co-op.  
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Lesson 40 The Problem of the Great Depression and the Birth of Macroeconomics 

 

Teaching Ideas and Resources 

 

Throughout this entire section, I recommend that you view the documentary series “The Commanding 

Heights” and in particular, the episode entitled “The Battle of Ideas”. It can be viewed here: 

http://www.youtube.com/watch?v=yYKEA-ds8p0 

 

Question sheets to accompany the documentary can be found on my website, www.croecko.com. 

 

In the wake of the global financial crisis, Keynes’ ideas have come back into vogue (not that they ever 

really left). An excellent article on this by Keynes’ biographer, Robert Skidelsky, can be found here: 

http://www.project-syndicate.org/commentary/the-keynes-hayek-rematch 

 

Exercise Answers 

 

2. Such actions would likely reduce the level of economic activity of firms and households. 

 

3. The correct counter-cyclical response to a crash or recession would be to cut taxes and increase 

 spending. 

 

4. Central Europeans like von Mises and von Hayek had first-hand experience with fascism, which 

 involved a great deal of government control over the economy. This was not without good 

 aspects – Germany under Hitler embarked on big public works projects (and rearmament) that 

 resulted in a marked reduction in unemployment while the western democracies were still 

 wallowing in misery in the mid-1930s. However, the tyranny that ultimately resulted was too 

 high a price to pay for lower unemployment, which is why economists of the Austrian school 

 value freedom (supported by free markets) so highly. 

 Further, von Mises and von Hayek also had first-hand experience with hyper-inflation, which 

 they felt was an inevitable result of government assuming a larger role in the economy and 

 spending money that it did not have. Given the choice between higher unemployment and 

 higher inflation, economists such as von Mises and von Hayek, having seen the devastation 

 wrought by hyper-inflation, preferred unemployment. 

 

5. Often we see governments being kicked out of office if unemployment remains high or inflation 

 is high. I suspect unemployment and weak growth will result in trouble at the polls for Barack 

 Obama in the US in 2012. By contrast, the Conservatives were given a majority government in 

 Canada in 2011 mainly due to their perceived economic competence. 

 

 

 

 

http://www.youtube.com/watch?v=yYKEA-ds8p0
http://www.croecko.com/
http://www.project-syndicate.org/commentary/the-keynes-hayek-rematch
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Lesson 41 Measuring the Size of the Macro-economy 

 

Teaching Ideas and Resources 

 

To make the distinction between the output approach, the expenditure approach and the income 

approach clear, I would recommend that you use a circular flow diagram and draw stick figures counting 

the products leaving the firms, the money entering the firms, or the money entering the households. It 

is a good visual that I have found gets the point across rather well. 

 

No one really enjoys national income accounting, but the idea of national output is an important one 

and the different measures are good to know. The numerical exercise is should be viewed primarily as a 

way for students to learn the definitions of and distinctions between the different measures. As well, 

the lesson should give you the opportunity to look into the weaknesses of national income accounting 

(for instance, how activities that take place in the paid economy (childcare in childcare centres) are 

counted while activities that take place at home are not (childcare by parents), and the issue of the 

underground economy, which is estimated by some thinkers to make up around 10% of total economic 

output in Canada. The article below looks at the underground economy in legal goods and services (ie 

not counting drugs and prostitution), which is estimated to account for around 3% of Canada’s GDP: 

http://www.theglobeandmail.com/report-on-business/economy/economy-lab/daily-mix/canadas-

underground-economy-tops-30-billion/article2078228/ 

 

Exercise Answers 

 

2.  AD = C + I + G + (X-M), so in this case 

 AD = 400 + 60 + 20 (gov’t on goods and services) + 60 (gov’t salaries) + (50-40) 

 AD = 550 billion dollars 

 

 Note – As I am counting nominal GDP using the expenditure approach, I am counting all 

 consumer spending on goods and services, ALL spending by firms on equipment and machinery 

 (‘gross’, not ‘net’), all government spending that results in the production of goods and services  

 (including salaries) and net exports. The reason we count government spending on salaries for 

 government workers but not the spending of firms on wages and salaries is that the value of 

 the government workers’ work is not incorporated into the price of their product (ie a nurse in a 

 public hospital does create value, but as people don’t have to pay to go to the hospital, the 

 value of her work would not show up as consumption expenditure) while the wages paid to 

 workers employed by firms is captured in the selling price of whatever it is the firms produce, 

 and so does show up as consumption expenditure. 

 

3. GDP from the expenditure side might be consistently greater due to income tax avoidance and 

 evasion. People may earn money and not declare it on their tax forms but nonetheless spend it 

 on goods and services. The gap between GDP calculated using the expenditure approach and 

 the income approach gives a rough estimate of the size of the ‘underground’ economy. 

http://www.theglobeandmail.com/report-on-business/economy/economy-lab/daily-mix/canadas-underground-economy-tops-30-billion/article2078228/
http://www.theglobeandmail.com/report-on-business/economy/economy-lab/daily-mix/canadas-underground-economy-tops-30-billion/article2078228/
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4. See ‘Note’ above for the first part of this. As to why government transfer payments are 

 excluded, they are not counted as nothing was produced in order for individuals to receive 

 them. Remember, both the income and expenditure approach are trying to capture the level of 

 output of goods and services in an economy.  

 

5. 120/124 = x/545 

  X = (120 * 545)/124 = 527.42 billion dollars 

 

  In words, the price level in 2010 is 3-4% higher than it was in 2009. So, you have to take that 

 increase in prices out of the figure for nominal GDP to arrive at the real GDP in 2009 dollars.  

 

6. Nominal GDP = 400 + 70 + 60 + 15 = 545 billion dollars 

Nominal GNP = 545 -15 + 10 = 540 billion dollars 

 

 7. a) This would show up under the income approach (wages and salaries) or the expenditure 

 approach (G) 

  

  b) This spending would not show up under either the income or expenditure approach, as the 

 goods are not finished products/final goods and services 

 

  c) The spending on the materials would show up under the expenditure approach (C) 

 

  d) This would be part of the calculation of ‘G’ under the expenditure approach 

 

  e) This would show up using the income approach (wages and salaries) 

 

  f) This would not show up using either approach (however the person’s spending of the money 

 would eventually show up as ‘C’ under the expenditure approach) 

 

g) This would show up under the expenditure approach as ‘I’ – a casino is an income producing 

asset and so building one (or building a hotel or office building or even homes) counts as 

investment spending. However, the money that was earned selling drugs did not likely get 

counted in any fashion as people tend not to ask for receipts when buying drugs or declare 

income earned from the sale of drugs when filing their income taxes. 

 

 8. 64/60 = x/100; x = 106.66, therefore economic growth between 2008 and 2009 was 6 and 2/3 % 

 (ie 6.66%).  

 

  69/64 = x/100; x = 107.8, therefore economic growth between 2009 and 2010 was 7.8%. 
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Lesson 42 The Business Cycle 

 

Teaching Ideas and Resources 

 

The business cycle is a very interesting sub-topic of economics. I would recommend the following 

articles explaining the Austrian school’s understanding of the business cycle, Kondratieff “long wave” 

business cycles, and the difference between standard recessions and deleveraging events such as is 

taking place now. 

http://mises.org/daily/672 

http://www.angelfire.com/or/truthfinder/index22.html 

http://www.economist.com/node/21549968 

 

Exercise Answers 

 

2. During an expansion, savings (leakage) are likely going down as people spend more. As a 

 consequence, investment (injection) is rising to meet the rising demand for goods and services. 

 During a contraction, the opposite is likely the case – savings are rising (and consumption 

 spending falls) as people are fearful of future uncertainty. This fall in consumption spending will 

 tend to result in a fall in investment as well (why buy new factories if no one is buying 

 anything?). 

 

3. During the boom, the common sense was that ‘houses always rise in value’ – this belief led not 

only to individuals borrowing ever greater sums of money to buy increasingly expensive (and 

unaffordable) houses but to banks gladly lending them the money. This confidence in the 

unsinkable nature of the housing market was what led to the boom, despite many more sober 

voices warning that the housing market was already behaving like an asset bubble. As people 

who were renting saw house prices rising steadily, they didn’t want to be ‘left behind’ – this was 

particularly the case in Ireland which had never experienced a housing bubble before. Canada 

may well suffer a housing bust in the near future as house prices have not corrected from the 

boom of the early 2000s. In many markets, in fact, house prices are at all time highs relative to 

rents and household income. 

 http://www2.macleans.ca/2012/02/28/youre-about-to-get-burned/ 

 

4. Austrian school economists believe that positive real interest rates are necessary to avoid the 

creation of asset bubbles that ultimately pop. The housing bubble can be in large part blamed 

on Alan Greenspan who pursued a zero interest rate policy at the US Federal Reserve in 

response to the technology stock market crash of 2001. These low rates were also made 

possible by global trade imbalances. China invested much of the surplus cash earned in trade in 

US treasury bonds, which depressed interest rates in the US. These low rates made it possible 

for people to service much bigger loans than in the past, which in turn allowed people to bid 

higher and higher prices for homes. 

 

http://mises.org/daily/672
http://www.angelfire.com/or/truthfinder/index22.html
http://www.economist.com/node/21549968
http://www2.macleans.ca/2012/02/28/youre-about-to-get-burned/
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5. eBay makes sense – it is a trading platform that manages information, and information can be 

transported at zero cost on the internet. Pets dot com makes no sense – it was an online pet 

food store. Ordering pet food online was easy for consumers, but shipping the orders to 

consumers was far more expensive than having them drive down to their local supermarket and 

pick it up. So, early on in the business cycle, good ideas are developed, but in the later stages 

increasingly questionable ideas are explored. 

 

Lesson 43 Modelling the Macro-economy – Aggregate Demand and Aggregate Supply 

 

Teaching Ideas and Resources 

 

The biggest thing to be vigilant against in this lesson is to make it clear that AGGREGATE demand and 

supply are not the same as market demand and supply. Students need to always keep in mind that they 

are looking at an entire national economy and not the market for any one good or industry.  

 

Below please find an interesting article I ran across this year explaining the perils and difficulties that 

attend the teaching of aggregate supply shocks: 

http://worthwhile.typepad.com/worthwhile_canadian_initi/2012/03/teaching-sras-shocks.html 

 

Exercise Answers 

 

2. a) AD shifts to the right, increasing both real output and the price level 

 b) AS shifts to the right, increasing real output and reducing the price level 

  (while the roads are being built, increased gov’t spending could increase AD as well) 

 c) AS shifts to the right 

 

 d) AS shifts to the right 

 e) AD shifts to the left, decreasing real output and the price level 

 f) AS shifts to the left, decreasing real output and increasing the price level 

 

 g) AD shifts to the left 

 h) AS shifts to the right (the deductions should encourage greater investment) 

  (AD may shift out as well, but the dominant intended effect is on AS) 

 i) AS shifts to the left 

            Price Level   AS1     AS2 

 j) AS shifts to the left 

 k) AS shifts to the left 

 l) AS shifts to the right           P1 

    (shown at right           P2 

     as a model)                  AD 

   

              Y1   Y2          Real Output (Y) 

http://worthwhile.typepad.com/worthwhile_canadian_initi/2012/03/teaching-sras-shocks.html
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Lesson 44 More about Keynes and Keynesian Demand Management 

 

Teaching Ideas and Resources 

 

Again, the documentary “The Commanding Heights” program one “The Battle of Ideas” does an 

excellent job of looking at Keynes and the historical context of the ‘high water mark’ of Keynesianism in 

the postwar era from the 1940s to the 1970s. 

 

An interesting modern Keynesian is Ben Bernanke, current chairman of the Federal Reserve Board in the 

U.S. His somewhat pejorative nickname, “Helicopter Ben” refers to the idea that, to correct a recession, 

it is only necessary to overcome the perception that money is scarce and to be hoarded. This can be 

done by increasing the money supply and encouraging inflation. This can be most easily envisioned as a 

person dropping $100 bills out of a helicopter. Somewhat ironically, though, the ‘dropping money from 

a helicopter’ image was first conjured by Milton Friedman, the chief proponent of monetarist 

economics, in the 1970s. 

http://www.thestockenthusiast.com/opinion/how-bernanke-got-the-nickname-helicopter-ben-why-it-

matters-right-now/ 

 

Exercise Answers 

 

2. The multiplier = 1/(1-0.75) = 4 

 Therefore, an increase in exports of $1000 should, everything else being equal (ie ceteris 

 paribus) increase AD by $4000. 

 

3. In the diagram to the left, the economy is likely suffering from inflation as the AD curve is 

pushed out and is intersecting the vertical portion of AS. In this portion of AS, further increases 

in AD result only in increases in the price level. An appropriate Keynesian response would be to 

raise interest rates (monetary policy) and raise taxes and cut government spending (fiscal 

policy). 

 In the diagram to the right, the economy is likely suffering from unemployment as AD is 

 intersecting the horizontal portion of AS. An increase in AD will increase output without putting 

 much upward pressure on the price level. An appropriate Keynesian response would be to cut 

 interest rates (monetary policy) and cut taxes and increase government spending (fiscal policy). 

 

4. By lessening the impact of recessions, productive resources may not be re-allocated from 

 declining sectors to advancing sectors as quickly in countries whose governments pursue 

 policies of Keynesian demand management as in those countries that have a more laissez-faire 

 approach. Unsound businesses will remain in business and use up scarce resources. Recessions 

 do serve a useful cleansing function which also helps individuals to more easily recognize the 

 sectors and skills that they need to focus on in order to enhance their employment prospects. 

 However, the process by which this is done (Schumpeter’s ‘creative destruction’) does entail a 

 great deal of disruption (felt most clearly by individuals as unemployment). 

http://www.thestockenthusiast.com/opinion/how-bernanke-got-the-nickname-helicopter-ben-why-it-matters-right-now/
http://www.thestockenthusiast.com/opinion/how-bernanke-got-the-nickname-helicopter-ben-why-it-matters-right-now/
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5. A belief in government economic management may make firms and workers unresponsive to 

 price and wage signals as they may believe that no matter what happens that they will not lose 

 their businesses or their jobs. Thus, firms may not make necessary investments and workers 

 may not upgrade their own training as much as they would were they not sure that, if they ran 

 into trouble, the government would help them out. For instance, if workers can see that their  

 industry is facing stiff competition from foreign competitors, under a free-market system, they 

 have an incentive to learn new skills that are transferable to work in other industries. In a 

 system that is used to government intervention (like the UK from the 1940s to the 1970s) 

 workers will not bother as they will view it as the government’s responsibility to preserve their 

 jobs. 

 

Lesson 45 Supply-side Policy Solutions 

 

Teaching Ideas and Resources 

 

Generally, supply –side policies that involve government efforts to enhance productivity (ie improving 

education, health and infrastructure) or buttress confidence (maintaining the rule of law and being 

vigilant against corruption) are seen as uncontroversial ‘common sense’ policies. Contentious supply-

side policies generally have to do with either labour market reforms or tax reform. In both cases, 

reforms that benefit one group at the expense of others are sometimes presented as neutral supply-side 

reforms. Reagan’s tax cuts for the rich purportedly offered ‘trickle down’ benefits for everyone, when in 

fact they largely resulted in the rich gaining an ever-greater share of American net income and wealth. 

Similarly, what are presented as supply-side labour market reforms are sometimes little more than 

governments heeding the wishes of corporations to weaken organized labour. 

 

Exercise Answers 

 

2. While the port and railroad are being built (but before they are operational) the primary impact 

 on the economy will be to increase aggregate demand, as increased government spending on 

 the projects enters the economy. So, AD will shift to the right. 

 

 In the long run, though, when they are in operation, this improved infrastructure will increase 

 the productive capacity of the nation, as farms and industries in the interior expand production 

 and begin to serve world markets. Aggregate supply will increase, shifting AS to the right. 

 

3. Cuts in the wages of unionized workers and in unemployment benefits will be felt in the short 

 run as a loss of income, and will likely lead to a reduction in consumer spending. Thus, in the 

 short term, aggregate demand will fall, which can be shown by shifting AD to the left. 

 

 In the long run, though, as workers and the unemployed adapt to the new reality and accept 

 lower-paying positions (and perhaps work second jobs to sustain household income) or start 

 their own businesses, aggregate supply may well increase, shifting AS to the right. 
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Questions for Review and Extension – Lessons 40 through 45 

 

1. Of course! According to Keynes, a fundamental trade-off exists between full employment and 

 price stability. In order to achieve full employment, often some mild price inflation is required. 

 Similarly, equity and competitiveness are also often in opposition to each other.  

 

2. Autocrats and tyrants are interested in achieving full employment as often the political compact 

 in autocracies is that so long as the government is doing a good job, they can hold onto power. 

 In ancient China, this was called “the mandate of heaven.” In the present-day sheikdoms of the 

 Persian Gulf, which are predominantly hereditary monarchies, citizens do not mind having few 

 political rights so long as the government provide them with a high material standard of living. 

 As autocratic governments claim all political power in their nations, the people also see them as 

 completely responsible for conditions in the country. If things are bad (and unemployment is 

 bad), the government gets all the blame and may face riots, revolts and revolution. Further, 

 unemployed young men are especially dangerous as their bitterness and idleness can be 

 exploited by opposition leaders interested in forming revolutionary armies to overthrow the 

 existing regime. Modern-day Chinese rulers feel a real need to keep output and employment 

 growth high in order to avoid the revolutions and chaos of the early 20th Century. 

 

3. A policy of perpetual easy credit would not be able to be sustained in the long term, as 

 eventually people would take out more loans than they would be able to pay back. Credit is like 

 coffee – it peps the economy up in the short term, but you can’t use it to keep things hopping 

 forever. As well, a policy of perpetual easy credit would also encourage inflation. Easy credit 

 would make it easy for people to buy goods and services and invest in things like homes, stocks 

 and commodities. As investment rose, so would prices. As prices rose, so would people rush to 

 turn their money into assets enjoying price appreciation, further fuelling inflation. 

 

4. No matter what the level of AD is, the intersection of AD and AS is always at the same real 

 output level. Thus, no matter what aggregate demand is doing, classical economists believe that 

 real output is always the same. Classical economists believe that government intervention in the 

 economy to shift aggregate demand to the right only results in inflation, as can be shown by the 

 diagram. 

 

5. Sticky prices – the person is unwilling to accept a lower wage rate (he holds out for a $40K job) 

 

 Money illusion – after two years, his $40K job, given an inflation rate of 6% per year, really only 

 gives him the same purchasing power as $35K would have given him two years ago. However, 

 the worker is focused on the wage figure, not its purchasing power. 
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Lesson 46 The Problem of Unemployment 

 

Teaching Ideas and Resources 

 

The problem of unemployment is a serious one. The bit in “The Commanding Heights” that looks at the 

consequences of the near-elimination of the coal mining industry in Britain on old coal mining towns and 

districts is very good. The problem of discouraged workers is a serious one in countries such as the US 

which have had high unemployment for a number of years. A good article looking at the negative 

consequences of long-term cyclical unemployment can be found here: 

http://www.economist.com/blogs/freeexchange/2012/02/hysteresis 

 

The fear is that if people are out of work for too long, they suffer a permanent drop in productivity and 

potential income, which has a negative impact on long-run aggregate supply. On the other hand, people 

pursuing education and training in response to higher unemployment may increase productivity in the 

long run, as explained in this article, which also has a good explanation of why some professions 

(engineering, law) have very cyclical employment patterns (the ‘cobweb model’ of market equilibrium): 

http://www.time.com/time/magazine/article/0,9171,2110470,00.html 

 

Exercise Answers 

  

2. Lacking hard data, they will have to use surveys or make estimates based upon what data they 

 do have (payroll numbers compared to population figures, etc.). 

 

3. 4000/36000 = 0.111, therefore an unemployment rate of 11.1% 

 

4. a) Seasonal 

b) Frictional 

c) Structural 

 d) Cyclical 

 

 5.  During the nadir of a recession, unemployment rates may begin to fall as discouraged workers 

 give up. Meanwhile, when economic conditions actually begin to improve, unemployment rates 

 may get worse for a time as these discouraged workers once again enter the labour force and 

 begin looking for work. 

 

6.  Show AD moving to the left on the diagram at left, and then show the demand for labour 

 moving to the left on the diagram at right. Note that the reduction in AD  has reduced 

 employment levels and wages. 

 

7.  In an isolated mining town there will not be other sources of employment that use the same 

 skills as were needed at the mine. By contrast, if you were working as a salesman in a big city 

 and your employer went out of business, you could fairly readily find similar work nearby. 

http://www.economist.com/blogs/freeexchange/2012/02/hysteresis
http://www.time.com/time/magazine/article/0,9171,2110470,00.html
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Lesson 47 Policy Responses to Unemployment 

 

Teaching Ideas and Resources 

 

There are several articles by Paul Krugman, Robert Reich, and others advocating for more government 

action to reduce both cyclical and structural unemployment in the US. In general, governments in the 

US, Canada and around the world employed stimulus spending to address what was at first thought to 

be a cyclical slowdown. However, as the slowdown has persisted and is now more widely understood to 

be a longer-term phenomenon (debt deleveraging) more comprehensive solutions to the problem of 

unemployment are being discussed. A good article discussing the policy options facing governments in 

developed countries can be found here: 

http://www.economist.com/blogs/freeexchange/2012/03/low-hanging-fruit 

 

Exercise Answers 

 

2. a) The outcome would be perhaps slightly lower wages but a big fall in employment, as workers 

would want to keep their wages at the level set by the equilibrium of the Supply of Labour curve 

and Demand for Labour (1). By trying to keep wages at this level, even as the demand for labour 

has fallen to DL2, unemployment will be created. The Keynesian economist would advocate a 

counter-cyclical policy of tax cuts and spending increases and interest rate reductions to move 

AD2 back towards AD1, thereby moving DL2 back towards DL1 as well in order to eliminate this 

unemployment. 

 

b) A neo-classical economist would expect some unemployment in the very short term for the 

same reasons that were explained above. However, they would recommend that the 

government do nothing as they would feel that, if left alone, workers would quickly understand 

that conditions had changed and would accept lower wages in order to retain or regain their 

jobs.  This fall in wages would spur hiring which would eliminate any excess unemployment that 

may have initially resulted from the fall in AD. Incidentally, this acceptance of lower wages by 

workers would also have seen real output return to the level seen before the recession, 

accompanied by a reduction in the price level.  

 

3. a) Market based supply side policies should have the effect of reducing unemployment in the 

depressed region and perhaps increasing it in the city as workers move from the depressed area 

to the city in search of work. Overall, though, unemployment should fall as the migrants are 

likely to want to learn new skills in order to work in the city, where they are likely to find work. 

 

b) Interventionist supply side policies will likely result in a reduction in the unemployment rate 

in the depressed region (due to direct government intervention) but could also result in an 

increase in unemployment in the city as the government can only pay for the interventionist 

policy through raising taxes on other workers and businesses. Overall unemployment could well 

rise as labour becomes ever more poorly allocated. 

http://www.economist.com/blogs/freeexchange/2012/03/low-hanging-fruit
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Lesson 48 Money and Banking 

 

Teaching Ideas and Resources 

 

Niall Ferguson’s series “The Ascent of Money” is quite a good introduction to money and banking. 

Episode 1 in particular is worthwhile as it looks at the birth of modern banking in Italy.  

http://www.youtube.com/watch?v=4Xx_5PuLIzc 

 

A fun thing to do with students is to have them discuss what items would make ‘good’ money and what 

items would make ‘bad’ money. They pretty soon get the idea that a ‘good’ monetary unit or material 

should be long-lasting, not easily changed, and have a relatively high value to size ratio. Gold of course 

has historically met all of these conditions handily, which is why it has often been used as money. Gold 

doesn’t rust or otherwise rot or change (while silver, for instance, tarnishes), and it is relatively rare so it 

has a high value relative to its weight.  

 

Modern money is called ‘fiat money’ because it is only accepted as money because the government says 

it is money. The phrase “this note is legal tender” found on Canadian and other banknotes is the phrase 

that makes what are essentially coloured and printed pieces of paper money.  

 

One last thing that may interest students is “Gresham’s Law” which states that bad money drives out 

good money. If two forms of money are in circulation (say, for instance, ‘real’ $50 notes and counterfeit 

$50 notes), people would tend to hold on to their ‘real’ notes while trying to pass their counterfeits to 

others while shopping. Soon, only the bad money would be used and the good money would be driven 

out of circulation and into people’s wallets and safe deposit boxes. 

 

Exercise Answers 

 

2. Fresh fish and mangoes rot. As such, while you might have a fortune on Monday, you would be a 

pauper by Friday with a load of waste stinking up your home. Gold,  on the other hand, is just 

about the only metal that does not oxidize in some way – unlike iron, which rusts, or copper and 

silver which tarnish, gold does not react with oxygen and so maintains its form and colour. 

 

3. a) $900 

 b) $90 must be kept as reserves, while $810 can be lent out. 

 c) Initial Deposit Reserves Kept Money Loaned Out (which becomes a new deposit) 

  $1000  $100  $900 

   

 $900  $90  $810 

$810  $81  $729 

$729  $72.90  $656.10 

$656.10 $65.61  $590.49 

$590.49 $59.05  $531.44     Sum of loans to this point is $4217.03 

http://www.youtube.com/watch?v=4Xx_5PuLIzc
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Lesson 49 The Problem of Unstable Prices (Inflation and Deflation) 

 

Teaching Ideas and Resources 

 

We have totally gotten used to inflation but sustained inflation such as we take for granted is an entirely 

post-war (dare I say Keynesian?) phenomenon. The article(originally printed in “The Economist”) below 

has some great graphs that show long run price stability from the 1600s to the 1930s in the UK followed 

by accelerating price inflation: 

http://fac.comtech.depaul.edu/jwoo1/courses/history_inflation.pdf 

 

After the collapse of a spectacular property and stock market bubble in around 1990, Japan has 

experienced a sustained period of price deflation.  A good article looking at how Japanese households 

and firms have adapted to this can be found here: 

http://www.businessweek.com/magazine/content/11_06/b4214014587950.htm 

 

Again, “The Commanding Heights” has some good bits on inflation in 1920s Germany and in the 1970s in 

the US and the UK. 

 

Exercise Answers 

 

2. a) 2005/2006: 5%; 2006/2007: 7.6%; 2007/2008: 8%; 2008-2009: 2.4%; 2009-2010: -1.6 

 

b) Disinflation occurred between 2008 and 2009, while deflation occurred between 2009 and 

2010. 

 

3. Governments are often the beneficiaries as they tend to borrow money (government debt). 

After a period of high inflation this borrowed money can be repaid more easily with inflated 

dollars that are worth less than the money that was initially borrowed. 

 

4. The likely inflation rate, assuming ceteris paribus, would be around 4%, as that is the quantity of 

money printed in excess of the increase in the production of goods and services. 

 

5. a) AD shifts in to the left Deflationary Demand Pull 

 b) AD shifts out to the right Inflationary Money Printing (or Demand Pull) 

 c) AS shifts in to the left  Inflationary Cost Push 

 d) AS shifts out to the right Deflationary Cost Push 

 e) AD shifts out to the right Inflationary Demand Pull 

 f) AD shifts to the left  Deflationary Expectations 

 

Make sure that all diagrams are correctly labelled and that the appropriate old and new price 

levels and real output levels are indicated with dashed lines. 

 

http://fac.comtech.depaul.edu/jwoo1/courses/history_inflation.pdf
http://www.businessweek.com/magazine/content/11_06/b4214014587950.htm
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Lesson 50 Measuring Inflation and Associated Problems 

 

Teaching Ideas and Resources 

 

There is a very vigorous debate about the methodology being used to calculate inflation now as 

compared to in the past. John Williams at Shadow Government Statistics 

(http://www.shadowstats.com/) tracks inflation and other government statistics using older methods 

and has found that, were older reporting and calculating methodologies to be used, current inflation 

(and unemployment) figures would be higher. The advantages to governments of misreporting inflation 

data to the downside would be considerable – less pressure to raise interest rates from investors, and so 

lower interest payments on government bonds, as well as a steady decline (or arrested increase) in real 

wages which would enhance international competitiveness (as often pay increases for unionized and 

other workers are tied to inflation). 

 

On the other hand, other thinkers wonder if official inflation statistics consistently over-state inflation 

due to some of the issues mentioned in the lesson. For instance, people do respond to price changes, so 

if a certain good or service increases in price, people do shift to cheaper substitutes. Thus, if both the 

entire price increase and the original weighting of the good or service is used when calculating the 

consumer price index, the result would likely consistently overstate inflation. An recent article about a 

recent move by Statistics Canada to correct a potential bias in their statistics can be found here: 

http://www.thestar.com/business/article/1130531--cpi-why-tinkering-with-canada-s-inflation-

measurement-could-trigger-lower-pay-and-pension-increases 

 

The thing is, doing a good job with statistics is important. If a government tries to massage and fudge 

statistics too often or too blatantly, they become irrelevant, as the following article about Argentina’s 

inflation statistics explores: 

http://www.economist.com/node/21548242 

 

Exercise Answers 

 

As this is a student-led exercise, all you can do is check their methodology. That said, I find this a very 

interesting exercise for a number of reasons. The debates that the kids get into while choosing 

representative goods are fascinating – do they track the price of a Big Mac, a Whopper or a pizza to get 

a measure of food prices?  

 

Generally, as the spending patterns of teenage boys and girls diverge fairly widely, it is a good idea to, in 

this instance, permit students to form gender-specific groups. 

 

Keeping the baskets constructed by students and having students look at (and collect the prices for) 

them in future years is great as well, as they get a sense of how prices are rising and they gain an 

opportunity to see why baskets are adjusted over time as consumption patterns change. 

 

http://www.shadowstats.com/
http://www.thestar.com/business/article/1130531--cpi-why-tinkering-with-canada-s-inflation-measurement-could-trigger-lower-pay-and-pension-increases
http://www.thestar.com/business/article/1130531--cpi-why-tinkering-with-canada-s-inflation-measurement-could-trigger-lower-pay-and-pension-increases
http://www.economist.com/node/21548242
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Lesson 51 The Phillips Curve and Goodhart’s Law 

 

Teaching Ideas and Resources 

 

The diagram on the inside cover is a Phillips Machine, which was a direct consequence of the work of 

William Phillips. A detailed explanation of the historical context of the Phillips Machine can be found 

here: 

http://www.guardian.co.uk/business/2008/may/08/bankofenglandgovernor.economics 

 

The hubris of policymakers enthralled with the idea of the economy as a machine to be tinkered with is 

wonderfully captured in the documentary “The League of Gentlemen” from the “Pandora’s Box” series 

by Adam Curtis. At the end of this documentary there is also a great interview where Charles Goodhart 

talks about how, the best an economist can do is to not mess things up too much. 

http://www.youtube.com/watch?v=BRu4SnBz7TY 

 

Overall, this is a good lesson to remind students about the role of modelling in economics and the 

consequent importance of good models to good economic decision making. 

 

Exercise Answers 

 

2. It was attractive to policymakers as it seemed to promise them a way to control the economy in 

a way that was technical and predictable. 

 

3. Inflation and unemployment began to rise together, which was supposed to be impossible. The 

reason this happened was because inflationary expectations were increasing. 

 

4. a) Increased government spending would push AD out to the right. This would move the 

intersection point of AD and AS to a point up and to the right, implying both a higher price level 

(the ‘up’) and higher output (the ‘out’) which usually implies lower unemployment.  This 

combination of lower unemployment and higher prices can be represented by moving up and to 

the left along the Phillips Curve. 

 

 b) Perceived increases in inflation will lead to people demanding higher wages. This will first 

push AS in to the left, as higher wages will increase company costs. This shift in AS will 

simultaneously increase the price level and reduce real output (which usually implies higher 

unemployment). This combination cannot be represented on the existing Phillips Curve. Thus, a 

new point needs to be plotted above and to the right of the existing curve, usually directly to 

the right of the point plotted in ‘a’. 

 

 c) Draw vertical lines going through the initial intersection point of AS and AD and the initial 

point on the Phillips Curve. 

 

http://www.guardian.co.uk/business/2008/may/08/bankofenglandgovernor.economics
http://www.youtube.com/watch?v=BRu4SnBz7TY
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5. Goodhart’s Law implies that there are no shortcuts to macroeconomic paradise. The best that 

can be done using the tools of fiscal and monetary policy is to keep things stable and not mess 

things up too much. To reduce unemployment in the long run without encouraging runaway 

inflation it is necessary to enact difficult supply-side reforms and make long-term investments in 

education and training, infrastructure, and technology. 

 

6. Generally, yes. While people can be very bloody-minded in the short term, over the longer term 

they do come to accept that conditions have changed and adapt. In a way, unemployment is 

related to price elasticity, except the price being discussed is the price of labour. Just as people 

are more responsive to price changes over time, so also are workers more likely respond to bad 

times by accepting lower wages after having suffered through months of unemployment. 

 

Questions for Review and Extension – Lessons 46 through 51 

 

1. Departments for regional economic development can encourage businesses to locate 

operations in areas of high unemployment through offering subsidies and other enticements, 

such as offering to build needed infrastructure. Departments for education and training can 

offer or subsidize courses and other training programs that closely match the needs of 

employers. Departments of regional economic development are more likely to be 

interventionist in their approach. 

 

2. As people have confidence that their deposits at CDIC member institutions are safe, they are 

very unlikely to panic and try to get their money out all at once. This low probability of a bank 

run itself makes a bank failure unlikely. The most that can be insured per account is $100 000. 

 

3. One advantage is that it is less likely that the central bank will be inclined to become a puppet of 

politics, and lower interest rates in election years to stimulate prosperity and encourage the re-

election of incumbents. One disadvantage would be that the central bank may become a tool of 

the banking system and operate for the benefit of the banks at the expense of the people. 

 

4. If everyone stopped using the banking system and relied only upon cash, the effective quantity 

of money would decline dramatically, and with it output and employment. Having a banking 

system that people have confidence in ensures that money is never scarce (as ‘account money’ 

can be created much more quickly than dollar bills) which in turn means that money is spent 

and invested and not hoarded, which in turn supports output and employment. 

 

5. Yes, it was. In the middle of such a panic, central banks need to act as lenders of last resort and 

ensure that there is plenty of money sloshing around to encourage people and institutions to 

lend to one another and dishoard cash. If central banks do not open up the floodgates during 

such panics, firms in need of short-term finance may be unable to secure it, and may be forced 

into bankruptcy even though they may be profitable. Central bank actions to supply liquidity 

during the crisis made the recession that followed much milder than it could have been. 
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Lesson 52 The Goal of Equity (Fairness) 

 

Teaching Ideas and Resources 

 

It might be useful to have students look at a real income tax package to see the progressive brackets. A 

good article about GINI coefficients and equity in Singapore can be found here: 

http://business.asiaone.com/Business/News/Office/Story/A1Story20120411-339097.html 

 

A good article about the probably impact of government austerity measures on Canadian equity is here: 

http://www.huffingtonpost.ca/2012/02/01/canada-income-gap-harper-budget-cuts_n_1246853.html 

 

Exercise Answers 

 

2.  Country ‘B’ has greater equality of income.  Country ‘A’ therefore would have the higher GINI 

coefficient. 

 

3. While people in the Canada cannot often be called poor using measure of absolute poverty, they 

can be considered poor using measures of relative poverty. If the average Canadian owns a 

newer car and has several televisions, someone with a 20 year old car and one black and white 

TV would be relatively impoverished. 

 

4. Slices:  50 - 70K  20K taxed at 35% = $7000 

 30 – 50K  20K taxed at 25% = $5000 

 10 – 30K  20K taxed at 15% = $3000 

 0 -10K   10K taxed at 0% = $0  

Total Income Tax Paid: $15000 

 

This person’s marginal income tax rate (the tax rate paid on his last dollar of income) is 35% but 

his average income tax rate is just (15000/70000 = 0.214) 21.4%. 

 

5.  Consumption taxes are considered regressive because the poor will pay a higher percentage of 

their income to the tax than the rich for the simple reason that the poor tend to spend all of 

their income while the rich are usually able to save a portion of their income. This saved portion 

will not be subject to consumption taxes. 

 

6. This is a good discussion question. I would likely put progressive income tax schemes at the 

bottom, as they may lead to tax evasion/avoidance by the wealthy and the deadweight losses 

associated with such efforts (ie payments to accountants, tax lawyers etc.) However, they are 

the best way to raise government revenue based on the principal of the ability to pay. Quality 

public services are good as they have no stigma attached to their use, but they are expensive to 

operate and maintain. Giving direct transfers to the poor are the most direct way or furthering 

equity but doing so may skew the incentives of the working poor in ways that impair efficiency. 

http://business.asiaone.com/Business/News/Office/Story/A1Story20120411-339097.html
http://www.huffingtonpost.ca/2012/02/01/canada-income-gap-harper-budget-cuts_n_1246853.html
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Lesson 53 The Goal of Growth 

 

Teaching Ideas and Resources 

 

An interesting debate has taken place since the 1970s concerning the centrality of growth in economic 

policy making. Traditionally, growth was looked at as a panacea. The “Pandora’s Box” episode “The 

League of Gentlemen” referred to in lesson 51 illustrates this very clearly. Both Labour and Conservative 

platforms promised growth, as growth was (and still is) seen as bringing with it employment, rising 

incomes, stable prices and better-financed public services. 

 

However, since the Club of Rome report entitled “The Limits to Growth”  was published in 1972, the 

concept of sustainable economic growth has begun to influence policy as well. A good debate entitled 

“Beyond GDP – how can we measure progress?” can be found here: 

 http://www.nhm.ac.uk/natureplus/videos/1554 

 

Exercise Answers 

 

2. The most recent statistics I have are: 

     Canada  China  India 

 GDP Growth   2.2%  8.9%  6.1% (from “The Economist”) 

 

 GDP/capita   $40 000 $8 400  $3 700 (from the IMF, 2011) 

 

 Increase in GDP/capita  $880  $747.60 $225.70 

 

Canada has the highest increase in GDP per capita but the lowest percentage increase in GDP 

due to the fact that Canada’s initial GDP per capita is much higher than in China or India. When 

you start with a high initial value, even a small percentage increase results in a significant dollar 

increase, whereas when you start with a low initial value, even a large percentage increase may 

not result in a significant dollar value increase. 

 

3. Supply side policies that are aimed at developing education or infrastructure should, everything 

else being equal (aka ‘ceteris paribus’) increase aggregate demand as both aims require the 

government to increase spending. That increased government spending on teachers’ salaries or 

materials and equipment will increase the ‘G’ component of GDP/AD {where AD = C + I + G + (X-

M)}. 

 

4. If, for instance, someone came up with a safe way to sustain a cold fusion reaction that was 

economically viable, then we would be able to enjoy limitless, inexpensive energy without 

having to use fossil fuels. This would be hugely desirable as with limitless cheap energy we 

would have limitless cheap fresh water (as desalination plants using such energy would be 

cheap to operate) and would be able to recycle many minerals more easily as well. 

http://www.nhm.ac.uk/natureplus/videos/1554
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Lesson 54 The Goal of Efficiency and International Competitiveness 

 

Teaching Ideas and Resources 

 

Efficiency is, even more than growth, seen as a panacea to economic problems such as unemployment 

and inflation. It also is seen as contributing to sustainable growth. Where resources are used efficiently, 

there is not much waste, which should reduce pollution.  

 

The ex-Soviet Union serves as a good counter-example to the goal of efficiency, as is shown brilliantly in 

the documentary “The Engineer’s Plot” referred to in lesson 3. In another example, the ecological 

damage done to Central Asia in the name of increased cotton production shows what can occur when 

success is measured only with regards to output, with little regard being paid to inputs or externalities.  

 

Articles about Canada’s perpetual productivity challenges can be found in many places, but one that 

stands out is this one: 

http://www.theglobeandmail.com/news/opinions/canadas-productivity-trap/article1449944/ 

 

Exercise Answers 

 

2. Both places were investing in large quantities of capital, in the form of machinery, equipment 

and infrastructure. As such, labour productivity went up without necessarily increasing total 

factor productivity. 

 

3. A more dispersed population makes it sometimes more of a challenge for the right workers to 

be in the right place to do useful work. Were Canada’s population more concentrated, it is more 

likely that workers would be able to find suitable work nearby and that firms would be able to 

recruit the workers they need. In either case, total factor productivity would increase as the 

existing capital stock would be better used. 

 

4. Improved total factor productivity would shift both LRAS and SRAS to the right, as shown below: 

 Price Level         L1 S1 L2  S2     (L = LRAS, S = SRAS) 

 

           

 

          AD 

               Real Output 

 

 b) Note that the intersection of L2/S2/AD is at a lower price level and a higher real output level 

than the intersection of L1/S1/AD. The lower price level will make your products attractive to 

foreigners and should increase exports, which you are able to produce as output is higher. 

 

5. Exposure to foreign competition should spur firms to invest in and improve productivity. 

http://www.theglobeandmail.com/news/opinions/canadas-productivity-trap/article1449944/


77 
 

Lesson 55 Fiscal Policy (a closer look) 

 

Teaching Ideas and Resources 

 

The big fiscal policy debate in Canada used to revolve around deficits and debts, but the efforts of the 

Liberals under Jean Chretien and Paul Martin to restore Canada’s federal government to fiscal health has 

moved that debate to the background. A good article comparing their efforts in the 1990s to the steps 

the US may have to take in the near future can be found here: 

http://www.theglobeandmail.com/report-on-business/economy/economy-lab/david-rosenberg/the-us-

fiscal-solution-follow-canadas-lead/article2033256/ 

 

 Now the big debate has to do with the taxing powers and spending responsibilities of the three levels of 

government. Cities in particular are feeling that they need more taxing power in order to address the 

challenges of ageing infrastructure while the provincial governments feel they need more money to 

adequately fund health care and education. A good discussion of this issue can be found here: 

http://www.therecord.com/news/local/article/684733--municipalities-need-more-money-from-ottawa-

for-infrastructure-vrbanovic-says 

 

Exercise Answers 

 

2. On the left – the problem is inflation. Short run equilibrium output (at the intersection of SRAS 

and AD) is to the right of LRAS, or long run potential output. This situation will create 

bottlenecks for skilled workers and other scarce resources, which will result in the prices of 

these resources rising.  The fiscal policy prescription is to raise taxes and reduce government 

spending to bring AD back to the left. 

On the right – the problem is unemployment. Short run equilibrium output (at the intersection 

of SRAS and AD) is to the left of LRAS. This means that output is below potential, which implies 

unemployment. The fiscal policy prescription is to lower taxes and increase government 

spending to bring AD out to the right. 

 

3. Supply side increases in government spending on education could, in the short term, increase 

AD as teachers spend their additional salaries on goods and services. More importantly, though, 

increased spending on effective education should shift AS (both SRAS and LRAS) out to the right, 

which would increase output and should lead to reduced unemployment.  

 

4. a) capital expenditure b) transfer payments c) current expenditure d) current expenditure 

 

5. a) Productive and Neutral  

 b) Productive, Neutral (if applied to all purchases) and Elastic (but as it is regressive, not Fair) 

 c) Fair and Elastic 

 d) Productive and Elastic but not Neutral, and questionably Fair. 

 e) Productive, but not particularly Neutral, Fair or Elastic. 

http://www.theglobeandmail.com/report-on-business/economy/economy-lab/david-rosenberg/the-us-fiscal-solution-follow-canadas-lead/article2033256/
http://www.theglobeandmail.com/report-on-business/economy/economy-lab/david-rosenberg/the-us-fiscal-solution-follow-canadas-lead/article2033256/
http://www.therecord.com/news/local/article/684733--municipalities-need-more-money-from-ottawa-for-infrastructure-vrbanovic-says
http://www.therecord.com/news/local/article/684733--municipalities-need-more-money-from-ottawa-for-infrastructure-vrbanovic-says
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6. Ontario is currently in deficit. As of 2011, about 8% of tax revenues were spent paying interest 

on the accumulated debt. (http://www.thestar.com/news/canada/politics/article/959689--

cohn-ontario-s-debt-is-soaring-and-province-is-falling-behind) 

 

Lesson 56 Monetary Policy (a closer look) 

 

Teaching Ideas and Resources 

 

An article looking at the challenges of conducting monetary policy in a zero-rate environment is here: 

http://www.economist.com/blogs/freeexchange/2012/04/monetary-policy-0 

 

Exercise Answers 

 

1. The central bank should raise interest rates. This will shift AD back to the left and eliminate the 

inflationary gap between the short run equilibrium level of real output (where SRAS and AD 

intersect) and the long run potential output of the economy (the real output at LRAS). Raising 

interest rates reduces aggregate demand mainly by increasing the cost of borrowing. With 

higher borrowing costs, people are less likely to borrow to spend on big ticket items like homes, 

cars and appliances and firms are less likely to borrow money to buy equipment and machinery. 

 

2. The banking industry would like interest rates to remain low so as to maintain the health of their 

loan portfolios. At low interest rates, borrowers can continue to make payments on their loans 

and the loans can remain on the accounts of the bank as performing assets. If interest rates 

were to rise, though, many individuals and firms would be unable to make their payments on 

their mortgage and other debts and would default. This would threaten the health of the banks 

as then the loans become non-performing assets, which cannot be counted as bank assets. 

More directly, if the banks borrowed money to lend to others, and if these other people cannot 

pay the money back, then the banks are going to have to accept losses. 

 

3.  If interest rates remain low for a long period of time, inflation could become a problem as with 

lower interest rates, speculators might be tempted to speculate in commodity markets which 

would push up the price of food and energy. Generally investors shun commodities as they 

don’t yield a dividend or interest payment, but in a zero interest rate environment, the 

opportunity cost of investing in commodities instead of in stocks or bonds is minimal – you are 

not giving up much in the way of interest payments to invest in commodities. 

 

4. Ultra-low rates nonetheless serve the policy objectives of full employment, equity and growth. If 

low rates can encourage businesses to invest in increasing capacity, they may hire additional 

workers. If low rates can keep over-indebted people in their homes, that is good for equity (and, 

as well, good for household wealth – if people who cannot make their mortgage payments are 

forced out of their homes, the sale of their homes will depress prices of other homes, reducing 

the household wealth of all). If people feel wealthy and are spending, the economy should grow.  

http://www.thestar.com/news/canada/politics/article/959689--cohn-ontario-s-debt-is-soaring-and-province-is-falling-behind
http://www.thestar.com/news/canada/politics/article/959689--cohn-ontario-s-debt-is-soaring-and-province-is-falling-behind
http://www.economist.com/blogs/freeexchange/2012/04/monetary-policy-0
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Lesson 57 The Policy Balance (a historical view) 

 

Teaching Ideas and Resources 

 

Again, the documentary “The Battle of Ideas” from the series “The Commanding Heights” gives a 

wonderful overview of the global economy in the post-war era.  

http://www.youtube.com/watch?v=yYKEA-ds8p0 

 

Two articles that give a good overview of the strengths and limitations of fiscal and monetary policy can 

be found here: 

http://www.economist.com/node/939990 

http://www.cnbc.com/id/44726588/Why_the_Fed_s_Zero_Interest_Rate_Policy_Isn_t_Working 

 

As well, the documentary “The League of Gentlemen” ends with a wonderful bit about how, while 

Britain was fiddling with fiscal and monetary policy, other European nations were improving education 

and infrastructure and encouraging investment, and so were able to overtake the UK economically. 

http://www.youtube.com/watch?v=BRu4SnBz7TY 

 

Exercise Answers 

 

1. The risk is that workers become complacent about improving their skills to ensure their 

employability. As a result, productivity and competitiveness can suffer. As well, a reliance on 

demand management tends to result in higher inflation. 

 

2. Initially it led to a fall in output as inefficient branch plant factories built to serve the relatively 

small Canadian market were closed down in favour of larger factories located in the US or in 

Mexico built to serve all of North America. The managed fall in the Canadian dollar, though, 

arrested the decline as it made Canadian made goods relatively cheap compared to goods made 

in the US or Mexico. 

 

3. a) The Singapore government should likely do nothing, apart from encouraging people to shop 

at less expensive stores or use less expensive cuts of meat in their cooking. The problem is 

unlikely to persist so a policy solution may be counterproductive. 

b) The Chinese government may want to engage in expansionary demand management policies 

in the short term, so they may want to increase government spending and reduce taxes in order 

to encourage domestic consumption to take up the output from export-oriented industries. In 

the long term they may want to undertake supply-side reforms to enhance competitiveness to 

improve their position in future downturns. 

c) In the short term the government should enact contractionary demand management policies 

(fiscal – cut spending, raise taxes; monetary – raise interest rates) to slow down the rate of 

growth. In the long term, supply side policies should be enacted to permit more and faster 

labour productivity increases. 

http://www.youtube.com/watch?v=yYKEA-ds8p0
http://www.economist.com/node/939990
http://www.cnbc.com/id/44726588/Why_the_Fed_s_Zero_Interest_Rate_Policy_Isn_t_Working
http://www.youtube.com/watch?v=BRu4SnBz7TY
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4. These governments are walking a tightrope – if they do what the bond markets want and cut 

spending and raise taxes, they risk falling back into recession in the short term. On the other 

hand, if they continue to accumulate debt, they risk harming growth prospects in the long term, 

as the debts accumulated today will need to be repaid tomorrow. Overall, though, as of the 

spring of 2012, the risk of falling back into recession seems the greater of the two perils. As 

such, I would recommend that governments continue to keep taxes low and spending high, at 

least in the short term. (Answers to this will and should vary) 

 

Questions for Review and Extension – Lessons 52 through 57 

 

1. Using figures from the CIA found here: 

(https://www.cia.gov/library/publications/the-world-factbook/rankorder/2172rank.html) 

 Canada – 32.1  USA -45.0 Japan – 37.6 Germany – 27.0 

 

 Canada has a more equal income distribution than Japan or the US, but a less equal income 

distribution than Germany. Differences in the breadth and depth of the welfare state in each 

country likely account for the differences. 

 

2. If wages rise faster than productivity growth, a country will, ceteris paribus, lose some of its 

international competitiveness. If wages rise more slowly, the opposite should occur. 

 

3. Many students will likely come up with figures of close to 50% of household income. I would not 

ask students to share their income numbers, but I would ask them to share their final % of 

household income that is taxed. 

 

4. No, not necessarily. Governments do not take your tax dollars and bury them in an abandoned 

mineshaft. Instead, they spend tax revenues on various programs that are intended to improve 

our welfare and productivity. So, insofar as governments take our money and spend it wisely on 

things like health care, education, infrastructure and other forms of investment, high taxes may 

result in faster economic growth, not slower. However, if governments waste tax revenues 

building pointless white elephant projects or indulging in corruption, then higher taxes would 

result in slower growth. 

 

5. If the economy were slipping into recession, the Bank of Canada would be more likely to buy 

government bonds from the chartered banks, as in order to do so they would have to transfer 

cash into the chartered banks’ accounts held by the Bank of Canada. So, rather than the Bank of 

Canada holding, say, $100 of government bonds and $100 of cash in TD-Canada Trust’s account, 

it now holds $80 of bonds and $120 of cash.  This infusion of cash into TD-Canada Trust’s 

account could then be lent by the bank to businesses and households, which should serve to 

encourage spending and investment.  

 

 

https://www.cia.gov/library/publications/the-world-factbook/rankorder/2172rank.html
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Lesson 58 Canada and the Global Economy 

 

Teaching Ideas and Resources 

 

The figures for Canada’s trading partners and major exports and imports were taken from “The 

Economist” magazine’s “Pocket World in Figures” which can be ordered here: 

http://www.amazon.ca/Pocket-World-Figures-2012-Economist/dp/1846684730 

Similar figures are also available from Statistics Canada at this website: 

http://www.statcan.gc.ca/daily-quotidien/110407/dq110407b-eng.htm 

 

There is increasing concern that Canada’s exports are increasingly composed of raw materials and 

commodities, in particular petroleum and metals. A good article looking at this, and the growing impact 

of oil wealth on the national government, can be found here: 

http://www2.macleans.ca/2012/03/23/oil-power/ 

While efforts to diversify trade away from the US and towards Asia are looked at in this article: 

http://www2.macleans.ca/2012/01/13/harpers-slow-boat-to-china-sets-sail/ 

 

Exercise Answers 

 

2. Before the Auto Pact, while most car parts were produced in the US, car manufacturers needed 

to operate a number of small and relatively inefficient assembly plants in Canada in order to 

avoid paying import tariffs on finished cars entering Canada. In the wake of the Auto Pact, on 

the other hand, it was possible for automobile manufacturers to reduce the overall number of 

both parts and assembly plants as they now could operate plants designed to serve the entire 

North American market. Overall, some plants were closed while others were made bigger. The 

result was a more efficient industry. 

 

3. The exemption for cultural industries was meant to protect English-speaking Canadian culture 

from American culture. The fact that Anglophone Canadians and most Americans share a 

common language means that it would be very easy for Canadian writers, musicians and film-

makers to be overwhelmed by American cultural offerings. The exemption is likely not so 

important to the people of Quebec as Quebeckers use of the French language means that 

American cultural products will not readily find an audience there. 

 

4. It is likely that shifting immigration patterns will have an impact on Canada’s trading profile. 

Recent immigrants from Asia, Africa and Latin America are well positioned to develop trade links 

with their former homelands, bringing both Canadian goods abroad and foreign goods into 

Canada. 

 

5. The steps are – government to government consultation, meetings with the NAFTA Free Trade 

Commission, and lastly, submission to an arbitration panel. See: 

 http://www.nafta-sec-alena.org/en/view.aspx?x=226 

http://www.amazon.ca/Pocket-World-Figures-2012-Economist/dp/1846684730
http://www.statcan.gc.ca/daily-quotidien/110407/dq110407b-eng.htm
http://www2.macleans.ca/2012/03/23/oil-power/
http://www2.macleans.ca/2012/01/13/harpers-slow-boat-to-china-sets-sail/
http://www.nafta-sec-alena.org/en/view.aspx?x=226
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Lesson 59 International Trade Theory – Absolute and Comparative Advantage 

 

Teaching Ideas and Resources 

 

A wonderful article explaining absolute and comparative advantage can be found here: 

http://www.economist.com/node/105723 

 

The logic of comparative advantage is something that is actually quite simple, once you make students 

realize that, as everyone has to work in this world, what matters is not how well or how poorly your 

firms stack up against firms in the same industry in other countries, but how well or how poorly they 

stack up against firms in other industries in your own country. Fundamentally, autoworkers in Windsor 

are competing against grain farmers in Saskatchewan and miners in Timmins, not against other 

autoworkers in the US and Japan. If, for instance, Canadian autoworkers suddenly became much more 

productive then the opportunity cost of increasing the production of other goods would rise. This would 

tend to encourage the automotive sector to grow (and export) relative to other sectors of the economy. 

 

Exercise Answers 

 

2. a) The PPC for Taiwan should be inside the PPC for Japan 

 

 b)  Opportunity cost for:  Japan    Taiwan 

 

  Rice (1 tonne)   10 computers   13.33  

 

  Computers (ea.)  100 kg of rice (1/10 tonne) 75 kg 

 

 c) Japan has an absolute advantage in the production of both goods 

 

d) Japan has a comparative advantage in the production of rice, while Taiwan has a comparative 

advantage in the production of computers. 

 

e)    Japan  Taiwan  Total 

Rice  50  30  80 

  

Computers 500  400  900 

 

f) I need to produce 80t of rice. I will devote 4/5 of Japan’s economy to rice production to do 

this, which leaves 1/5 of its capacity for computers as well as the entire Taiwanese economy. 

That will result in 200 computers being produced in Japan and 800 computers being produced in 

Taiwan, giving a total of 1000 computers. So, simply by specializing and trading, the two nations 

are able to produce 100 extra computers. 

 

http://www.economist.com/node/105723
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Lesson 60 Arguments for Free Trade and Protectionism 

 

Teaching Ideas and Resources 

 

Some examples of recent trade disputes involving some of the arguments given in the lesson are below. 

The first article is about a US tariff imposed on imports of Chinese-made tires in response to alleged 

dumping. 

http://www.bloomberg.com/news/2010-12-13/wto-rejects-chinese-complaint-against-u-s-s-anti-

dumping-tariffs-on-tires.html 

 

The second article is about the protracted legal fight between Airbus and Boeing over the subsidies each 

gets from their respective governments.  

http://www.msnbc.msn.com/id/46687686/ns/business-us_business/t/wto-appeal-faults-boeing-

subsidies-sources-say/ 

 

Exercise Answers 

  

2. a) Geography – much of Canada is covered in boreal forest 

b) History and Geography – the US is a large country that needed to develop air transport. 

European countries, not being so big, and having already developed dense rail networks, did not 

need to develop aviation transportation technology with the same urgency. 

 

3.  They were motivated to form a free trade area so as to develop close links to one another in 

order to avoid a fourth war between the two nations (the first three being in 1870, 1914 and 

1939). The belief was that with closer economic ties, war would be made impossible. 

 

4. Ghana might do so to encourage the development of a domestic chocolate industry based upon 

domestically grown cocoa and thereby move up the value chain from primary to secondary 

production and perhaps even tertiary industrial activity (marketing, logistics etc.). 

 

5. Why would a country’s producers want to sell a product to another country’s consumers for less 

than the costs of production? It doesn’t make much sense. However, it is a commonly used 

justification for protectionism as it is one of the only allowable justifications for protectionism 

under international trade law. 

 

6. a) Benefit to workers – 1000 jobs * $20000 = 20 million dollars 

Cost to consumers - 2 million households * $50 = $100 million dollars 

 

b) The government nonetheless imposed the tariff as the workers were concentrated and 

motivated to act to apply pressure on the government while the consumers were dispersed and 

not likely to feel the impact of the tariffs very directly, and so were not as well motivated to act 

to pressure the government to maintain free trade. 

http://www.bloomberg.com/news/2010-12-13/wto-rejects-chinese-complaint-against-u-s-s-anti-dumping-tariffs-on-tires.html
http://www.bloomberg.com/news/2010-12-13/wto-rejects-chinese-complaint-against-u-s-s-anti-dumping-tariffs-on-tires.html
http://www.msnbc.msn.com/id/46687686/ns/business-us_business/t/wto-appeal-faults-boeing-subsidies-sources-say/
http://www.msnbc.msn.com/id/46687686/ns/business-us_business/t/wto-appeal-faults-boeing-subsidies-sources-say/
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Lesson 61 Methods of Protectionism 1 - Tariffs 

 

Teaching Ideas and Resources 

 

Tariffs are a simple idea to explain and graph. However, in Canada today very few imported goods are 

subject to tariffs. Those goods that are subject to tariffs generally only are assessed a tariff of a few 

percent. On average, goods entering Canada pay a tariff of just 1% (according to the Heritage 

Foundation’s 2012 Index of Economic Freedom (http://www.heritage.org/index/explore?view=by-

variables ), making Canada one of the freest trading countries in the world. 

 

Exercise Answers 

 

1.  Label the diagrams correctly. Tariffs do not simply transfer consumer surplus to domestic firms 

and the government. A little bit of consumer surplus is simply lost. Looking at the diagram: 

                 Price 

           Domestic Supply 

 

      Deadweight Loss 
 

         P2      World Supply after Tariff (WS2) 

               Tariff $          Tariff 

         P1      Initial World Supply (WS1) 

              Domestic Demand 

 

           Q1        Q2            Q3           Q4       Quantity 

While under free trade, consumer surplus was the entire triangle above WS1 and below 

Domestic Demand, after the tariff is introduced, consumer surplus is reduced to the triangle 

above WS2 and below Domestic Demand. While domestic producers claim the revenue defined 

by the rectangle between P1 and P2 to the left of Q2 and governments claim the tax revenue 

betweenQ2 and Q1 marked “Tariff $” the triangle to the right of the tariff revenue is not 

transferred to either domestic firms or the government, and so constitutes a deadweight loss. 

 

2. a) 500 units at $8 per unit 

 b) $4000 – yes it would be the same. 

 c) Under free trade – 800 units at $5 per unit 

 d) Domestic share – 200, imports – 600 

 Domestic income ($1000) + Income of foreign producers ($3000) = consumer spending ($4000) 

 e)  i) 600 units at $7 per unit 

ii) 400 units. Their total revenue would be 400*$7 = $2800 

iii) 200 units. Their total revenue would be 200 * $5 = $1000 

iv) The government would collect $2 * 200, so $400 

v) Consumers spend 600 * $7 = $4200 

http://www.heritage.org/index/explore?view=by-variables
http://www.heritage.org/index/explore?view=by-variables
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Lesson 62 Methods of Protectionism 2 – Subsidies and Quotas 

 

Teaching Ideas and Resources 

 

The best example of import quotas backfiring is the American imposition of “Voluntary Export 

Restraints” on Japanese  automakers in the early 1980s. As Japanese cars were now not as plentiful as 

before they commanded relatively high prices. Further, as import quantities were limited (but not 

import value) Japanese automakers had an incentive to begin producing higher-end luxury cars such as 

Lexus. At the end of the day, limits on Japanese car imports gave Japanese automakers the profits and 

the incentive to develop entirely new lines of automobiles. 

 

Drawing quota diagrams can seem tricky for students. The best way for them to think about the diagram 

is to think of supply being broken up into three components. Domestic consumers will buy first from 

domestic firms able to compete at the world price, second from foreign producers at the world price, 

and last from domestic producers above the world price. Such producers are only sought as a last resort. 

 

Exercise Answers 

2. a) $25000, 35000 cars 

 b)  i) draw a horizontal line at $15000 

  ii) $15000, 55000 cars 

  iii) 15000 are made in Canada, 40000 are imports 

 c)  i) tariff of $5000/vehicle 

  $20000, 45000 cars 

  Domestic share – 25000, imports – 20000 

  Treasury collects (20000 * $5000) $100 million 

  ii) subsidy of $5000 

  $15000, 55000 cars 

  Domestic share – 25000 cars, imports – 30000 

  Treasury spends $125 million (25000 * $5000) 

  iii) quota of 20000 

  $20000, 45000 cars 

  Domestic share – 25000, imports – 20000 

  Treasury neither spends nor receives anything 

 

Generally, from an efficiency standpoint, the subsidy is seen as the best outcome, as does not 

affect car prices and so leads to a more efficient allocation of resources. Consumers continue to 

get lower priced cars and workers can (mostly) keep their jobs. However, the subsidy will have 

to be paid with taxes. Clearly the worst option is the quota, as it raises the price of cars for 

consumers and delivers a bonus to the foreign car companies. As the price is now $20000, and 

as there is no tariff being collected, the foreign producers can keep an extra $5000 per car. At 

least with a tariff, that money is flowing to the government which may use it in ways to benefit 

the country. 
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Lesson 63 Arguments against Free Trade and Protectionism 

 

Teaching Ideas and Resources 

 

A very good article questioning free trade can be found here: 

http://www.prospectmagazine.co.uk/2007/07/protectingtheglobalpoor/ 

 

While an equally good article propounding the benefits of free trade (aka questioning protectionism) 

can be found here: 

http://www.project-syndicate.org/commentary/free-trade--free-labor--free-growth 

 

Evidence of ‘tit for tat’ trade restrictions are never hard to find, but an article about French election year 

posturing in favour of a ‘buy European’ policy can be found here: 

http://www.reuters.com/article/2012/04/11/us-france-globalisation-idUSBRE83A18K20120411 

 

Exercise Answers 

 

1.  It is unlikely that they would ever entirely specialize as the opportunity costs of doing so would 

become increasingly high. As they move towards either axis, the amount of one good they 

would have to give up to get one more of the other good would become prohibitive. 

 

2. Once the trade grouping collapsed, it was hard for Cuba to find other buyers of sugar or for 

Estonia to find other buyers of thermostats. It is never good to depend too much on the 

production and trade of a particular good or service. It is always better to develop different 

industries to both give you domestic security and additional export opportunities if possible. 

 The 2011 earthquake/tsunami/nuclear plant disaster in Japan resulted in a shortage of some 

crucial parts in global automotive and electronic supply chains, as explained in this article: 

 http://www.informationweek.com/news/hardware/processors/229300838 

 

3. Good examples are sugar producers in the USA and Europe, or rice farmers in Japan. Softwood 

lumber in the US is another good example, but there are many others. A good article about the 

American sugar industry’s influence on politics can be found here: 

 http://www.startribune.com/politics/statelocal/138264909.html 

 

4. Generally China and either the US or the EU have ongoing disputes. 

 

Questions for Review and Extension – Lessons 58 through 63 

 

1. a) This article from the National Post (http://news.nationalpost.com/2011/11/13/canada-wants-

to-join-u-s-and-asia-pacific-region-free-trade-deal-harper/) talks about the Canada wishing to 

join the TPP. As of November 2011, members of the TPP included Australia, Brunei Darussalam, 

Chile, Malaysia, New Zealand, Peru, Singapore, Vietnam and the United States. 

http://www.prospectmagazine.co.uk/2007/07/protectingtheglobalpoor/
http://www.project-syndicate.org/commentary/free-trade--free-labor--free-growth
http://www.reuters.com/article/2012/04/11/us-france-globalisation-idUSBRE83A18K20120411
http://www.informationweek.com/news/hardware/processors/229300838
http://www.startribune.com/politics/statelocal/138264909.html
http://news.nationalpost.com/2011/11/13/canada-wants-to-join-u-s-and-asia-pacific-region-free-trade-deal-harper/
http://news.nationalpost.com/2011/11/13/canada-wants-to-join-u-s-and-asia-pacific-region-free-trade-deal-harper/
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 b) From the office of the US Trade Representative (http://www.ustr.gov/tpp) comes this 

summary: 

 “Trans-Pacific Partnership (TPP) agreement that will enhance trade and investment among the 

TPP partner countries, promote innovation, economic growth and development, and support 

the creation and retention of jobs.” 

 

 c) By becoming involved in the TPP, Canada would continue to diversity its trading relationships 

and become less dependent on the US market, as well as develop better trade links with some 

of the fast-growing economies of Asia. 

 

2. a) If Canadian agricultural productivity improved, then it would take fewer workers and less 

equipment to produce the same quantity of, say, wheat. If that was the case, ceteris paribus, 

then the opportunity cost of a Canadian-made car would rise in terms of Canadian-grown 

wheat. This is because to get an additional worker into a car factory, a greater amount of wheat 

would be given up than before as that worker’s agricultural productivity had been increased. 

Thus, the effect on the Canadian automobile industry of an increase in Canadian agricultural 

productivity would likely be to shrink it, as workers could be more productively employed in the 

agricultural sector, at least at the margin. 

 

 b) In order to maintain their competitive advantage vis a vis farmers and their claim on Canadian 

productive resources, automakers would similarly have to increase their productivity. 

 

3. a) The jobs that are retained in protected industries are done at a relatively high cost. 

Fundamentally, protectionism encourages poor resource allocation and inefficiency. Were the 

resources used by protected industries redirected to other industries, it is likely that overall 

output and employment would be greater. 

 

 b) The people working now in declining industries have a clear interest in protecting their 

existing positions. The people who will gain jobs in the industries that will grow in the future 

under free trade do not even know who they are. Thus, there is always a political bias in favour 

of protectionism as the potential losers from free trade know who they are while the winners do 

not. Further, even after free trade is put into place, it is rare for the winners to ascribe their 

improved employment prospects to free trade, while the losers are very likely to ascribe their 

reduced employment prospects to free trade. 

 

4. Subsidies are considered less harmful to efficiency as they do not change prices, and so do not 

interfere with efficient resource allocation. However, quotas are politically popular as they are 

not seen by voters as being a tax grab (a tariff) or a gift to big business (a subsidy). Basically, 

quotas let governments engage in protectionism without opening themselves up to criticism 

that they are taking more money out of people’s pockets or shovelling money into the coffers of 

their corporate friends. 

 

http://www.ustr.gov/tpp
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Lesson 64 The Balance of Payments   

 

Teaching Ideas and Resources 

 

This lesson is fairly crucial, as it explains much of the current Euro-zone crisis. The fundamental problem 

of the Euro-zone is that some members (notably Germany) have consistent balance of payments 

surpluses while other members (notably Greece) have consistent balance of payments deficits. 

Underlying these imbalances are big differences in international competitiveness. While in the past, the 

Greeks could correct a trade imbalance caused by a lack of international competitiveness by devaluing 

the drachma (which made Greek-made goods cheaper for foreign buyers, and thus more attractive to 

them at the same time as foreign-made goods became expensive and therefore less attractive to Greek 

buyers), now that Greece and Germany are using the same currency, that option is no longer available. 

Thus, Greece needs to improve its competitiveness without devaluation, ie through wage cuts and other 

austerity measures. While devaluation makes a country’s population poorer relative to neighbouring 

countries, it is relatively subtle compared to austerity (or what is also called ‘internal devaluation’). The 

analogy I use is that while devaluation is like getting pick-pocketed, internal devaluation (with its pay 

cuts, cuts to government services, cuts to government benefits etc.) is like getting beaten up and then 

robbed. Both leave you poorer, but the second is much more painful. 

 

Exercise Answers 

 

2. a) visible import 

 b) invisible export 

 c) invisible export  

 d) invisible import 

 e) invisible import 

 f) visible export 

 g) capital outflow 

h) invisible import  

In all of the cases above, the flow of the good or service in an import/export situation is the 

opposite of the flow of money. So, if we sent money abroad, that money was related to an 

import, while if we received money from abroad, that money is related to an export. For 

instance, for ‘c’ as the dividends were coming into Canada, the transaction must be an export. It 

is an invisible export as nothing tangible was sent abroad in return. What was being paid for was 

the continued use of the Pension Fund’s money by the foreign companies it had invested in. 

 

3. Balance of visible trade: +50 – 46 = +4 billion 

 Balance of invisible trade: +7 – 12 + 6 – 7 = -6 billion 

 Current account balance: +4 – 6 = -2 billion 

 Capital account balance:  +10 – 9 = +1 billion 

Overall balance of payments: -2 + 1 = -1   

Under a floating exchange rate system, we should expect a slight depreciation in the currency. 
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Lesson 65 Exchange Rates 1 – Freely Floating Exchange Rates 

 

Teaching Ideas and Resources 

 

It may be helpful to actually have students write down chains of events such as: 

 

“I want to buy French wine. To buy French wine I need to use Euros. To buy the Euros I need I need to 

sell Canadian dollars.”  

 

to help them understand  how the supply of a country’s currency on foreign exchange markets depends 

upon that country’s appetite for imports while the demand for a country’s currency on foreign exchange 

markets depends upon other countries’ appetite for that country’s exports. 

 

The debate about whether growing demand for Canadian resource exports is leading to de-

industrialization is explored in this article: 

http://opinion.financialpost.com/2011/04/16/canadas-case-of-dutch-disease/ 

 

Exercise Answers 

 

2. a) The pensioner would likely be better off as his Canadian dollars will now buy more goods and 

services in the US (ie his Canadian dollar pension will go further) 

b) The car parts manufacturer will likely be worse off as his American customers may not want 

or be able to pay higher prices (in USD terms) for his Canadian-made parts. He may therefore 

either lose customers or be forced to keep his prices the same in USD terms, which would mean 

he would be receiving less in terms of CAD. 

c) Likely better off as now the US-made switching equipment will cost less in terms of CAD 

d) Likely worse off as, everything else being equal, the miner’s costs are in CAD while his output 

is priced in USD, which is falling in value relative to the CAD. 

e) Likely worse off as people wanting to see Niagara Falls may prefer to see it from the US side 

as prices there may be cheaper as the USD has fallen in value 

 

3. a) Foreigners buy pounds on the foreign exchange markets to place in British banks. This will 

shift the demand for pounds in the forex markets out to the right, resulting in an appreciation of 

the pound. 

b) British people will begin to buy more imports. To do so, they need to buy foreign currencies, 

and to do this they need to sell pounds on the forex markets. This will shift the supply of pounds 

in the foreign exchange markets out to the right, resulting in a depreciation of the pound. 

c) This will increase the demand for pounds on the foreign exchange market, and should either 

arrest the pound’s depreciation or perhaps even lead to an appreciation of the pound. 

d) The British investors will have to buy UAE dirhams in order to purchase the property 

company. To purchase these dirhams, they will need to sell pounds. Thus, the supply of pounds 

on the forex markets will increase (shift to the right), resulting in a depreciation of the pound. 

http://opinion.financialpost.com/2011/04/16/canadas-case-of-dutch-disease/
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Lesson 66 Determining and Using Exchange Rates 

 

Teaching Ideas and Resources 

 

It is good to see if students have any experiences with exchange rates (especially large ones where one 

Canadian dollar is equal to hundreds or even thousands of a foreign currency unit) so they can tell their 

stories. Personally, travelling to countries like Indonesia or Vietnam is an adventure in mathematics as 

thousands or tens of thousands of rupiah or dong are equal to one dollar, and so it is easy to get things 

off by a factor of ten. 

 

One thing that is important is that currency exchange rates should always state the two currencies 

involved clearly in order to avoid or at least minimize confusion. For instance, when looking at the 

USD/CAD exchange rate, you need to say “the US dollar is worth 1 dollar and 6 cents Canadian.”  Simply 

stating that the USD/CAD exchange rate is 1.06 is potentially confusing and so should be avoided. 

 

Exercise Answers 

 

2. Pound/Euro = 1/1.5 

 a) 1/1.5 = x/5; x = 3.33 pounds 

 b) 1/1.5 = x/120; x = 80 pounds 

 

3. a)  Price   25 30 35 40 45 

   

  Qd = 180 – 2P  130 120 110 100 90 

 

  Qd = 20 + 2P  70 80 90 100 110 

 

 b)  Be sure the diagrams are fully labelled and that the scales are sensible 

 

 c)  180 – 2P = 20 + 2P 

  160 = 4P 

  40 = P 

  So, the exchange rate of the USD is 1 USD = 40 Indian Rupees 

 

 d)  Remember to keep the USD point of view! 

Americans are finding Indian goods fashionable and so are buying more of them. To do 

so they need to buy rupees. To buy rupees they need to sell dollars. So, on the diagram, 

the supply of USD on forex markets would shift out to the right. As a consequence, the 

USD should, ceteris paribus, depreciate (ie a USD would not be worth as many rupees as 

before). 
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Lesson 67 Exchange Rates 2 – Fixed and Managed Exchange Rates 

 

Teaching Ideas and Resources 

 

The Euro, as a common currency, is an extreme example of a fixed-exchange rate regime. Background 

into why the Euro is currently experiencing difficulties can be found here: 

http://www.businessweek.com/magazine/content/05_23/b3936068_mz054.htm 

 

Currently very few countries have fixed exchange rates, notably Hong Kong, Vietnam and most of the 

states in the Persian Gulf. All of these countries fix their currencies to the US dollar. An interesting article 

about a recent devaluation of the Vietnamese dong can be found here: 

http://www.bloomberg.com/news/2011-02-11/vietnam-devalues-dong-by-a-record-7-seeking-to-curb-

deficit.html 

 

A great clip showing the failure of the Bank of England to defend the value of the pound at the value set 

by the European Exchange Rate Mechanism (ERM) in 1993 against currency traders led by George Soros 

can be found in episode 4 of the documentary series “The Mayfair Set” in the following clip: 

http://www.youtube.com/watch?v=7-ifGEdCvUQ&feature=relmfu 

 

Exercise Answers 

 

2. a) To send their money abroad to US banks, the Argentines would have to first sell their pesos in 

order to buy USD. So, from the point of view of the Argentine peso, the supply of pesos in the 

forex market has increased or moved to the right. This will mean that at the fixed exchange rate, 

there will be an excess supply of pesos. 

 

b) If the Argentine government chose to simply use their foreign exchange reserves to buy up 

the pesos that their citizens are dumping on the foreign exchange markets, the diagram could 

look one of two ways. One, you could keep it as it is, and just label the excess supply of pesos on 

the forex market as being bought up by the Argentine government. Alternatively, you could 

show the Argentine intervention as an increase in demand for pesos on the foreign exchange 

market , so pushing out the demand curve to the right so that it crosses the new supply curve 

from part ‘a’ at the fixed rate. 

 

If the Argentine government chose to raise interest rates, that could have one of two effects. It 

would either stop Argentines investing their money abroad, thus decreasing the demand of 

Argentines for dollars and therefore the supply of Argentine pesos on the foreign exchange 

market being sold to buy dollars (so supply would go back to its original position to the left) or 

the higher rates would attract foreign money to Argentine banks, in which case the demand for 

Argentine pesos on the foreign exchange market would shift to the right. In either case, higher 

interest rates should reduce or eliminate the excess supply of pesos on the foreign exchange 

market. 

http://www.businessweek.com/magazine/content/05_23/b3936068_mz054.htm
http://www.bloomberg.com/news/2011-02-11/vietnam-devalues-dong-by-a-record-7-seeking-to-curb-deficit.html
http://www.bloomberg.com/news/2011-02-11/vietnam-devalues-dong-by-a-record-7-seeking-to-curb-deficit.html
http://www.youtube.com/watch?v=7-ifGEdCvUQ&feature=relmfu
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Questions for Review and Extension – Lessons 64 through 67 

 

1. Supply of yen on forex markets will increase from S to S1 as Japanese consumers spend more, 

including more in imported goods, which requires them to sell yen in order to buy the foreign 

currencies they need to buy foreign goods. 

  

Price of dollars     Price of dollars 

        S         S 

 

            S1             S1 

      P1           P        Fixed Rate 

                   P2 

        D         D 

              Q              Q 

   Q1 Q2    Japanese C.B. buys excess supply of yen 

2. The demand for yen on forex markets will decrease as foreigners choose not to buy increasingly 

uncompetitive Japanese goods, and therefore do not need to buy yen to buy the good. 

Price of dollars     Price of dollars 

        S        S 

 

        

      P1           P         Fixed Rate 

      P2 

           D1      D           D1      D 

              Q              Q 

          Q2 Q1    Japanese C.B. buys excess supply of yen 

3. The demand for yen on forex markets will increase as foreigners need to buy yen in order to 

deposit yen in Japanese banks  

 Price of dollars     Price of dollars 

       S           S 

 

                  P2 

     P1               Fixed Rate 

        D1           D1 

       D          D 

             Q               Q 

               Q1 Q2    Japanese C.B. sells yen to satisfy excess demand 

4. The demand for yen on forex markets will fall as foreigners do not want to invest in Japan and so 

do also not need to buy yen with which to invest. 

 (diagrams look the same as # 2) 
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Lesson 68 Current Account Deficits and Surpluses 

 

Teaching Ideas and Resources 

 

An important and interesting example of a managed exchange rate regime comes from the People’s 

Republic of China. This managed exchange rate has led to a persistent current account surplus for many 

years, and repeated calls by the governments of its major trading partners (notably the US and the EU) 

to allow its currency, the yuan or renminbi, to appreciate. An article looking into American attempts to 

have China labelled a ‘currency manipulator’ in order to justify trade restrictions can be found here: 

http://www.huffingtonpost.com/2011/12/27/china-currency-manipulation_n_1171607.html 

 

Regarding the perpetual US current account deficit, while most articles decry it and hold that it needs to 

come down, the article below offers the interesting thesis that as the US dollar is the global reserve 

currency, persistent US current account deficits are necessary in order to increase the global money 

supply in order to support growing international trade. 

http://www.economist.com/node/1325394 

 

The Euro-zone crisis can be seen as one of current account deficits and surpluses as well. The perpetual 

deficits of countries like Greece are mirrored by the surpluses of countries like Germany. The use of a 

common currency will tend to make internationally competitive German goods attractive to others and 

uncompetitive Greek goods unattractive. In Canada, the analogy would be the existence of ‘have’ and 

‘have-not’ provinces, the difference being, of course, that our provinces are not nations but are subject 

to one set of federal regulatory and fiscal policies as well as a common monetary policy. 

http://www.theatlantic.com/international/archive/2012/02/how-germany-gamed-the-euro-and-

worsened-the-crisis/252754/ 

 

Exercise Answers 

 

2.  As food prices can be quite volatile, and can change rapidly in the short term, the appropriate 

policy response would likely be to simply intervene in the foreign exchange market to buy up 

surplus domestic currency using the central bank’s foreign currency reserves. As a longer term 

measure, perhaps supply side policies designed to foster food security and reduce dependence 

on imports would also be in order. 

 

3. Greece is unable to: 

i) Increase interest rates as interest rate setting for the entire Euro-zone is now done by the 

European Central Bank, 

ii) Adopt expenditure-switching policies, as the EU enjoys free trade between member states, or  

iii) Devalue the currency, as it no longer has its own currency as it has adopted the Euro 

Thus, the only medium to long term options which remain are to: 

i) Adopt expenditure-reducing policies (aka ‘austerity) or 

ii) Enact supply-side reforms 

http://www.huffingtonpost.com/2011/12/27/china-currency-manipulation_n_1171607.html
http://www.economist.com/node/1325394
http://www.theatlantic.com/international/archive/2012/02/how-germany-gamed-the-euro-and-worsened-the-crisis/252754/
http://www.theatlantic.com/international/archive/2012/02/how-germany-gamed-the-euro-and-worsened-the-crisis/252754/
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The Greek government has been reluctant to pursue such policies as they know they will be 

unpopular with the Greek people and with many special interests and are likely to result in riots 

and unrest. 

 

4. An increase in competitiveness should compress the J-curve horizontally (ie deficits will not last 

as long following a devaluation). An increase in competitiveness implies a greater price elasticity 

of supply, ie a greater responsiveness to changes in price on the part of producers. If producers 

are more responsive to prices, we should expect them to adapt more quickly to changes in price. 

This should result in the J curve getting shorter. The initial depth of the J curve may not be 

affected, but firms (and consumers) should change their behaviour more quickly if they are 

more competitive and sensitive to price changes, which should in turn eliminate current account 

deficits more quickly. 

 

Lesson 69 Global Imbalances and the Global Financial Crisis 

 

Teaching Ideas and Resources 

 

This article is a good one that looks at the rise of the Chinese renminbi as a global currency: 

http://www.project-syndicate.org/commentary/the-irresistible-rise-of-the-renminbi 

 

Exercise Answers 

 

1. If the yuan had been allowed to appreciate, China would not have been able to export so easily 

and the US would not have been able to buy Chinese goods as inexpensively, and so likely would 

have imported fewer Chinese goods. The US also would not have been able to sell its 

government bonds as easily, and so interest rates would have had to have been higher, which 

would have discouraged the ‘housing bubble’ of 2001-2007, the wreckage of which is behind the 

current global financial crisis. 

 

China can likely adapt to a higher yuan more easily than the US. If the yuan appreciates, while 

export markets will dry up, there is a vast pool of unmet needs and wants in China which 

Chinese firms should be able to cater to in order to fuel continued economic growth. 

However, the US has become quite used to inexpensive imports and low interest rates. Higher 

inflation (as import prices rise) and higher interest rates will lead to a reduction in the standard 

of living of many Americans. 

 

Basically, China and the US need to rebalance their consumption and production – for most of 

the past 10-15 years China has produced more than it has consumed while the US has consumed 

more than it has produced.  

 

The Chinese have, in response to American calls for them to revalue the yuan, quite legitimately 

been calling for the US to reduce their gigantic structural trade deficit.  

http://www.project-syndicate.org/commentary/the-irresistible-rise-of-the-renminbi
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Lesson 70 Economic Integration 1 – Globalization and the World Trade Organization 

 

Teaching Ideas and Resources 

 

Globalization is a wonderfully rich topic. A great documentary on globalization is “The Commanding 

Heights – The New Rules of the Game” which can be seen here: 

http://www.youtube.com/watch?v=KubaKsWmiNY 

 

Some excellent articles on various aspects of globalization can be found here: 

 

The forces driving globalization 

Technology (specifically, container ships) 

 http://www.ft.com/cms/s/0/8c05da96-d3f7-11da-b2f3-0000779e2340.html#axzz1syW3TgBw 

Finance (specifically excess liquidity) 

http://www.foreignpolicy.com/articles/2001/09/01/will_globalization_go_bankrupt 

 

The challenges of globalization and the myths surrounding globalization 

http://www.foreignpolicy.com/articles/2001/07/01/globalization_without_a_net 

http://www.foreignpolicy.com/articles/2001/09/01/think_again_the_globalization_backlash 

 

The ways in which globalization makes life easier for nimble international terrorists and criminals 

http://www.foreignpolicy.com/articles/2003/01/01/five_wars_of_globalization 

 

The challenges facing the WTO (especially in an environment marked by recession and consequent 

pressures to engage in protectionism to preserve domestic jobs) are looked at well here: 

http://www.foreignpolicy.com/articles/2010/01/04/rip_wto 

 

Exercise Answers 

 

2. Any sensible answer will do – Pokémon, Canto-pop, Nando’s chicken, Pad Thai noodles... 

 

3. The article “Five Wars of Globalization” referenced above is crucial to students taking on this 

question. To answer the question, though, the improvements in information and transportation 

technologies that have supported globalization have also made it much easier to smuggle goods 

and people (human trafficking). As well, the emergence of free trade trans-shipment zones such 

as Dubai and Singapore) has also meant that not just legitimate businesses face less regulation 

and oversight. Money laundering has been made much easier with the emergence of electronic 

wire transfers and now even money transfers using mobile phones or encryption systems such 

as Bitcoin. Intellectual property theft has been massively helped by digital technologies which 

have made it easy to copy books, music and films. Simultaneously, a more open trading system 

allows counterfeit goods to find their way onto markets without much interference, where firms 

and people pressured to cut costs in a competitive global environment are eager to buy them. 

http://www.youtube.com/watch?v=KubaKsWmiNY
http://www.ft.com/cms/s/0/8c05da96-d3f7-11da-b2f3-0000779e2340.html#axzz1syW3TgBw
http://www.foreignpolicy.com/articles/2001/09/01/will_globalization_go_bankrupt
http://www.foreignpolicy.com/articles/2001/07/01/globalization_without_a_net
http://www.foreignpolicy.com/articles/2001/09/01/think_again_the_globalization_backlash
http://www.foreignpolicy.com/articles/2003/01/01/five_wars_of_globalization
http://www.foreignpolicy.com/articles/2010/01/04/rip_wto
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Lesson 71 Economic Integration 2- Regionalization and Trading Blocs 

 

Teaching Ideas and Resources 

 

The world is increasingly defined by three major trading blocs – NAFTA, the EU and East Asia. A good 

article looking at these three blocs can be found here: 

http://bilder.buecher.de/zusatz/21/21002/21002077_vorw_1.pdf 

 

An article critical of bilateral deals in favour of multilateral trade negotiations can be found here: 

http://www.economist.com/node/12068114 

 

A good website that looks critically at regional and bilateral trade negotiations and agreements is: 

http://www.bilaterals.org/ 

 

Exercise Answers 

 

2. Participating in a regional or bilateral negotiation is much easier as there are fewer participants 

and so agreements can be ironed out much more rapidly. The WTO has been likened to a car 

with one accelerator and 190 brake pedals. 

 

3. Poorer developing countries do not have a lot to offer the global trading system. Thus, they are 

likely to be left out of most bilateral or regional agreements. Already, global trade is dominated 

by the industrialized and rapidly industrializing nations of the world. Without a framework that 

explicitly includes them, the world’s poorest nations will be left behind. 

 

4. If Canada had gone for a monetary union upon joining NAFTA, it is likely that Canadian 

businesses would not have been able to compete with more competitive and efficient American 

producers in many sectors of the economy. As a consequence, Canada would have faced de-

industrialization and high unemployment as well as a large trade deficit. 

 However, the ability of Canadian policymakers to conduct independent monetary policy helped 

avoid such a fate, and bought Canadian firms time in which to improve productivity and 

competitiveness. The fall in the dollar made Canadian goods cheaper for American and Mexican 

buyers and made imported American and Mexican goods relatively expensive for Canadian 

buyers, which helped Canadian businesses stay in business while they made changes to improve 

their long-run productivity and competitiveness. 

 

 

 

 

 

 

 

http://bilder.buecher.de/zusatz/21/21002/21002077_vorw_1.pdf
http://www.economist.com/node/12068114
http://www.bilaterals.org/
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Questions for Review and Extension – Lessons 68 through 71 

 

1. People are afraid of losing their distinct cultural identity. The Basques do not want to be simply 

Spaniards or Europeans or global citizens. They want to be Basques, yet also they want to take 

part in the opportunities of a global market and tap into the ideas and advances of a global 

civilization. 

 

2.  As of March, 2012, the WTO seemed entirely moribund, but this could change. 

 

3.  The current global financial crisis could well reverse globalization. If the nations of the world are 

entering an era of austerity, there will not be any excess liquidity with which to make loans to 

developing countries to build infrastructure and productive capacity. Thus, these nations will be 

unlikely to engage in additional trade which would mean that they would also be less likely to 

more fully participate in global financial, technological and cultural flows.  

Increases in the price of oil combined with a loss of liquidity could very well deal a double blow 

to globalization as often it is only cheap shipping costs that make out-sourcing viable. If shipping 

costs increase as a result of higher fuel prices, the tendency would also be to produce more 

goods close to market, which again would tend to reduce international trade (and finance). 

 

4. a) AD would move to the left as export competitiveness (and hence export receipts) fell (on the 

diagram – a movement from AD1 to AD2). The policy response would have been to increase 

government spending to push AD back out to AD3. 

        Price Level 

            AS 

 

 

 

           AD2    AD1/AD3 

      Real Output 

 

b) From the point of view of the Euro, if international investors sold their Euro denominated 

bonds, and then sold the Euros they got from the sale of their bonds on the foreign exchange 

markets in order to bring their money back home, the supply of Euros on the forex markets 

would increase, and the exchange value of the Euro relative to other currencies (such as the US 

dollar) would fall from P1 to P2. 

           Value of Euro ($) 

                  Supply of Euros on forex market (S1) 

                  S2 

          P1 

          P2     Demand for Euros on forex market (D) 

 

              Quantity 
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Lesson 72 The Global Financial Crisis of 2008-2011 – Part One – Essentials and Prologue 

 

Teaching Ideas and Resources 

 

There are some very good articles and video clips available to bring this lesson to life. First, it might be 

good to understand the Bretton Woods plan to set fixed currency exchange rates relative to the USD: 

http://www.thesundaily.my/news/343541 

 

A good book review of “Exorbitant Privilege: The Rise and Fall of the Dollar and the Future of the 

International Monetary System” by Barry Eichengreen, which looks at the role of the dollar as a 

reserve currency and questions whether it will retain this role going into the future is here: 

http://www.economist.com/node/17956749 

 

The following clip shows Nixon’s press conference in which he suspends the right of foreign 

governments to convert US dollars into gold, as set out in the original Bretton Woods system that made 

the US dollar the global reserve currency. 

http://www.youtube.com/watch?v=iRzr1QU6K1o 

 

Lastly, “The Commanding Heights” episode “The Battle of Ideas” does a good job of explaining Bretton 

Woods as well as the decision to raise interest rates to over 20% in order to combat inflation in the late 

1970s: 

http://www.youtube.com/watch?v=yYKEA-ds8p0 

 

The book “The Lords of Finance” by Liaquat Ahamed about the central bankers of the USA, Great Britain, 

France and Germany in the period after World War I is a good read as well with quite a lot of 

applicability to the current global situation. The situation facing the world economy after WWI was an 

excess of debt which the US, the dominant creditor nation, was unwilling to forgive to the degree 

necessary to accommodate European economic recovery. So as not to draw savings away from Europe, 

the US found it necessary to keep interest rates low throughout the 1920s. This had the unintended 

consequence of stimulating a speculative boom in the US stock market which, when it turned to bust, 

eliminated a great deal of wealth on both sides of the Atlantic. Subsequent bank failures in both Europe 

and American continued to destroy liquidity and led to the general deflation of the Great Depression. 

The review of the book from “The Economist” can be found here: 

http://www.economist.com/node/12884939 

 

Probably the most important thinker to go to in order to understand the financial crisis is Hyman 

Minsky. His basic thesis is that stability itself is destabilizing. Looking at conditions since WWII, Minsky 

predicted that if economic conditions remained stable (and in particular, if interest rates stayed low) 

that the financial sector would become increasingly confident and would seek to enjoy greater returns 

by taking on additional debt (ie increasing leverage), seeking out riskier investments, and by developing 

new financial products. For some time, economic stability (and the institutional power of national 

http://www.thesundaily.my/news/343541
http://www.economist.com/node/17956749
http://www.youtube.com/watch?v=iRzr1QU6K1o
http://www.youtube.com/watch?v=yYKEA-ds8p0
http://www.economist.com/node/12884939


99 
 

governments and central banks) would allow such imbalances to grow and additional risks to be taken 

without adverse consequences being suffered.  

 

However, at some point, accumulated debts would grow so large that it would become clear that they 

would be unlikely to be paid. This “Minsky moment” would lead to a frantic deleveraging of debt as 

people sought the safety of cash. This was precisely what occurred in the run-up to the Lehman Brothers 

meltdown in 2008 – all of a sudden, investors realized that the debts/assets that they carried on their 

balance sheets were not as valuable as they had thought they were. As they rushed to dump them for 

the safety of cash, the entire financial system came to a shuddering halt and was saved only by the 

promises of central banks to provide unlimited liquidity at essentially zero percent interest. 

 

To sum up, when things are stable for a long period of time, institutions and individuals become 

complacent and somewhat careless. If, when crises do occur, governments and central banks act to 

preserve stability they will, by so doing, encourage even greater carelessness. Eventually, though, as the 

imbalances and crises get larger and more frequent they cannot be easily contained and the entire 

financial system is swept away. Put another way, periodic shocks (and in particular interest rate shocks) 

can serve to keep the financial industry prudent, thereby improving long-run economic stability. 

 

A clear explanation of Minsky’s basic thesis can be seen here: 

http://www.youtube.com/watch?v=gRE-IDYfi8Y 

If you would prefer to read a short treatment of Minsky’s thesis, this piece from the New Yorker, 

presciently published before even the collapse of Bear Stearns, is quite good: 

http://www.newyorker.com/talk/comment/2008/02/04/080204taco_talk_cassidy 

 

Exercise Answers 

 

1. a) Volcker’s interest rate increases moved aggregate demand sharply to the left. The rate 

increases resulted in a sharp drop in borrowing and spending and a modest increase in savings, 

all of which reduced real output and increased unemployment. However, the price level did 

begin to rise less rapidly, so the interest rate increases did reduce inflation. 

The interest rate increases attracted foreign investment in dollars (in order to earn the high 

interest). This moved the demand for US dollars on foreign exchange markets out to the right, 

which increased the value of the US dollar compared to other currencies. 

b) Reagan’s tax cuts and spending increases moved aggregate demand to the right, reducing 

unemployment and supporting real output 

c) Reagan’s supply-side deregulatory policies moved aggregate supply to the right, increasing 

real output while also keeping a lid on the price level.  

 

2. To restore confidence when competitive markets expose a pricing lie, governments and other 

institutional actors in the economy will be tempted to manipulate markets even more in order 

to give the appearance that nothing is out of order. In extreme cases, certain activities (such as 

the short-selling of government bonds) are made illegal in order to keep up appearances. 

http://www.youtube.com/watch?v=gRE-IDYfi8Y
http://www.newyorker.com/talk/comment/2008/02/04/080204taco_talk_cassidy
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Lesson 73 The Global Financial Crisis of 2008-2011 – Part Two – The Years of Confidence 

 

Teaching Ideas and Resources 

 

The episode “The New Rules of the Game” from the documentary series “The Commanding Heights” 

does a good job explaining the various international financial crises of the 1990s (the Peso crisis of 1994 

and the Asian Financial Crisis of 1997) and the problem of moral hazard that those bailouts presented to 

officials in the US government and the IMF. 

http://www.youtube.com/watch?v=KubaKsWmiNY 

 

A review of a book the thesis of which is that the lessons of the Savings and Loans scandal of the late 

1980s and early 1990s were not learned, leading to the current financial crisis, can be found here: 

http://www.youtube.com/watch?v=KubaKsWmiNY 

 

This last article, written at the height of the recent financial crisis in 2008, offers a good look at the 

problem of moral hazard: 

http://online.wsj.com/article/SB122290454416296295.html 

 

Exercise Answers 

 

2. As inflation fell, savers would be willing to save more money than before as savings were no 

longer losing purchasing power at such an aggressive rate. This increase in the supply of savings 

would result in a reduction in interest rates.  Put another way, savers did not have to be 

compensated so much for the loss of purchasing power resulting from inflation. 

 

3. a) $32 - $30 (borrowed) = $2 

 b) $1 of that is profit. The other dollar was the bank’s own initial capital. 

 c) That one dollar of profit is equal to 100% of the banks initial investment. The bank invested $1 

of its own money and got back $2, doubling its money. 

 d) If the share price had gone to $30, the bank’s capital would have been wiped out, as after 

paying back the $30 that had been borrowed there would have been nothing left. 

 

4. a) If I have a contract that gives me the right to buy gold at $1600 per ounce when the market 

price for gold is $1650 per ounce, that contract is worth $50. 

 b) As I bought the contract for $10, assuming no interest, I made $40 on the contract. This is 4 

times my initial investment, meaning that I made 400% profit on my initial investment. 

 c) If the price of gold had been below $1600 on the option expiry date it would have been worth 

nothing. Who would want a contract giving one the right to buy gold at $1600 when you can go 

out and buy it in the market for, say, $1550 an ounce? 

 d) If I had used only $1 of my own money and had borrowed $9 to buy the $10 contract, my 

profits of $40 on the contract would be 40 times my initial investment. This would mean that I 

would have earned a profit of 4000%. 

http://www.youtube.com/watch?v=KubaKsWmiNY
http://www.youtube.com/watch?v=KubaKsWmiNY
http://online.wsj.com/article/SB122290454416296295.html
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Lesson 74 The Global Financial Crisis of 2008-2011 – Part Three – Enter Fraud 

 

Teaching Ideas and Resources  

 

There are a number of good documentaries looking at the financial frauds perpetrated over the past 20 

years. Two that stand out are “The Smartest Guys in the Room” which looks at the Enron story and 

“Inside Job” about corruption in the financial industry leading up to the 2008 crisis and beyond. While 

“Inside Job” is not readily available online, “The Smartest Guys in the Room” can be found here: 

http://www.youtube.com/watch?v=_xIO731MAO4 

 

A very good little video outlining the securitization process that led to the sub-prime mortgage collapse 

can be found here (However, as it does employ the ‘F’ word a couple of times, use with discretion): 

http://www.youtube.com/watch?v=q8hjUei-Nwo&feature=related 

 

Matt Taibbi’s most-quoted article about Goldman Sachs (the “Vampire Squid” article) can be found at: 

http://www.rollingstone.com/politics/news/the-great-american-bubble-machine-20100405 

while a blog post about the MF Global collapse can be found at: 

http://www.rollingstone.com/politics/blogs/taibblog/jon-corzine-is-the-original-george-zimmerman-

20120424 

 

A more detailed article about the MF Global scandal written by a commodities broker can be found at: 

http://www.zerohedge.com/news/entire-system-has-been-utterly-destroyed-mf-global-collapse-

presenting-first-mf-global-casualty 

 

Exercise Answers 

 

2. Round   NP  PR  OP  PD 

 1   3  3000  0  0 

2   9  9000  3  1500 

3   27  27000  12  6000 

4   81  81000  39  19500 

End     120000    27000 

b) My ‘take’ on the scheme was $93000. 

c) The first three guys in the scheme got $1500 for their $1000 investment. The next nine got  

their money back. The 27 guys next in order lost $500 each while the last 81 lost $1000 each. 

 

3. In each of the cases described, experts whose duty it was to investigate and evaluate the reality 

of complicated financial affairs failed to do so.  The relevant firms and agencies may have failed 

to do their duty due to either incompetence or corruption (ie the accounting firms wanted 

consulting contracts, while regulators wanted jobs in banking after they finished public service).  

The market failure that is indicated is asymmetric information – insiders knew more than 

outsiders, and used that knowledge to cheat them. Trust broken, people stopped taking part. 

http://www.youtube.com/watch?v=_xIO731MAO4
http://www.youtube.com/watch?v=q8hjUei-Nwo&feature=related
http://www.rollingstone.com/politics/news/the-great-american-bubble-machine-20100405
http://www.rollingstone.com/politics/blogs/taibblog/jon-corzine-is-the-original-george-zimmerman-20120424
http://www.rollingstone.com/politics/blogs/taibblog/jon-corzine-is-the-original-george-zimmerman-20120424
http://www.zerohedge.com/news/entire-system-has-been-utterly-destroyed-mf-global-collapse-presenting-first-mf-global-casualty
http://www.zerohedge.com/news/entire-system-has-been-utterly-destroyed-mf-global-collapse-presenting-first-mf-global-casualty
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Lesson 75 The Global Financial Crisis of 2008-2011 – Part Four – Going Forward 

 

Teaching Ideas and Resources 

 

Probably the best article I have seen concerning the capture of the US government by the financial 

industry and drawing parallels to the crony capitalism he worked to correct in countries like Indonesia 

during his tenure with the IMF is “The Quiet Coup” by Simon Johnson. It can be found here: 

http://www.theatlantic.com/magazine/archive/2009/05/the-quiet-coup/7364/ 

 

A wonderful little video clip from the time of the Great Depression outlining the benefits of inflation in 

the aftermath of a financial crash can be found here: 

http://www.youtube.com/watch?v=JUvm9UgJBtg&list=FLHapMaT8tg-xIjTx-

ITIkww&index=1&feature=plpp_video 

 

Overall, the best article I have seen outlining the great deleveraging to come was written by Ray Dalio, a 

hedge fund manager. The article “An In-Depth Look at Deleveragings” can be found here: 

http://www.bwater.com/home/research--press/template-for-understanding.aspx 

while an article on his thinking in “The Economist” along with an interview can be found here: 

http://www.economist.com/node/21549968 

 

Parallels with Japan’s experience since 1990 usually make for sombre reading. A good article looking at 

the problem of zombie banks can be found here: 

http://www.salon.com/2011/11/25/kill_the_zombie_banks/ 

 

Exercise Answers 

 

2. Credit is like whiskey or like rope. People generally will take as much of it as they can. Generally, 

they take so much that they end up doing themselves in financially. 

 

3. I don’t think so. However, human nature being what it is, regulators and other authorities 

should have stepped in to calm things down once they began to get out of hand. 

 

4. This will take some research, but generally the answer is that they would enhance stability. 

 

5. If inflation begins to rise above 10 or 15% p.a., people may begin to dump their ever-more-

worthless dollars and rush to buy tangible goods that hold their value such as gold or cognac or 

(as has been reported recently) Tide detergent. People’s savings would be wiped out and 

economic activity would grind to a halt (as occurred in Weimar Germany in the 1920s and 

Zimbabwe more recently). 

 

6. Yes. The connection is clear - bailout money has entered the global economy and has helped to 

push up commodity prices. Very low interest rates enable speculation that drives up prices. 

http://www.theatlantic.com/magazine/archive/2009/05/the-quiet-coup/7364/
http://www.youtube.com/watch?v=JUvm9UgJBtg&list=FLHapMaT8tg-xIjTx-ITIkww&index=1&feature=plpp_video
http://www.youtube.com/watch?v=JUvm9UgJBtg&list=FLHapMaT8tg-xIjTx-ITIkww&index=1&feature=plpp_video
http://www.bwater.com/home/research--press/template-for-understanding.aspx
http://www.economist.com/node/21549968
http://www.salon.com/2011/11/25/kill_the_zombie_banks/
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Lesson 76 Introduction to Economic Growth and Development 

 

Teaching Ideas and Resources 

 

Calculating and using purchasing power exchange rates will be clearer if students have a look at the 

grand-daddy of PPP rate indexes, the “Big Mac Index” from “The Economist” magazine. The Big Mac 

Index from July 201 can be found here: 

http://www.economist.com/blogs/dailychart/2011/07/big-mac-index 

 

The episode “The Agony of Reform” from “The Commanding Heights” series has a nice bit near the 

beginning that looks at the share of Soviet GDP accounted for by military spending.  

http://www.youtube.com/watch?v=jEReH2HDUWs 

 

Exercise Answers 

 

2. 140/1.04=134.6 (Elbonia’s real GDP in 2010, adjusted by using a GDP deflator) 

 Therefore the real growth in GDP was {(134.6/130)*100 = 103.53} 3.53%. 

 

3.  a) Using rates today (October 26th, 2011) and using Yahoo Currency Converter: 

 100 000 CHF = 114 187 USD 

  60 000 Rs     =     1 214 USD 

It would appear that the average Swiss is more than 100 times wealthier than the average 

Indian. 

b) Using the Big Mac Index PPP exchange rates (from the July 28th, 2011 edition of “The 

Economist” magazine: 

100 000 CHF (divided by the implied PPP exchange rate of 1.6) = 62 500 USD 

  60 000 Rs (divided by the implied PPP exchange rate of 20.7)  =   2 899 USD 

Still a big difference, but now the average Swiss is only a little more than 20 times wealthier 

than the average Indian. 

The comparison has changed because the purchasing power of an Indian rupee in India is higher 

than an equivalent (calculated using exchange rates from the forex market) amount of dollars in 

America or francs in Switzerland. 

 

4. Both show economic growth, as in both the PPC is moving out. However, only the PPC on the 

right shows economic development, as growth in health care should improve the standard of 

living of the people in the country more than growth in the production of military equipment. 

 

5. This is a great activity which generates much discussion, but which doesn’t lend itself to easy 

answers. Common outlier nations are Cuba (HDI above GDP) and Equatorial Guinea. 

 

6. /7. Again, have students go to the website (http://hdr.undp.org/en/) and discuss. Generally 

composite tools are better as they capture human outcomes and not just economic ones. 

http://www.economist.com/blogs/dailychart/2011/07/big-mac-index
http://www.youtube.com/watch?v=jEReH2HDUWs
http://hdr.undp.org/en/
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Lesson 77 The Development Cycle 

 

Teaching Ideas and Resources 

 

There are a few great articles about the role of institutions and governance in economic development 

that are, to me, essential reading for students: 

 

“Roots of Development” – a look at how geography has influenced institutions which have in turn 

influenced prospects for economic development 

http://www.economist.com/node/1365367 

 

“Why Poor Countries Are Poor” by Tim Harford of “The Undercover Economist” fame – a look at how 

poor institutions lead to waste and corruption 

http://reason.com/archives/2006/03/01/why-poor-countries-are-poor/singlepage 

 

“The Mystery of Development” by Robert Cooper  - an analysis of why economic development is 

impossible without political development leading to political legitimacy 

http://www.prospectmagazine.co.uk/2006/02/themysteryofdevelopment/ 

 

Exercise Answers 

 

1.  Add ‘foreign aid’, ‘trade’, foreign direct investment’ and ‘loans’ in the box “Injection of capital 

from” and the three leakages mentioned (corruption, debt repayments and import spending) 

coming out of the cycle at some point – probably before step one (“Invested in health, 

education and infrastructure”). 

 

2. A poverty cycle would look like: 

   A shortage of investment capital 

    Leading to 

  Poor quality health care, education, infrastructure and capital goods 

    Leading to 

  Poor productivity and consequent low output and income 

    Leading to 

   An inability to generate savings 

    Leading to...(go to top) 

 

3. Go to http://www.makepovertyhistory.ca/learn/issues/reduce-global-poverty. The goal is to 

increase foreign aid that aims to reduce poverty, take into account the perspectives of the poor, 

and be consistent with international human rights standards. All of the barriers mentioned in 

the lesson could potentially make the campaigns goals difficult to achieve. 

 

4. The collapse of the Doha round is evidence of barrier #3 (inequities in the int’l trading system). 

http://www.economist.com/node/1365367
http://reason.com/archives/2006/03/01/why-poor-countries-are-poor/singlepage
http://www.prospectmagazine.co.uk/2006/02/themysteryofdevelopment/
http://www.makepovertyhistory.ca/learn/issues/reduce-global-poverty
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Lesson 78 Different Theories of Development 

 

Teaching Ideas and Resources 

 

The Staples Thesis of Harold Innis is well explained here: 

http://www.thecanadianencyclopedia.com/articles/staple-thesis 

 

Japan’s economic development, financed through land taxes, is explained in the book below as well as in 

some Wikipedia articles: 

http://www.tandfonline.com/doi/abs/10.1080/00220387708421628 

The level of taxation was severe – records show that the average height of Japanese farmers declined 

during the time when the Japanese state was directing resources towards industrial development. 

However, while there were riots, the sight of China being carved up by foreign powers gave all Japanese 

a powerful incentive to put up with short-term suffering in order to avoid a similar fate. 

 

The Harrod-Domar model is explored in this very interesting development simulation exercise: 

http://www.bized.co.uk/virtual/dc/copper/theory/th7.htm 

 

Lastly, the ideas of Hernando De Soto and Lim Chong Yah can be found on these websites: 

http://www.cato.org/special/friedman/desoto/index.html 

http://www.worldscibooks.com/etextbook/7570/7570_chap01.pdf 

 

Exercise Answers 

 

2. Box 2 – “Newly rich rural folk demand more manufactured goods from cities (bottled beer, 

crockery etc.), the manufacture of which drew in workers from the countryside to the cities” or 

some such 

Box 3 – “ Larger, more populous cities in turn demanded more food and raw materials from the 

countryside, which stimulated farmers to raise productivity further” or some such 

 

b) Some specific improvements might be deeper ploughs, flooding of pastures, the invention of 

the seed drill, better animal husbandry.... 

 

3. It depends. If one regards resource extraction as a low-skill and low-value added enterprise, 

then this shift can be thought of as retarding Canada’s economic development. However, if 

developing expertise in resource extraction can be considered a high-skill and high-value added 

enterprise, then the shift could very well contribute to economic development. To use 

examples, if it were foreign companies who were bringing in their own technology and experts 

to extract Canadian resources, economic development is likely not served. However, if the 

resource boom leads to Canadian firms developing technologies and Canadian workers 

developing skills which may be applicable to energy resource development in Canada and in 

other countries, economic development may very well be served.  

http://www.thecanadianencyclopedia.com/articles/staple-thesis
http://www.tandfonline.com/doi/abs/10.1080/00220387708421628
http://www.bized.co.uk/virtual/dc/copper/theory/th7.htm
http://www.cato.org/special/friedman/desoto/index.html
http://www.worldscibooks.com/etextbook/7570/7570_chap01.pdf
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Lesson 79 The Role of Domestic Factors 

 

Teaching Ideas and Resources 

 

Many of the articles mentioned in the notes for lesson 77 are relevant to this lesson as well. For an 

explanation of microcredit schemes, please have a look at the following video clip promoting a movie on 

the founder of the first microfinance bank (Grameen Bank), Mohammed Yunus: 

http://www.youtube.com/watch?v=YxpTFwQx-A8&feature=related 

 

A good video that looks at the changes in Cuban agriculture after they no longer had access to cheap oil 

and fertilizer is here: 

http://www.youtube.com/watch?v=yIC-0JYoDs8&feature=related 

 

Exercise Answers 

 

2. Governments can run an efficient police force to maintain internal order and maintain a military 

to defend against external threats. However, neither the police nor the military should 

themselves become forces that threaten the lives and livelihoods of citizens. By ensuring the 

security of people’s lives and property, the government gives people the courage to improve 

their property and their businesses, or, in other words, to engage in economic development. 

 

3.  Good infrastructure, in particular roads and telephones, can help police and the military move 

quickly to counter threats (such as rebellions or natural disasters) or respond to crimes. 

 

4. Initially it was because they were seen as a better credit risk than men. However, the 

improvement in the status of women that has resulted from their being granted micro-credit 

loans has had many other benefits that have aided development – ie more family planning, 

better education and health care for children, etc. 

 

5. These pumps are easy to build and easy to maintain and easy to operate. 

 

6. If you don’t have money or recognized assets, you can’t open a bank account. By being excluded 

in this way, though (see last lesson’s bit about Hernando de Soto), the capital they do have (but 

which is extra-legal and therefore not recognized officially) is ‘dead’ and can’t be used as 

collateral to take out a loan to start a business. In this way, millions or even billions of people 

who could have the ideas and the drive to start businesses are left in poverty, to their own 

detriment and to the detriment of the people around them. 

 

7. In this generation, people earn a bit of money in petty trade. However, this allows them to send 

their children to school a few more years, which makes them able to take up better 

employment. Their children in turn perhaps finish high school or even college. In later stages, 

people may be able to be employed in the formal economy, but it will take time. 

http://www.youtube.com/watch?v=YxpTFwQx-A8&feature=related
http://www.youtube.com/watch?v=yIC-0JYoDs8&feature=related
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Lesson 80 Trade as a Development Strategy 

 

Teaching Ideas and Resources 

 

A great article that looks at how developing nations are shut out of potentially lucrative export markets 

by subsidies granted to sugar farmers in the US and the EU is here: 

http://www4.ncsu.edu/~sgallen/sugar.htm 

 

However, many development activists and thinkers discourage nations from exploring the gains that can 

be had by liberalizing trade, as outlined in this article: 

http://www.foreignpolicy.com/articles/2005/08/30/the_protection_racket 

 

For details on Canada’s own import substitution policy in the 1800s (Sir John A. MacDonald’s National 

Policy), have a look at this article which regards the policy favorably: 

http://www.canadahistory.com/sections/eras/nationbuilding/nationalpolicy.htm 

 

Exercise Answers 

 

2. During a global recession, you are probably better off if you have been pursuing a strategy of 

import substitution, as in that case you will not face collapsing export markets and so your own 

GDP and employment will be less affected than if you depended on foreign buyers for your 

goods. 

 

3. Large nations can more effectively pursue an import substitution strategy than small nations as 

they have a more diverse resource base and variety of climate zones. The US could grow and 

produce pretty much everything it needed inside its own borders whereas Switzerland would 

have a much harder time doing so (ie it can’t grow its own oranges and lacks energy resources). 

 

4. India was demanding that the developed countries (notably the EU and the USA) open up their 

markets to agricultural and other primary products from the developing world by eliminating 

subsidies and quotas designed to help European and American farmers. One set of global trade 

rules would be beneficial for developing nations as they would not have to negotiate a variety of 

different rules and they would be included in the global system whereas they may be left out of 

most bilateral or regional agreements. 

 

5. Often I think of local sodas and potato chips (ie “Cheezies” as opposed to “Cheetos”). Often they 

appeal to patriotism and usually they are a cheaper (and tastier) than imported brands. 

 

6. If you wish to pursue economic development, you need to have access to modern machinery 

and technology. These are only available from the advanced industrialized countries. So, in 

order to develop, initially you need to trade in order to acquire these necessary inputs.  

 

http://www4.ncsu.edu/~sgallen/sugar.htm
http://www.foreignpolicy.com/articles/2005/08/30/the_protection_racket
http://www.canadahistory.com/sections/eras/nationbuilding/nationalpolicy.htm
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Lesson 81          The Role of Foreign Direct Investment 

 

Teaching Ideas and Resources 

 

A great video that looks at the perils of foreign direct investment in countries that have poor institutions 

is “Black Power” from the “Pandora’s Box” series by Adam Curtis. It looks at the Akosombo dam project 

on the Volta River in Ghana, and how the Keiser Aluminum Company managed to become the dam’s 

primary beneficiary. 

http://www.youtube.com/watch?v=MkbHEuLYj6U&feature=fvst 

 

Strong arguments looking at the benefits of attracting MNCs and their FDI can be found in the book 

“How the East Was Won” by Charles Paul Lewis. An article summarizing the arguments in the book and 

applying the lessons to Africa can be found here: 

http://www.project-syndicate.org/commentary/can-global-companies-save-africa- 

 

Lastly, the article below looks at how Singapore goes out of its way to attract MNCs: 

http://www.businessweek.com/magazine/content/06_34/b3998452.htm 

 

Exercise Answers 

 

2. Most will choose to work for the multinational. This suggests that they have better labour 

practices than national firms in many places around the world.Often the multinationals are held 

to the environmental and labour standards of their home countries. Even if they are not, 

though, they are often judged by the standards of their home countries and are sensitive to 

public relations fiascos that may erupt due to poor practices (ie Nike and its use of sweatshop 

labour, Apple and the Foxconn suicides in China). 

 

3. If a country can offer an MNC a skilled and trained labour force, they are less likely to want to 

leave. Even if the MNC does leave, though, the skilled labour will continue to be productive in 

other enterprises which have likely sprung up around the MNC to build components or offer 

logistical support. Eventually the industrial cluster will have built up its own momentum. 

 

4. The MNC has obviously succeeded in raising the average wage rate in that country, which 

should have a positive impact on its level of economic development. 

 

5. People often view MNCs involved in resource extraction as exploitative (blood suckers etc.). 

These attitudes are often to do with the nature of the business (taking resources) and the fact 

that they don’t usually employ great numbers of people, and the fact that most senior 

management and technical positions are held by foreigners. In Canada such resource 

nationalism has a long history, in particular with regard to our oil and water resources, no doubt 

due to our having made some spectacularly bad resource deals with the US in the past (for 

instance, W.A.C Bennett’s electricity deals with neighboring states). 

http://www.youtube.com/watch?v=MkbHEuLYj6U&feature=fvst
http://www.project-syndicate.org/commentary/can-global-companies-save-africa-
http://www.businessweek.com/magazine/content/06_34/b3998452.htm
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Lesson 82 The Aid Debate 

 

Teaching Ideas and Resources 

 

The book “Dead Aid” by Dambisa Moyo is a powerful argument against aid that is taken quite for 

granted in many developing countries in Africa. A great interview conducted by Guernica magazine is 

referenced here: 

http://reason.com/blog/2009/04/06/dead-aid-in-africa 

 

Her performance in the Munk Debate on foreign aid is also well worth watching. Helping her is 

Hernando De Soto, while Paul Collier and Stephen Lewis debate the case that foreign aid is helpful: 

http://www.munkdebates.com/The-Debates/Foreign-Aid 

 

The idea that an ‘aid lobby’ or ‘aid industry’ exists (again, an opinion that is not controversial in 

developing countries in the least) is explored in this article: 

http://www.foreignpolicy.com/articles/2008/06/16/the_new_colonialists 

 

A great 2-part documentary that looks at the pressures brought to bear on the government of Uganda 

by the IMF and the World Bank is entitled “The Bank, the President, and the Pearl of Africa” can be 

sourced here but is sadly not available online: 

http://www.ifiwatchnet.org/?q=en/node/2492 

 

Lastly, this article looks at the scandal of tied aid: 

http://www.economist.com/node/81735 

 

Exercise Answers 

 

2. If governments depend more on aid than on taxes, they will be more likely to respond to the 

demands of aid donors than to the demands of citizens. This can lead to less effective 

governance which can in turn harm development prospects. 

 

3. If there are good jobs to be had in the aid sector, the best and brightest will be drawn to them. 

However, it would be better if they were drawn to industry or agriculture or other careers which 

focus on creating wealth as opposed to merely redistributing it. 

 

4. Students should look up the information and present it. Alternative examples can also be used 

to show the contrast between top-down mega-project based tied aid and more humble but less 

flashy forms of development aid. An interesting recent development has been the appointment 

of Jim Yong Kim as head of the World Bank. The WB has historically been in the business of 

financing governments to build mega-projects or engage in large-scale health and educational 

reform. Mr. Kim’s background in small-scale health projects in developing countries may signal a 

change in the Bank’s priorities. 

http://reason.com/blog/2009/04/06/dead-aid-in-africa
http://www.munkdebates.com/The-Debates/Foreign-Aid
http://www.foreignpolicy.com/articles/2008/06/16/the_new_colonialists
http://www.ifiwatchnet.org/?q=en/node/2492
http://www.economist.com/node/81735
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Lesson 83 The Problem of Indebtedness 

 

Teaching Ideas and Resources 

 

The documentary “The Commanding Heights” Episode 3, “The New Rules of the Game” looks at the IMF 

and its structural adjustment programs when looking at the Asian financial crisis of 1997: 

http://www.youtube.com/watch?v=KubaKsWmiNY 

 

An interview with John Perkins on Al Jazeera can be found here: 

http://www.youtube.com/watch?v=EK6B4Uogtso 

 

Debt forgiveness for developing nations is being explored by several rich-country governments as well as 

the IMF and the World Bank. A very good overview of the causes of the debt crisis and the logic of debt 

forgiveness can be found here: 

http://www.imf.org/external/np/exr/ib/2000/092300.htm 

 

The Canadian government has set aside money for debt forgiveness, as shown in this news release: 

http://www.fin.gc.ca/n05/05-008-eng.asp 

 

Exercise Answers 

 

2. Often a structural adjustment program calls for governments to cut subsidies and raise taxes in 

order to correct a balance of payments deficit (ie “expenditure reducing”). These policies can 

retard development as without subsidies (for food, fuel etc) many poor families in developing 

countries may be unable to continue to send their children to school or seek medical attention. 

As well, the imposition of higher taxes and the elimination of subsidies for businesses can lead 

to bankruptcies and unemployment, again hurting workers and the poor. 

 

3. If you owe someone money, they have power over you. In the 1870s and 1880s, the Khedive of 

Egypt surrendered Egypt’s sovereignty to England and France when he could no longer service 

the debts he had incurred while modernizing (ie developing) the country                                     

(see http://countrystudies.us/egypt/25.htm).  

Today we are seeing the EU increasingly seeking to take control of Greek government policy in 

exchange for bailout money needed to keep Greece from defaulting on its debts 

 (see  http://www.guardian.co.uk/business/2011/jul/03/greece-bailout-privatisation-juncker-

treuhand). 

 

4. Stronger domestic institutions would help curb corruption amongst the officials of developing 

nations. This would make it less likely that loans taken on by developing nations were 

squandered. If borrowed money was invested intelligently in infrastructure, health and 

education, output and productivity gains would increase incomes and tax revenues enough to 

allow for easy repayment of the interest and the principal. 

http://www.youtube.com/watch?v=KubaKsWmiNY
http://www.youtube.com/watch?v=EK6B4Uogtso
http://www.imf.org/external/np/exr/ib/2000/092300.htm
http://www.fin.gc.ca/n05/05-008-eng.asp
http://countrystudies.us/egypt/25.htm
http://www.guardian.co.uk/business/2011/jul/03/greece-bailout-privatisation-juncker-treuhand
http://www.guardian.co.uk/business/2011/jul/03/greece-bailout-privatisation-juncker-treuhand
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Lesson 84 The Balance between Markets and Government in promoting Economic Development 

 

Teaching Ideas and Resources 

 

Episode 2 of “The Commanding Heights” (“The Agony of Reform”) does a good job explaining the 

problems of the Indian economy under central planning (and import substitution – lesson 80): 

http://www.youtube.com/watch?v=jEReH2HDUWs 

 

The short documentary “Singapore – a success story” looks at the elements (both private and 

governmental) that contributed to its rapid economic development: 

http://www.youtube.com/watch?v=kw2a1h4A0DA 

(it is also a good documentary to illustrate the strengths of export promotion from lesson 80) 

 

The website devoted to Paul Romer’s charter city idea can be found here: http://chartercities.org/ 

 

A great article that looks at how development gains now are now possible with much lower increases in 

GDP per capita due to advances in science and technology can be found here: 

http://reason.com/archives/2005/03/09/the-poor-may-not-be-getting-ri 

 

While another article looking at the Brazilian city of Curitiba looks at how frugal municipal governments 

can do a lot to improve the lives of their people with very little if they use intelligence and imagination: 

http://www.commondreams.org/views05/1108-33.htm 

 

Exercise Answers 

 

2. Newly independent countries pursued policies of state-led development as that was what all the 

experts were recommending. Remember, in Britain at this time, the government of Clement 

Attlee was busy nationalizing the commanding heights of the economy (rail, coal, steel, 

shipbuilding etc.). 

 

3. The risk is that you end up strangling the spirit of free enterprise and end up with very low rates 

of economic growth. India suffered mightily under the ‘licence raj’ where government 

regulations stifled entrepreneurship and led to 40 years of economic stagnation during which 

living standards in India remained very low. 

 

4. Every game needs rules and referees. A developing economy needs a strong and effective 

government to make sure that growth is supported by infrastructure, that education and health 

care continue to improve to support further growth, and that the inequalities that inevitably 

result from growth are ameliorated.  As well, only governments have the power to take on 

powerful corporate interests who may be interested in consolidating their monopoly power at 

the expense of everyone else in the economy and overall competitiveness. 

 

http://www.youtube.com/watch?v=jEReH2HDUWs
http://www.youtube.com/watch?v=kw2a1h4A0DA
http://chartercities.org/
http://reason.com/archives/2005/03/09/the-poor-may-not-be-getting-ri
http://www.commondreams.org/views05/1108-33.htm
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5. As technology improves, we might be able to achieve bigger gains in human welfare with fewer 

resources and less pollution than in the past. For instance, if we can continue to develop 

renewable energy technology (wind, solar) we may be able to have abundant energy without 

pollution and without running down our finite stocks of fossil fuels. 

 

Lesson 85 The Challenge of Economic Development for Aboriginal Canadians 

 

Teaching Ideas and Resources 

 

This lesson should ideally be supported by a wide variety of resources, preferably looking at nearby 

aboriginal communities.  

 

A good general article looking at the challenges facing aboriginal Canadians and at some communities 

that are successfully overcoming such challenges can be found here: 

http://fullcomment.nationalpost.com/2012/01/24/ken-coates-greg-poelzer-there-is-hope-for-canadas-

first-nations/ 

 

A good documentary video by the National Film Board about the impact of the development of the 

Voisey Bay nickel deposit in Labrador entitled “Eye of the Storm” can be ordered here: 

http://onf-nfb.gc.ca/eng/collection/film/?id=33403 

 

Exercise Answers 

 

1.  Aboriginal governments are similarly dependent on aid from an outside power, in this case the 

federal government, and not dependent on taxes paid by the people they govern. A strong case 

can be made that federal government support has not led to economic development and may 

have blocked it as it has gotten in the way of responsible self-government and created a culture 

of dependency. 

 

2. Clearer property rights would make outside investors feel that their investments in businesses 

on reservations would be safe from arbitrary rule changes brought down by either the federal 

government or band councils. 

 

3. The government could build or subsidize transportation and communications links to remote 

reserves to make it easier for them to participate in the national and global economy.  

 

4. Answers will vary. 

 

5. Some natives believe that the land they have been given is sacred and that to disturb it with 

mining or oil and gas development is profane. Meanwhile, other natives believe that natural 

resources may point a way out of poverty and towards sustainable economic development. A 

recent case is the Northern Gateway pipeline project. 

http://fullcomment.nationalpost.com/2012/01/24/ken-coates-greg-poelzer-there-is-hope-for-canadas-first-nations/
http://fullcomment.nationalpost.com/2012/01/24/ken-coates-greg-poelzer-there-is-hope-for-canadas-first-nations/
http://onf-nfb.gc.ca/eng/collection/film/?id=33403
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Materials to Support Student Writing (addressed to the student) 

 

The goal of student writing in economics should be to link what you are learning in class with what is 

happening outside the classroom. Hopefully by so doing, you will see the relevance of what you are 

learning and take a more active interest in the events of the day. 

 

Writing commentaries on current (ie from the past few months) news articles is one way to encourage 

such linking. The commentaries need not be long to be effective – a word length of around 750 words 

should be fine, especially where you have taken the time to choose a relevant article and have organized 

you writing effectively, as explained in the paragraphs which follow. 

 

The first step in completing a commentary is to select an appropriate article. I recommend that you read 

newspapers and news magazines and look for articles which can be explained with the use of graphs you 

have learned in the course. For instance, articles about interest rate cuts can be explained using AD/AS 

or foreign exchange market diagrams, while articles about trade barriers can be explained using tariff or 

quota diagrams. From among these articles you should then select ones that look both at a problem or 

initial situation and one or more policy solutions or other responses. Such articles might describe the 

imposition of a tax on junk food (problem/situation – negative externalities associated with junk food, 

solution/response – tax), government efforts to deregulate the economy to aid development 

(problem/situation – lack of development, solution/response – supply side measures designed to 

increase AS), or people switching to smaller cars in response to rising gasoline prices (problem/situation 

– rising gasoline prices, solution/response – people buying smaller cars). 

 

Now, having found a good article, plan what you are going to write. A good plan will result in a tighter 

piece of writing that is a pleasure to read. I recommend a very formulaic plan, such as: 

 

1.  What words will you have to define? They can be either words from the text itself or concepts 

which may not be in the text but which will help the reader better understand the text. 

Generally you want to define around two terms per commentary. 

 

2.  What is the problem? Describe the problem fully using words. Then, draw the appropriate 

diagram, making sure to label it fully. Lastly, referring to specific points on the diagram, explain 

what the diagram shows. 

 

3.  What is the policy solution? Describe the solution fully using words. Then, draw the appropriate 

diagram, making sure to label it fully. Lastly, referring to specific points on the diagram, explain 

what the diagram shows. 

 

4.  Lastly, evaluate the solution. Evaluation is basically judging. Evaluation answers questions like: 

 

 a) Will the solution achieve its intended purpose? Will it work? 
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 b) Is the suggested solution something that makes sense according to economic theory? 

 

c) What will be the other impacts of the solution? What will be the costs and benefits to 

consumers, workers, firms, the government etc., in the short run and the long run? 

 

d) Finally, given all the above evaluation, overall is it a good policy solution or not? 

 

Now, having planned what you are going to write, just write it! Don’t waste any words summarizing the 

article. Maybe you can open the commentary with one sentence introducing the issue but that is it. 

Make sure to write in neat paragraphs. For your evaluation, you will probably want to write a few 

paragraphs, for instance: 

- one paragraph covering whether it will achieve its purpose and whether it accords with theory, 

then maybe 

- a second paragraph to look the impacts in the short run (positive and negative on all the 

affected parties) 

-  a third paragraph looking at the impacts in the long run (positive and negative on all the 

affected parties) 

-  and then a final separate statement giving the final verdict on the suggested policy. 

 

 Note that you can organize your evaluation of the impacts a few different ways – you could also have: 

-  a paragraph listing all the benefits in the short run, followed by  

- a paragraph listing all the benefits in the long run, followed by 

- a pair of paragraphs looking at the costs in the short and the long run. 

 

 Alternatively, you could have: 

-  a paragraph looking at the costs and benefits for consumers, in both the short and long run, 

followed by  

- a similar paragraph looking at the costs and benefits for firms, followed by  

- similar paragraphs for government and other players.  

 

The important thing is to make sure your writing is organized. Nothing drives teachers crazier than to 

have to wade through disorganized student writing, and we all know that crazed teachers do not award 

high grades. 

 

In the pages that follow, please find a commentary planning sheet, an example of a suitable article, a 

sample commentary based upon the article, and links to other suitable articles to help you to identify 

good articles and to give you practice planning and writing commentaries. 
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Commentary Planning Sheet     Economics  

 

The overall aim is to use your economics knowledge to explain an event or change in the world around 

us.  

 

Title of Article: 

 

Source: 

 

Date: 

 

Two terms in the article or related to the article that would require definition: 

 

a) 

 

 

b) 

 

 

What change is discussed in the article? 

 

 

What diagram(s) could you draw and explain to illustrate this change? Sketch them. Often the first 

diagram will illustrate a problem, while the second diagram will show the suggested policy solution. 

 

The Problem: 

 

In words: 

 

 

 

 

 

 

As a diagram: 

 

 

 

 

 

 

The diagram explained: 
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The Solution: 

 

In words: 

 

                   

 

 

 

 

 

As a diagram: 

 

 

 

 

 

 

The diagram explained: 

 

 

 

 

 

Now, evaluate this change. If there is a policy solution, is it likely to solve the problem?  What are the 

likely effects, both positive and negative, in the short and the long run, on various stakeholders (such as 

consumers, firms, workers, or the government)? If you can, rank the impacts from biggest to least, with 

reasons. Lastly, for the best sort of evaluation, how does this instance reflect on economic theory itself? 

Does what happened or what is suggested in your news article accord with what economic theory 

suggests should happen? If not, why not? 
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STEP ONE – CHOOSE AN ARTICLE 

 
This article is good because you can use diagrams you have learned to try to explain what is going on 

(S/D diagrams) and it shows a change. As usually you want to draw two diagrams in the analysis part of 

your commentary, it is good to have an article that features an initial situation/problem and then a 

response to the problem. This response (many times a policy response, but also sometimes a response 

on the part of individuals, as in this example) can then be evaluated. Articles that feature a problem or 

initial situation and a response to the problem or situation (governmental or otherwise) give you the 

chance to draw two diagrams and write an evaluation. 

 

 

 

Inaction on $100 oil is likely to backfire 
Consumers may go for alternative energy 

 

Gulf News, Nov 9th, 2007 

 

New York (Reuters) OPEC’s reluctance to open the spigots as oil nears $100 a barrel could backfire on 

the group as alternative energy sources and consumer conservation dig into demand. 

 

Output curbs by the group, which controls more than a third of the world’s oil, have contributed to a 90 

percent rally in crude prices from last winter’s lows and have helped spur investment in renewable fuels 

while denting demand growth. 

 

The trend mirrors the effects of the oil boom of the 1970s, when Americans traded in gas-guzzlers for 

compact cars and took other conservation measures that cut into oil demand. 

 

“Over time, the danger for the group is accelerating a decline in primary consumption of oil products, as 

is now happening in the US, which has been its largest growth market for the last 17 years,” said Edward 

Morse, chief energy economist for Lehman Brothers. “It accelerates both the market incentives for 

investments in alternatives and energy saving technologies as well as for political incentives to foster the 

same ends.” 

 

OPEC agreed to roll back 500 000 barrels per day of a 1.7 million barrel per day output cut starting this 

month to sooth consumer fears high oil prices would damage economic growth. 

 

But the group has dismissed calls from the US and other consumer nations to further increase output, 

saying speculation and geopolitics are to blame for oil’s surge – not a lack of supply. 
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STEP TWO – PLANNING 

 
Use the commentary planning sheet to lay out what it is you are going to write. If you have the ideas 

clear in your head before you put pen to paper (or digits to keyboard) the writing will be much easier. 

 

 

 

A) Two terms:  Demand and Price Elasticity of Demand 

 

Note that you have some choices here – I have chosen these terms but, in a discussion about 

alternative renewable fuels, substitutes might be a useful term to define as well.  

 

B) The change discussed in the article is the rapid rise in the oil price which could result in, over 

time, people moving away from petroleum towards alternative energy sources and practicing 

more energy conservation. 

 

C) The diagrams I could draw could be, first, the initial situation of rising oil prices due to output 

curbs enacted by OPEC. I would show a shift in the supply curve to the left and a rise in oil 

prices.  

 

The second diagram would show the possible response by consumers in the medium to longer 

term. If they were to embrace conservation and alternative energy sources, then demand would 

move to the left as well, moderating the price increase. 

 

Note that you have some choices here as well. For the second diagram I could also draw OPEC’s 

decision to scale back their production cuts. However, in my opinion, this would not give me as 

much to work with in my evaluation. Most articles can be approached from a few different 

angles, so try and choose the angles that will give you the best chance of writing an interesting 

commentary. 

 

D) You can evaluate the impact of such changes on the oil producers, the oil consumers (firms and 

households, in developed and in developing nations) in the long and short term to try to judge 

whether continued oil prices in the $100/barrel region are on balance good or bad. It is clear 

that the move away from oil in the medium to longer term in response to a price change accords 

with theory. Overall, I think perhaps that continued oil prices at $100/barrel might be more 

positive than negative. 
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STEP THREE – GET IT WRITTEN 

 
 

Inaction on $100 oil is likely to backfire 

 

The recent increases in oil prices are now causing pain to oil consumers, but continued high prices could 

hurt producers as well. Two terms that will help to understand why are demand, which is the quantity of 

a good or service that consumers are willing and able to purchase at a given price over a given period of 

time, and price elasticity of demand, which is a measure of the responsiveness to the quantity 

demanded to changes in price, often expressed as the percent change in quantity demanded divided by 

the percent change in price. 

 

The initial situation is clear. The OPEC group of oil exporters cut their output and as a consequence of 

this decrease in the supply of oil on world markets the price of oil has increased by 90%. We can show 

this using a diagram: 

 

 Price ($)  Oil Supply after OPEC production cuts (S2) 

     Initial Oil Supply (S1) 

          P2 

                        

 

           P1 

 

 

           

       Oil Demand 

             Q2 Q1   Quantity 

 

We can see that the shift in the supply curve to the left  (from S1 to S2) has caused the price of oil to rise 

significantly, from P1 to P2, while leading to only a slight fall in the equilibrium quantity of oil, from Q1 

to Q2. You may observe that this is due to the fact that both the oil demand and supply curves have 

been drawn quite steeply. This is because, at least in the short run, both oil demand and oil supply are 

relatively price inelastic. On the demand side, it is hard to change energy consumption habits very 

quickly. While higher gasoline prices may lead you to want to cut down on your consumption of gas, it 

takes time to organize car pools, move closer to your workplace, or replace your car with a more fuel 

efficient model. For producers, as it takes years to find and develop new oil reserves, supply is similarly 

inelastic in the short term. 

 

As time passes, though, consumers facing sharply higher prices will find ways to use less petroleum, and 

this will, everything else being equal, shift demand to the left, as shown in the diagram below: 
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              Price             S2 

      

 

  P2 

 

  P3 

 

                Initial Oil Demand (D1) 

       

    Reduced Oil Demand (D2) 

             Q3   Q2             Quantity 

 

Observe that due to the price inelasticity of both supply and demand, the shift in demand from D1 to D2 

has a large impact on the price of oil, moving it down significantly from P2 to P3 even while the 

equilibrium quantity of oil is reduced only slightly from Q2 to Q3. 

 

In the short term, higher oil prices will undoubtedly cause a great deal of economic pain. As energy and 

in particular petroleum are used in the production of many products (fertilizers for food, plastics etc.) as 

well as in transporting them, higher oil prices will lead to higher prices for most goods and services. This 

price inflation will hurt the poorest the most, both in developed and, most severely, in developing 

countries. Middle class consumers will be hurt as well, but likely not catastrophically as generally they 

spend a smaller portion of their incomes on food and fuel. 

 

Oil producers, meanwhile, will enjoy a windfall in the short term. With oil prices at $100 per barrel, the 

royalties flowing to the governments of oil producing and exporting nations will rise significantly. This 

will in turn allow these governments to increase spending on infrastructure, education and health care 

which will improve the living standards of citizens. However, alternatively, these extra revenues may 

stay in the hands of well-connected officials and fuel corruption, which would be a sad waste. Lastly, the 

increase in oil revenues may also retard the growth of non-oil businesses in oil producing countries and 

discourage the development of manufacturing and services, which would also be a blow to their 

economic and social development. 

 

In the long term, though, if consumers respond to the higher oil prices as we have indicated above by 

investing in and switching to alternative energy sources like wind and solar energy the benefits could be 

significant for the environment, threatened as it is by anthropomorphic global warming. However, for oil 

producers such a move could be disastrous, but even if oil were no longer used as a fuel, it would still be 

needed as an industrial feedstock to make plastics and chemicals. Perhaps, without the means to earn 

‘easy’ money from extracting and selling oil these nations would be able to develop other industries and 

diversify their economies. 

 

Thus, overall, a move to higher oil prices would likely have more positive consequences than negative 

ones. 
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STEP 4 – EDIT AND GET THE WORDCOUNT RIGHT 

 
Total word count (not including title or diagrams) – 729 

 

Note – When I finished my first draft, I had 776 words! Be sure to go through your writing after you 

finish and take out unnecessary words. As you can see, I removed almost fifty words from my 

commentary after I had written it. The challenge when writing commentaries is never to get enough 

words – the challenge is always to say what you need in a clear and concise manner. That is why you 

should never summarizing the article and why the analysis needs to be so crisp. In the commentary 

above, the evaluation is almost half of the total word length (341 words). If I hadn’t spent some words 

explaining the elasticity of demand and supply for oil, it would have been longer! 

 

 

 

 

Links to other suitable articles: 

 

For practice, have students look at one or more of the following articles and complete a planning sheet. 

After doing so, they should have a better idea of what makes a good article, and be better able to 

structure their commentaries. 

 

http://www.theglobeandmail.com/news/opinions/opinion/dutch-disease-economic-

hypochondria/article2426700/?utm_ 

This article is interesting – it looks at the problem of a rising CAD hurting manufacturing in Ontario and 

Quebec (Dutch Disease), and then looks at measures that have been suggested to correct this. You could 

choose one of the measures suggested for your evaluation. 

 

http://www.winnipegfreepress.com/business/us-trade-deficit-widens-to-518b-as-imports-and-exports-

both-hit-records-150942255.html 

This article would make for a very straightforward commentary. The problem would be the widening 

trade deficit, and one suggested solution that could be evaluated would be for the US to impose 

economic sanctions on China. 

 

http://www.iol.co.za/pretoria-news/panel-calls-for-a-tax-on-soft-drinks-1.1293840 

This article looks at taxes on junk food as one possible solution to the growing obesity epidemic. 

 

http://www.canada.com/business/Canada+wide+building+boom+leaves+labour+pool/6589159/story.ht

ml 

This article looks at looming labour shortages in Canada and suggests some solutions that could be 

evaluated, such as increased immigration. 

 

http://www.theglobeandmail.com/news/opinions/opinion/dutch-disease-economic-hypochondria/article2426700/?utm_
http://www.theglobeandmail.com/news/opinions/opinion/dutch-disease-economic-hypochondria/article2426700/?utm_
http://www.winnipegfreepress.com/business/us-trade-deficit-widens-to-518b-as-imports-and-exports-both-hit-records-150942255.html
http://www.winnipegfreepress.com/business/us-trade-deficit-widens-to-518b-as-imports-and-exports-both-hit-records-150942255.html
http://www.iol.co.za/pretoria-news/panel-calls-for-a-tax-on-soft-drinks-1.1293840
http://www.canada.com/business/Canada+wide+building+boom+leaves+labour+pool/6589159/story.html
http://www.canada.com/business/Canada+wide+building+boom+leaves+labour+pool/6589159/story.html
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Sample Test and Quiz Papers 

 

After every few lessons there are “Questions for Review and Extension” that indicate a good break for a 

quiz. For quizzes, the emphasis should be on mastering the vocabulary, concepts and diagrams with the 

help of straightforward questions. The quizzes need not take longer than about a half hour. A sample 

quiz for lessons 1-8 is on the following page. 

 

For tests, it should be expected that students be able to apply what they have learnt in class to a real-

world situation. Tests should be less frequent, perhaps only taking place at the end of each section 

(Microeconomics I, Microeconomics II, Macroeconomics and International Economics and Economic 

Development). 

 

The sample tests that follow which require students to apply what they have learnt are similar in format 

to student commentaries. To make your own tests simply select an appropriate article and then write 

questions that take students through the steps of definitions, diagram analysis and evaluation. Tests of 

this format should take students about 45 minutes to one hour to complete. 

 

Generally a test is composed of an article or article extract followed by 4 questions.  Four sample tests 

(and one model answer) can be found after the sample quiz. When making up a test based upon a news 

article, be sure to reference the article that you have used in the test. 

 

Marking such tests is pretty straightforward. For the definition questions, if the definition captures all of 

the relevant information, award it two marks. If it captures the main idea, but lacks detail or some 

important characteristics, award it one mark. If it is incorrect, award it zero. 

 

For the diagram analysis questions, give two marks for the diagram and one mark each for a clear 

explanation of the economic situation that is to be graphed, and another mark for a clear explanation of 

the diagram itself. The two marks for the diagram are more holistic. Generally, students get things right 

or wrong, but in the early days especially, they may forget to label their diagrams fully, in which case you 

should take a mark off. 

 

For the evaluation question you need to use your judgment. Generally so long as a student does 

evaluate (ie they cannot sit on the fence – they have to actually say whether the response or the policy 

change is a good thing or a bad thing) and looks at the impacts and their relevance to theory in an 

organized fashion, they should get all 8 marks. However, if some arguments are weak, or if they don’t 

develop their ideas, they should be awarded lower marks. As well, they should organize their evaluation 

in distinct paragraphs. For instance, they should have one paragraph to look perhaps at whether or not 

the response will have the desired effect with perhaps a nod to theory, a second paragraph looking at 

the likely effects of the response on various stakeholders in the short term, a third paragraph looking at 

the likely impact of the response on various stakeholders in the long term, and then a concluding 

paragraph where they state, fairly definitively, whether the response or policy is good or bad. Hopefully, 

as you look at the examples that follow, the differences and distinctions will become clear. 
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Economics 12   Section 1 Quiz 1    Name: 

Total Marks – 20 

 

Section 1 – Multiple Choice Questions 

Circle the correct choice 

 

1. Select the correct statement 

a. Resources and wants are both limited 

b. Resources and wants are both unlimited 

c. Resources are limited but wants are unlimited 

d. Resources are unlimited but wants are limited 

2. Which of the following factors of production is classed as land? 

a. Sheets of steel 

b. A warehouse 

c. A tractor 

d. A shoal of fish 

3. The following factors of production are likely all classed as capital except: 

a. A computer network 

b. Deposits of iron ore 

c. A delivery van 

d. A hammer 

4. The city government spent an extra million dollars on education which meant that 1 million 

dollars less was available for road repairs. This illustrates the idea of: 

a. Marginal cost 

b. Variable cost 

c. Economic cost 

d. Opportunity cost 

5. Utility in economics refers to  

a. The usefulness of a good 

b. The ability of a good to satisfy a want 

c. Electrical and water supplies 

d. The ability to get your needs met 

6. Ceteris paribus is a Latin phrase used by economists because 

a. Economics is a discipline that is very old with many phrases in dead tongues 

b. Economics is a social science and the use of Latin is a mark of scientific thinking 

c. Economics is a discipline which can only rarely conduct controlled experiments 

d. Economics is a discipline which is concerned with human behavior 

7. Which of the following phrases is a normative statement? 

a. This quiz is very difficult 

b. I expect the average on this quiz will be only 60 percent 

c. I think that the majority of students will get a grade over 70 percent 

d. I expect I will get every question right. 
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8. Macroeconomics is the economics of 

a. Households 

b. Firms and households 

c. National economies 

d. International trade 

9. What is it that makes a free sample of sausage given while shopping at Metro NOT a free good? 

a. I am expected to buy some of the sausages in return for eating the sample 

b. The production of the sample used resources which could have been used producing 

something else 

c. Giving the sample away costs Al Fair money. 

d. The sample, coming from a goat, comes from nature 

10. Which of the following is not typically a feature of free market or mixed economies? 

a. Reliance on price information to allocate scarce resources 

b. A limited role for government in the allocation of scarce resources 

c. State ownership of all factories and productive resources 

d. The protection of the property rights of individuals 

 

Section 2 – Short Answer Questions 

 

1. What are the three basic economic questions that each economy must try to answer? In a 

market economy, what information helps individuals and firms to come up with sensible 

answers? (4) 

 

 

 

 

2. Looking at the PPF on the blackboard: 

a. Is it possible to produce at point ‘A’? Why or why not? (2) 

 

 

b. If I were to be producing at point ‘B’, what could be said about my economy? (1) 

 

 

c. If I wished to increase the production of good X from 4 to 5 tonnes, what would be the 

opportunity cost of my doing so? (1) 

 

 

d. Why does the PPF shown have this particular shape? Why is it not a straight line? 

Explain fully and use proper economic terminology where appropriate (2) 
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Section 1 Test – Microeconomics I      Name: 

 

Study the extract below and answer the questions that follow. 

  

US travel plans undeterred by pump prices  

 

US motorists are taking to the roads in strong numbers this summer as record energy costs fail to spoil 

vacation plans, analysts said yesterday. 

 

Crude oil futures struck a record high of $75.78 U.S. a barrel early yesterday as government showed a 

1.4 percent increase in gasoline demand over the past four weeks compared with the year-ago level, 

suggesting that gasoline exhibits a very low price elasticity of demand. 

 

The rise comes as U.S. gas prices last week hit $2.93 a gallon on average, up 71 cents from last year, 

causing some consumers to cut costs elsewhere to counter higher fuel costs. 

 

“They are staying more with family and friends, maybe eating out less or at less expensive restaurants,” 

said Mantill Williams, a spokesman for the American Automobile Association. 

 

“American consumers have clearly made gasoline purchases one of their preferred expenditures,” said 

Jason Schenker, an economist for Wachovia Bank. 

 

Oil prices have rallied from below $20 a barrel in early 2002 as producers and refiners struggle to keep 

up with demand. Crude has gained 23 percent this year because of supply cuts in Nigeria, the dispute 

over Iran’s nuclear program and a flood of investment fund money into commodities. 

 

Adjusted for inflation, oil prices are more expensive than at any time since 1980, the year after the 

Iranian revolution. However, other economic factors may be countering consumer concerns at the filling 

station, experts said. 

 

“You have people making more money with more jobs than they had in 2001 – of course they are going 

on vacation this summer. Who cares about the extra 50 cents per gallon on gasoline?” Mr. Schenker 

said. 

 

Overall economic growth has proven to be a better indicator of changing U.S. driving habits than 

outright gasoline prices, experts said. 

 

“Historically, growth in gasoline demand shows no correlation with gasoline prices – however, as a 

normal good, it is tightly correlated with economic growth,” said Antoine Halff of Fimat. 

 

[Source – adapted from The Ottawa Citizen, Canada, 8 July 2006] 
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(a)  Define the following terms indicated in bold in the text: 

  

 (i) normal good      [2 marks] 

 

 (ii) price elasticity of demand    [2 marks] 

 

 

(b) With the aid of a diagram, show the impact of political strife and uncertainty in Nigeria and 
Iran on world oil prices.     4 marks] 

 

 

 

 

 

 

(c) With the aid of a diagram, show the effect of the summer travel season on the market for 
gasoline in the United States.    [4 marks] 

 

 

 

 

 

 

(d) Keeping in mind elasticities of demand, evaluate the impact of higher gasoline prices on 
consumers of gasoline in the United States.   [8 marks] 
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Section 2 Test – Microeconomics II      Name:  

  

Study the extract below and answer the questions that follow. 

 

Targeting Obesity, Sorrell Proposes 'Soda Tax'  

Wednesday, 11/17/10 5:50pm  

Bob Kinzel - Montpelier, Vt.  

 

 Attorney General Bill Sorrell wants the Legislature to impose a new tax on soda to help combat 

what Sorrell calls a growing obesity crisis in Vermont.  

He wants to use the money raised from the tax to finance new initiatives that will provide 

Vermonters with healthier foods.  

 For Attorney General Bill Sorrell, the consumption of soda products in Vermont is a key factor 

in one of the largest health care issues facing the state.  

Sorrell says the number of Vermonters who are obese has more than doubled over the past 20 

years.  It's estimated that 25% of the state's adult population is obese and Sorrell says this 

number could easily reach 40% by 2050.  

Sorrell says that's why it's critical for the Legislature to aggressively attack this problem:  

"First of all, we do, yes we do recommend that the legislature impose a one cent, at least a one 

cent per ounce excise tax on so called sugar sweetened beverages...scientists are clear that so 

called SSBs are a primary cause a very significant cause of our skyrocketing obesity rates...the 

average Vermont adult right now consumes about 50 gallons a year of sugar-sweetened 

beverages."  

It's estimated that the indirect soda tax will raise about $30 million a year.  Sorrell wants to use 

this money to make it easier for people enrolled in the state's food assistance program to 

purchase more fruits and vegetables.  

He also wants to create a special fund for small retailers to purchase new energy efficient 

refrigeration units and he wants to expand participation in the school breakfast and lunch 

programs.  

Sorrell says his initiative is also designed to reduce health care costs.   

"The public health expenditures related to obesity, the lost productivity by Vermont employers 

due to obesity and overweight people is hundreds of millions of dollars a year. For this reason, it 

is clear that sugar-sweetened sodas are a demerit good. 

 

 

 

 

 

 

 

http://www.vpr.net/bio/40/
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a) Define the following terms indicated in bold in the text: 

i. Indirect tax       [2] 

 

ii. Demerit good      [2] 

 

 

b) Using an appropriate diagram and evidence from the text, explain how sugar sweetened 

sodas give rise to an instance of market failure.    [4] 

 

 

 

 

 

 

c) Using an appropriate diagram, explain how the proposed ‘soda tax’ may help to address 

and limit the scale of the market failure.     [4] 

 

 

 

 

 

 

d) Using information from the text and your knowledge of economics, evaluate the 

proposed soda tax.        [8] 
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Section III Test – Macroeconomics      Name: 

 

Study the extract below and answer the questions that follow. 

 

China risks return to overheating Sept 5th, 2008 / Beijing, PRC                            

 From The Gulf News print edition 

The only thing to fear in the slowing Chinese economy may be the excessive fear of a slowdown 

itself. 

Some worrying is warranted. But rushing into a fiscal stimulus, a hot topic of late, could make 

the economy a bubbling cauldron of unstable growth and inflation, its biggest problems just a 

few months ago. 

“It’s very easy for them to relax policy more than they should,” said Ben Simpfendorfer, an 

economist with the Royal Bank of Scotland in Hong Kong. “All of a sudden you could see a 

return of overheating risks.” 

China’s economy has decelerated markedly, the latest evidence coming this week in surveys that 

showed its manufacturing sector was shrinking for the first time in three years as a result of 

falling export demand. 

Mixed signals should keep Beijing cautious about launching into an expansionary fiscal policy.  

There has been much talk about reforming China’s value-added tax regime to allow corporations 

to write off spending on capital goods, which economists reckon could save businesses about 

200 billion yuan, or nearly one percent of GDP. 

Tax cuts, though, deliver less of a boost than direct spending, Ting Lu, a Merrill Lynch 

economist, said. 

China also has lots of monetary policy scope to breathe more life into the economy. For nearly 

one year, the government has sharply limited lending to tame credit growth. It has already 

increased loan caps by five per cent. 

Throw in more money for affordable housing and higher income-tax thresholds, and a picture 

emerges of stimulus that, so far at least, has been quite sober. 

“It’s not just releasing the purse strings. It’s tweaking with one eye to developmental objectives,” 

Simpfendorfer said. “China is least in need of a fiscal package, especially relative to developed 

economies.” 
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a)  Define the following terms indicated in bold in the text: 

 

 i) fiscal policy       [2 marks] 

 

 ii) monetary policy      [2 marks] 

 

 

b) Using an appropriate diagram, show how reduced export demand has affected the Chinese 

economy.        [4 marks] 

 

 

 

 

 

c) Using an appropriate diagram, show how changing the tax code to allow businesses to write off 

spending on capital goods will affect the Chinese economy.     

         [4 marks] 

 

 

 

 

d)  Using information from the text and your own knowledge of economics, evaluate the 

effectiveness of the measures outlined in the text in helping China meet its short-term and long-

term economic goals.       [8 marks] 
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Section 4 Test – International Economics     Name: 

 

Study the extract below and answer the questions that follow. 
 

China Complains to WTO About EU Tariffs 
 
China filed a complaint against European Union shoe tariffs at the World Trade Organization on Thursday, as 
Beijing continued its legal assault on what it says is unfair Western protectionism. 
 
China's exports have been growing since the 1990s, particularly after the country joined the WTO in 2001. Eight 
years later, China passed Germany to become the world's top exporter. That status comes with a price: China is 
now the leading target for protectionist measures, according to Global Trade Alert, an independent monitor. 
 
As the fitful economic recovery has put some domestic jobs and profits at risk, the EU and the U.S. have sought to 
stem the flow of Chinese imports with special duties. Added to existing tariffs, the duties are meant to make 
Chinese goods too expensive for consumers to afford.  
 
China isn't taking the restrictions lying down. From a new office near WTO headquarters in Geneva, Beijing is 
playing hardball. It is paying top dollar to engage premium counsel, some trade lawyers say.  
 
In the EU case, China is taking on one of the most important tariff increases ever levied, which has taken a bite out 
of its expansive shoe industry. The 16.5% tariffs are antidumping duties, meant to punish goods that are sold 
below cost and hurt the sales of domestic producers. 
 
The EU duties were inaugurated in 2006 and extended for 15 months in December 2009. At the same time, shoe 
imports from Vietnam were hit with a 10% tariff.  
 
The duties "violate WTO rules and undermine the legitimate rights and interests of Chinese businesses," 
Commerce Ministry spokesman Yao Jian said. 
 
The EU dismissed the complaint. "Antidumping duties are not about protectionism," said spokesman John Clancy. 
"They are about fighting unfair trade." The measures, he said, were imposed only on "evidence that dumping of 
Chinese products has taken place and that this is harming the otherwise competitive EU industry." 
 
After threatening in December to take the tariffs to the WTO, China filed the formal papers Thursday.  
 
The EU now has 60 days to offer a compromise. If none can be found, a three-judge panel will rule on the Chinese 
complaint's merits.  
 
The EU will be asked to prove that companies making shoes in China—many of them European—benefited from 
tax breaks, low-interest loans and other subsidies that allowed them to sell shoes in Europe below cost, and that 
the low price of those shoes hurt EU manufacturers.  
 
China has a good chance of prevailing in the case, a number of trade lawyers and analysts say.  
 
The EU tariffs were passed after fierce lobbying by Italy on behalf of its domestic shoemakers. Italy traded votes in 
other debates with EU members in exchange for support for the tariffs, EU officials say. 
 
If China wins, the EU would have to suspend the duties or face retaliatory trade restrictions against EU exports to 
China, such as pharmaceuticals, automobiles and wine. 
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Source: http://online.wsj.com/article/SB10001424052748704041504575044640704474512.html                        
Write to John W. Miller at john.miller@dowjones.com 
 
 

a)  Define the following terms indicated in bold in the text. 

 

  i) dumping         [2] 

 

  ii) tariffs         [2] 

 

 

b)  Using an appropriate diagram, explain the measures that, according to the EU, allowed 

companies making shoes in China to sell them in Europe below cost.    [4] 

 

 

 

 

 

c) Using an appropriate diagram, explain how the EU has attempted to protect its mainly Italian 

shoemakers from Chinese (and Vietnamese) manufacturers.     [4] 

 

 

 

 

 

d)  Using information from the text of the extract and your knowledge of economics, evaluate the 

decision of the EU to protect its shoe manufacturers in this way.    [8] 

 

 

 

 

 

(A model answer to this question follows on the next page) 

 

 

 

 

 

 

 

 

 

http://online.wsj.com/article/SB10001424052748704041504575044640704474512.html
mailto:john.miller@dowjones.com
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China Complains to WTO about EU Tariffs (Model Answer) 

 

a) 

i) Dumping is the practice of selling/exporting goods in/to foreign markets at prices below the 

costs of production. 

 

ii) Tariffs are taxes placed upon imports, levied both to increase the price of imports (and thus 

protect domestic producers) and to raise revenue for the government.  

 

b) The EU alleges that shoe companies (many of them European) manufacturing shoes in China  receive 

a wide variety of tax breaks, low-interest loans and other subsidies from the Chinese government that 

permits them to sell shoes in Europe at prices below the true cost of production. These subsidies can be 

expressed in a diagram as follows: 

 

 

       Price 
       S1 
 
              S2 
 
   
           P1 
           P2 
 
 
       Demand 
 
            Q1      Q2         Quantity 
 

 

 

As you can see, without subsidies, shoe manufacturers in China would be able to produce shoes 

according to the supply curve S1, and so produce Q1 shoes at a price of P1. However, with the aid of the 

alleged subsidies, Chinese firms are able to produce shoes according to the supply curve S2. This allows 

them to sell Q2 shoes at a price of P2. The EU claim is that as this price is below the cost of production 

that Chinese exporters are engaged in dumping. 

 

{Note for Teachers:  

Observe that in the graphical analysis questions, students should state what is going on using language 

first (the paragraph above the diagram), then express what is going on using a graph, and then, in the 

paragraph below the graph, clearly, and by directly referring to specific points and lines on the graph, 

explain what the graph is showing.} 
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c) The EU has responded to these subsidies by slapping an anti-dumping duty, or tariff, on shoe imports 

from both China and Vietnam. This tariff is designed to raise the price of imported shoes from these 

countries, thereby negating the cost/price advantage they enjoy thanks to the alleged subsidies. As a 

diagram: 

 

 

     Price 
 
             Supply (European Producers) 
 
 
 
         P1 
 
         P3                        Supply 2 (Asian Producers)  
      Tariff 
         P2                        Supply 1 (Asian Producers) 
 
                  Demand (European Consumers) 
 
        Q3       Q4     Q1        Q5     Q2                Quantity 
 

 

We can see that in the absence of imports, Q1 European-made shoes will sell for a price of P1. However, 

thanks to the imports of subsidized Asian-made shoes along Supply 1 (Asian Producers), European 

consumers could enjoy Q2 shoes at a lower price of P2. The only drawback was that the share of the 

European shoe market served by European factories had shrunk to 0-Q3, with the remainder of the 

market, Q2-Q3, being satisfied by imports. 

 

With the imposition of the tariffs, the price of imported shoes will increase to P3 (along Supply 2 (Asian 

Producers)). As imports are now more expensive, the domestic share of the market will rise to 0-Q4 

while the portion of the shoe market satisfied by imports will fall to Q5-Q4. Sadly, though, the higher 

price (P3) caused by the imposition of the tariff will cause total shoe sales to fall to Q5. 

 

 

d) The decision by the EU to protect its shoe manufacturers through the imposition of an anti-dumping 

duty on Chinese and Vietnamese-made shoes will likely be an effective means of protecting European 

(actually, mainly Italian) shoemakers in the short-run, but looking at the probable other impacts of this 

policy, overall this is not a good decision on the part of the EU. 

 

Looking at the short-run, yes, the imposition of the duty will raise the price of imported shoes and 

should result in more sales revenue going to European shoe makers, more jobs in the European 

footwear industry, and as well, some tariff revenue going to the EU government. However, against this, 

we must weigh the fact that European consumers will now be paying higher prices for shoes. Generally, 
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the welfare loss to consumers of protectionism is many times greater than the welfare gain enjoyed by 

protected producers. 

 

As well, in the short run, the Chinese are threatening retaliatory measures which could end up damaging 

other sectors of the European economy. In the medium to longer term, if the WTO rules against the 

tariffs, Europe’s reputation and credibility with its trading partners will have been tarnished and the 

tariffs will have to be removed anyway. 

 

The big question is at what cost is it acceptable to protect EU footwear manufacturing? 

 

The fact is that footwear manufacturing is a low-skill and low-technology industry that seems 

increasingly out of place in a high-wage and high labour productivity economy like the EU. It is a sunset 

industry that Europeans should be happy to shift to lower wage countries overseas.  

 

From the point of view of efficient resource allocation, the tariffs could lead to Europeans continuing to 

invest in their footwear industry, while their economy needs to move towards ever more highly skilled 

and technologically advanced industries. The tariffs could cause the EU to miss out on developing the 

industries of tomorrow in favour of holding on to the industries of yesterday. Youths who should be 

preparing for careers in biotechnology or some other field of the future may direct their energies 

towards careers in shoes, and so move Europe further and further away from developing the industries 

in which it enjoys a comparative advantage. 

 

Most worryingly, the tariffs seem to have been passed by the EU parliament only after intensive political 

lobbying by the Italians. This suggests another long-run risk of enacting these tariffs, which is 

dependency. Once enacted, the Italian shoe lobby will do almost anything to keep the tariffs in place, 

regardless of the impact the duties have on European consumers or other export-oriented sectors of the 

EU economy. 

 

Overall, the imposition of the tariffs seems like a knee-jerk reaction that may save some jobs and firms 

in the short-run, but which may in the long-run cost a great deal in terms of consumer welfare, efficient 

resource allocation, and political goodwill with important Asian trading partners like China. 
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Note to teachers: 

 

Observe that in the evaluation, I begin by saying that it will be effective and give a little bit of a summary 

of my arguments to come as well as my overall verdict (bad). Next, I look at other impacts in the short 

run. Following this, I look at the likely impact of a tariff in the long run.  

 

Throughout, I take every opportunity to show off my knowledge of the potential benefits and (in this 

case primarily) costs of protectionism. Evaluation is where students should take such opportunities. 

When doing definitions (a) or analysis (b and c) the goal is to be accurate, clear and concise. It is during 

evaluation that they have opportunities to discuss and explore ideas while coming to a conclusion about 

whether or not a particular response is likely good or bad. 

 

 

 


