
1.1 Why are some places littered with beer cans and
wrecked cars while others are not? 16

1.2 Why do many hardware manufacturers include
more than $1000 worth of free software with 
a computer selling for only slightly more than 
that? 17

2.1 How does comparative advantage arise and why
might countries not take advantage of it? 36

3.1 Why has the consumption of French fries
increased substantially during the last 
25 years? 73

3.2 When the price of oil rises, why do prices for
houses in Calgary rise? 76

3.3 Why do the prices of some goods, like airline
tickets to Europe, go up during the months of
heaviest consumption, while others, like sweet
corn, go down? 80

5.1 Does GDP measurement ignore the underground
economy? 116

5.2 Why do far fewer children complete high school 
in poor countries than in rich countries? 124

6.1 Bad month to take out a mortgage 146

6.2 Why has the growth of information technology
(IT) investment been so much higher in the 
United States than in Germany? 149

7.1 Why do almost all countries provide free
education? 186

8.1 The bull market and household wealth 198

8.2 Why did Japanese households save so much? 200

8.3 Has a decline in the gross saving rate in Canada
produced a decline in corporate investment? 216

9.1 Private money: Ithaca Hours and LETS 223

9.2 The U.S. banking panic of 1930–1933 and the
money supply 235

10.1 Why did the Canadian stock market boom in the
latter half of the 1990s? 251

10.2 How could Canada have a current account deficit
but a trade surplus? 257

11.1 The Canadian and Japanese slumps of the 
1990s 279

11.2 Soaring incarceration rates and the natural rate 
of unemployment for U.S. males 282

11.3 Why did the Coca-Cola Company test a 
vending machine that “knows” when the weather
is hot? 287

12.1 The Second World War and the end of Canada’s
Great Depression 308

12.2 Saved by the net exports 308

13.1 What happened to the bank rate? 337

13.2 Why did the Bank of Canada cut the overnight
rate target nine times in 2001? 347

14.1 The collapse of oil prices in the latter half of the
1980s 367

15.1 Why did inflation escalate during 1973–1974 and
during 1980–1981? 398

16.1 Will “cheap” foreign labour undermine high-wage
economies? 430

17.1 Does a strong currency imply a strong 
economy? 452

17.2 What were the causes and consequences of the
East Asian crisis of 1997–1998? 467

17.3 Why have 12 European countries adopted a
common currency? 470

Economic Naturalist Examples



Over many years economists have developed some simple principles that
are useful for understanding a wide range of situations—from the rela-
tively simple economic decisions that individuals make every day to the
workings of highly complex markets, such as international financial mar-
kets.These principles have their origins in microeconomics but they find
wide application even in macroeconomics. Our basic economic problem
is that we have boundless needs and wants, but the resources available to
meet them are limited so having more of one good thing usually means
having less of another. Whenever we must choose among alternatives,
we confront the problem of scarcity. A major objective of this book is
to help students to learn economic principles and how to apply them to
solve the basic economic problem.

The Cost–Benefit Principle: An individual (or a firm or a society)
will be better off taking an action if, and only if, the extra benefits from
taking the action are greater than the extra costs.

From this basic starting point, five other important principles follow:

The Principle of Relevant Costs: In considering whether to produce
or consume more of a good, what matters is the cost of one more unit
(marginal cost).

The Implication of Comparative Advantage:Total output is largest
when each person (or each country) concentrates on the activities for
which his or her opportunity cost is lowest.

The Principle of Increasing Opportunity Cost: In expanding the
production of any good, first employ those resources with the lowest
opportunity cost. Only when all of the lowest cost resources are
employed does it make economic sense to use resources that have
higher opportunity costs.

The Efficiency Principle: Economic efficiency occurs when total eco-
nomic surplus is maximized. Efficiency is an important social goal
because, when the economic pie grows larger, everyone can potentially
have a larger slice.

The Equilibrium Principle: A market in equilibrium leaves no unex-
ploited opportunities for individuals but may not exploit all gains achiev-
able through collective action.

Economics and Its Core Principles


