Economics Definitions

Revenue ( money taken in by the government – the most usual sources being taxes and customs duties (tax on imported goods)

Expenditures ( Any money spent by the government

Budget ( a spending plan developed by the government – all revenues are totaled and all expenditures for the coming year are announced.  This can tell us the government’s spending priorities!
Balanced Budget (  expenditures and the revenues are equal.  Before the Great Depression, with the exception of wartime, governments always balanced their budgets!

Deficit ( expenditures are larger than revenues.  This term also refers to the total of all borrowed money by the government for that year.

Currency ( This term refers to the actual money used in a particular country.  At one time, the value of a country’s currency was determined by the amount of gold (and sometimes silver) that a country possessed.  Today, it is much more complicated, including factors like productivity of a country, size of national debt, interest rates, relative value compared to other countries, etc.

Market Economy ( individual producers and consumers determine the kinds of goods and services produced, and the prices of those products.  Markets can be physical places where buyers and sellers meet, but they don’t have to be (like over the phone or internet).

Supply & Demand (  this determines pricing in a market economy.  Supply is the availability of a particular product.  Demand represents how badly people want that product.  Traditionally, a great supply equals lower prices, and great demand raises prices.  The opposite of these rules is also true.

THE BUSINESS CYCLE
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It is quite normal for market economies to go through cycles of prosperity and recession (when economic activity is in decline) every five or six years – this is called the Business Cycle.  

Because this wave pattern has repeated for decades, business leaders and politicians assume that any recession will naturally correct itself after several years. 

However, occasionally there are also periods of extreme prosperity (called a boom) followed by a serious downturn (called a bust) and a deep prolonged recession (called a depression).

CAUSES OF THE GREAT DEPRESSION – lecture notes

1.
Overproduction – during the 20’s, industries expanded and profits were spent adding on to factories or building new ones.


-huge supplies of unsold goods were stockpiled (overproduction)


-factory owners panicked, slowed down production and laid off workers


-now workers had less money to spend on goods, so sales slowed more

2.
Canada’s Reliance on Exporting Staple Products


-our economy relied on staples (crops, timber, minerals)


-as long as countries bought them, our economy would stay strong


-from 1925-30, farmers grew record quantities of crops and sold them for 

record prices


-by 1929, all other countries had record crop numbers so competition for 

sales was extreme


-Canadian farmers were left with large quantities of unsold wheat and 

prices dropped dramatically.


-even with many hungry families to feed, this grain stayed in storage!

3.
Drought!

-by the 30’s, farmers were faced with terrible droughts, many summers in a row (the “Dust Bowl of the 30’s”)


-no rainfall = dying crops = no wheat to be shipped = railways and flour 

mills lost business


-read John Steinbeck’s “The Grapes of Wrath” if you want a vivid 

account of the mass migration of farmers from the prairies to the west.
4.
Canada’s Dependence on the US

-any decline in foreign economies would hurt Canada, as we relied so 

heavily on staple exports


-40% of our exports were sold to the US


-when their economy failed, ours was soon to follow!

5.
Stock Market Crash (Black Tuesday, Oct 29th, 1929)


-many investors bought their shares on margin (you experienced this last 

class!)


-despite indications that price of wheat was falling, investors and 

speculators continued to pour money into the stock market


-as stocks continued to decrease in value, investors panicked and sold 

large volumes of stocks, creating a downward spiral


-On Oct 29, 1929, the value of several key shares on the TSE dropped by 

$1 million per minute!

-although few Canadians owned stocks, many were affected through loss of jobs and falling prices for their products

6.
Economic Protectionism & Tariffs

-through the 20’s, there was an increasing trend in tariffs (duties collected on goods coming into a country)


-USA practiced this protectionism to protect home industries from 

competition of foreign goods


-trade restricted even further as countries like Canada also added tariffs


-farmers suffered as they could not sell their wheat to the US as it was too 

expensive once the tariffs were added

7.
International Debt after WWI


-USA lent money to foreign nations after WWI


-those nations often relied on their ability to sell their products to the US 

in order to raise the money to pay those loans


-the protectionist movement reduced this trade, and those countries lost 

their ability to pay off their debts

-Germany had no ability to pay the reparations it owed at the end of WWI

Although it is important that students know all the factors, they don’t need to write down each detail!  They are for the teacher to speak on as each factor leading to the Depression is written down by the students.  HOWEVER, they should be able to briefly explain each one.

