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Activity:      

Are Disasters Good for the Economy?

Time Required:  1 class period

Materials:

· overhead transparencies  #1- 6 (#7optional)
· copies of student handouts:
· Clues (Visual #6) – 1 set per student group, cut into strips, 1 clue per strip (It is helpful to give groups different colored sets of clues.)
· Group Directions (Visual #2)  – 1 per student group 

· (Optional) Bastiat, “The Broken Window Fallacy” (Visual # 4)
1. Show students visual #1 and develop the vocabulary.  Emphasize that their task is to consider evidence from 3 major historical disasters to come to a consensus on the answer to the question of whether disasters are “good for the economy.”
2. Divide students into working groups.  Place a prize in the middle of each group’s table.

3. After distributing the “Group Directions” handout, display Visual #2 on the overhead and read through with students.

· Emphasize that there are 2 tasks assigned:  
1) to answer the question, and 
2) to determine which clues are essential to answering the question.  (The goal is to answer with the fewest clues.)
· Announce the rule for the prize in the middle of the table:  If I can answer the question using fewer clues than your group, you must forfeit the prize.  If I cannot use fewer clues than you did, you keep the prize. .
· Show (but do not yet distribute) the clue packets. Answer questions about the procedures.
4. Distribute the clue packets and directions handouts.  Announce the deadline for turning in answer forms.
5. At the end of the work time, collect the decision forms.  
· Sort the forms, and begin with the group claiming the greatest number of clues necessary to resolve the issue.  Ask the group spokesperson to identify their answer and the necessary clues, briefly explaining the reasons for including those clues.
· Invite other groups to challenge the answer and/or the number of clues.  Challengers must refer to specific clues from the activity in making the challenge.
· Depending on whether and how quickly the class reaches a consensus, choose a strategy for continuing the discussion.  For example:
· Interrupt the discussion and start again from the other direction:  Identify the group claiming the lowest number of necessary clues and ask them to identify their answer and clue and to defend their position, briefly.  Invite other groups to challenge the answer and/or the clue.
· Set up a “moving debate.”  Direct students who think that disasters are good for the economy to one side of the room, and those who think they are not to the other side of the room.  Proceed with the discussion – reminding students that comments must reference the clues – by calling on individuals who wish to contribute to the debate.  Students may change sides of the room at any time, as they are convinced by the comments.  Students may not sit in the middle of the room; they must take a position.
· Resolve the discussion by asserting that disasters are not good for the economy and that only 1 clue – any clue that tells us that resources (including people) were destroyed – is necessary to reach that conclusion. (Quickly determine which groups may keep their prizes before continuing the debriefing. Collect prizes from the other teams.)
6. Debriefing:
· What determines how much an economy can produce?  (Production, or output, is a function of resources – land, labor, capital, and entrepreneurship.)

· What happens to the resource base of an economy during a disaster?  (It is reduced, and therefore, output – GDP – must fall.)
· How is it possible for the GDP of an economy to fall, and GDP per capita to rise at the same time?  (If population falls more than GDP, then GDP per capita will rise.  Even though less is produced, there are fewer people to consume it.)

· What is likely to happen to GDP and GDP per capita if a disaster, like a pandemic, causes many deaths but little destruction of property?  (GDP will fall but GDP per capita may rise.) 
· Note also to students that GDP and GDP/capita measures of output do not capture very real elements of well-being like emotional pain and loss.  Additionally, we have no way to measure the contributions that might have been made, in the future, by people who were killed in the disaster.

· What kinds of disasters are likely to cause both GDP and GDP per capita to fall?  (Those –  like hurricanes, earthquakes, and volcanic eruptions – in which the major effect is property damage.)
· (Optional) Use examples from the lesson 1 background materials to develop the production possibilities frontier model (PPF) with students and to demonstrate the effects of disasters on economic output.  With more advanced students, teachers may also wish to use the background materials on how different types of disasters affect capital-to-labor ratios.
· Suppose that a flurry of rebuilding activity follows a natural disaster, resulting in a rate of economic growth that is higher after the disaster than it was before.  (The rate of economic growth measures how quickly GDP grows.)  Why is the increased rate of growth not indicate that the disaster was good for the economy?  (The disaster destroyed resources, so GDP fell.  The growth that occurs after the disaster, rapid though it may be, starts from a lower level and our measurement doesn’t reflect the activity that is essentially replacement.)
· Provide students with some examples in which credible people are claiming that disasters are “good for the economy,” and help them to develop a model for evaluating these claims.  For example, look back at Clue #9:

J.P. Morgan senior economist Anthony Chan:   "Preliminary estimates indicate 60 percent damage to downtown New Orleans. Plenty of cleanup work and rebuilding will follow in all the areas. That means over the next 12 months, there will be lots of job creation, which is good for the economy." 

Questions to ask:
· Is this a credible source?

· If so, are the standards for comparison specified? What does the person mean by “the economy”?
· What data is being offered and what does that data measure? Are the conclusions based on that data sound?
· Is this a case of miscommunication (about “the economy”) or is the author’s understanding flawed?

7. Introduce students to Bastiat using Visuals # 3 and # 4.  (Visual #4 may also be distributed as a handout.)
· What would Bastiat consider the “seen” in measurements of the economy after a pandemic disaster?  (The increases in GDP/capita, the increased rate of growth of GDP.)

· What would Bastiat consider to be the “unseen” in measurements of the economy after such a disaster?  (The emotional costs of the deaths, and the unknown future  contributions of the people who died.)

· What might Bastiat consider to be the seen and unseen impacts of disasters on individuals?  (The Economics Content Standards remind us that economic change hurts some people and helps others.  See Lesson 1 background materials for examples of “winners” and “losers” in the aftermath of recent natural disasters in the United States.) 
· Economist Julian Simon gave us some objective measure of the importance of people to economic growth.  (See Visual # 5.)
· “The source of . . . improvements in productivity is the human mind, and a human mind is seldom found apart from a human body.  And because 
improvements – their invention and their adoption – come from people, the amount of improvement plainly depends on the number of people available to use their minds.” 
“The connections between numbers of scientists, inventors, and ideas, and the adoption and use of new discoveries are difficult to delineate clearly.  But the links needed to confirm this effect seem very obvious and strong. For example, the data show clearly that the bigger the population of a country, the greater the number of scientists and the larger the amount of scientific knowledge produced; more specifically . . . scientific output is proportional to population size, in countries at the same level of income.

. . . The main contribution that additional persons make to society is the new knowledge of all kinds – scientific, organizational, and everyday knowledge. . .  that they create and leave behind them.  And to repeat an earlier statement, these gains are the result not only of geniuses but of a real number of work-a-day ingenious people.”                        (Julian Simon, Ultimate Resource 2, 380 & 385)
8. Use Visual #6  to reinforce to students that even modern economists sometimes seem to search for a silver lining in disasters, but that the bottom line is that disasters destroy resources and that reduces an economy’s ability to produce goods and services.
In his column "After the Horror" (New York Times, Sept. 14, 2001), [Paul Krugman, Princeton University economist]  says, "Ghastly as it may seem to say this, the terror attack . . .  could do some economic good." He suggests that the destruction will stimulate the economy through business investment in rebuilding. 

We know this has to be fishy just by asking: Would there have been even greater "economic good" had the terrorists succeeded in destroying buildings in Los Angeles, San Francisco, Chicago, Philadelphia, Boston and all other major cities? Of course, you and I know that is utter nonsense. Property destruction always lowers the wealth of a nation. I hope one of Krugman's students asks him, "If property destruction is good for the economy, why aren't Beirut and Belfast boom towns? 




           Walter Williams, 




          George Mason University economist

Are Disasters Good for the Economy ?

“Economic Growth from Hurricanes Could Outweigh Costs”

Although natural disasters spread destruction and economic pain to a wide variety of businesses, for some, it can mean a burst of activity and revenue.

USA Today, September 26, 2004
1 Month.  4 Hurricanes:  Jeanne, Ivan, Frances, Charley.  Pain or Gain? 
There’s no denying the suffering that natural disasters bring to victims unfortunate enough to be caught in their paths.  But what about the bigger picture – the impact on the economy?  As the quote above indicates, people seem to be of two minds.  You job in this activity is to end the confusion and come up with a definitive answer to the question of whether disasters are good for the economy.
These definitions may be helpful in sorting out the clues:

GDP (Gross Domestic Product):  GDP measures the output, or new production, of an entire economy over a single year.  Comparing GDP from one year to the next can give us an indication of whether and how fast an economy is growing.

GDP per capita:  Per capita means “per person.”  




GDP per capita = GDP ÷ population

This is the commonly used measure of economic “well-being,” or the average standard of living of the people in the economy.
Are Disasters Good for the Economy?
(Or “I Can Answer That Question With Only  _?__ Clues!”)
Group Directions:  Each group will receive a set of the clue strips about disasters from medieval times to the present:  the Black Plague in the 14th century, the Spanish Flu during WWI, and the recent devastation of Hurricane Katrina.  Each clue describes one impact of a specific natural disaster.  All the clues are true.    
The clues are numbered for easy reference in discussion.  The numbers on the clues have no significance.
Procedures:

Step 1:  When you receive your packet of clues, distribute them as evenly as possible among group members.  In round robin fashion, read the clues aloud and discuss each to clarify the information offered in the clue.
Step 2:  Sort the clues into 3 piles, by consensus.
· Clues that are helpful in answering the question.
· Clues that are not helpful in answering the question.
· Not sure.  Clues that you will consider again later.
(Note:  You may move clues if you change your mind during the discussion.)
Step 3:  Consider each pile of clues, looking at the data on economic performance. 
· What is being measured in each clue?  

· What does the measured factor tell you about the economy?
· Do the various measurements indicate economic change in the same/different direction (positive/negative)?
· Do economic measurements differ with the type of disaster?
Step 4: Fill out game sheet, below.  Tear off and turn in by the deadline. 

--------------------------------------------------------------

Team Members: ___________________________________________

Are disasters good for the economy?   ​​​​​​​​​​​__________________________

How many clues are necessary to answer the question? ______    

Which clues?   #______________________________________   
What Is Seen and What Is Not Seen?

Frederic Bastiat:   

"There is only one difference between a bad economist and a good one: The bad economist confines himself to the visible effect; the good economist takes into account both the effect that can be seen and those effects that must be foreseen." 

The Broken Window Fallacy

“Have you ever been witness to the fury of that solid citizen, James Goodfellow, when his incorrigible son has happened to break a pane of glass? If you have been present at this spectacle, certainly you must also have observed that the onlookers . . . offer the unfortunate owner the selfsame consolation: "It's an ill wind that blows nobody some good. Such accidents keep industry going. Everybody has to make a living. What would become of the glaziers if no one ever broke a window?"

. . . Suppose that it will cost six francs to repair the damage. . . . The glazier will come, do his job, receive six francs, congratulate himself, and bless in his heart the careless child. That is what is seen.

But if, by way of deduction, you conclude, as happens only too often, that it is good to break windows, that it helps to circulate money, that it results in encouraging industry in general, I am obliged to cry out: That will never do! Your theory stops at what is seen. It does not take account of what is not seen.”

“It is not seen that, since our citizen has spent six francs for one thing, he will not be able to spend them for another. It is not seen that if he had not had a windowpane to replace, he would have replaced, for example, his worn-out shoes or added another book to his library. In brief, he would have put his six francs to some use or other for which he will not now have them.

Let us next consider industry in general. The window having been broken, the glass industry gets six francs' worth of encouragement; that is what is seen.

If the window had not been broken, the shoe industry (or some other) would have received six francs' worth of encouragement; that is what is not seen.

. . . Destruction is not profitable.”

Frederic Bastiat, 1848    
Human Beings Are the Ultimate Resource
The source of . . . improvements in productivity is the human mind, and a human mind is seldom found apart from a human body.  And because improvements – their invention and their adoption – come from people, the amount of improvement plainly depends on the number of people available to use their minds. 

The connections between numbers of scientists, inventors, and ideas, and the adoption and use of new discoveries are difficult to delineate clearly.  But the links needed to confirm this effect seem very obvious and strong. For example, the data show clearly that the bigger the population of a country, the greater the number of scientists and the larger the amount of scientific knowledge produced; more specifically . . . scientific output is proportional to population size, in countries at the same level of income.

. . . The main contribution that additional persons make to society is the new knowledge of all kinds – scientific, organizational, and everyday knowledge. . .  that they create and leave behind them.  And to repeat an earlier statement, these gains are the result not only of geniuses but of a real number of work-a-day ingenious people.           
Julian Simon, Ultimate Resource 2, 380 & 385)
Modern “Translation” of Bastiat
In his column "After the Horror" (New York Times, Sept. 14, 2001), [Paul Krugman, Princeton University economist] says, "Ghastly as it may seem to say this, the terror attack . . .  could do some economic good." He suggests that the destruction will stimulate the economy through business investment in rebuilding. 

We know this has to be fishy just by asking: Would there have been even greater "economic good" had the terrorists succeeded in destroying buildings in Los Angeles, San Francisco, Chicago, Philadelphia, Boston and all other major cities? Of course, you and I know that is utter nonsense. Property destruction always lowers the wealth of a nation. I hope one of Krugman's students asks him, "If property destruction is good for the economy, why aren't Beirut and Belfast boom towns? 




           Walter Williams, 




          George Mason University economist



Clues:

1.  Studies of the economies of Europe after the Black Death have revealed evidence of increasing real wages in agriculture and rising incomes for craftsmen.  Economic historian, Jack Hirshleifer:  “That per capita income of the lower classes . . . tended to rise is evidenced by innumerable reports of individuals of lower status stepping up to fill vacant places, [and] of remissions and recontracts of feudal dues.”

In eastern England wage increases due to the Black Plague were approximately 32% for the threshing of wheat, 38% for barley, and 11% for oats.

2.  25 million people died in just under five years between 1347 and 1352. Estimated population of Europe from 1200 to 1352. 

· 1200 59 million 

· 1300 70 million 

· 1347 75 million 

· 1352 50 million

3.  As a result of the Black Death, “Whole villages were depopulated, marginal land returned to scrub and pasture, the value of land plummeted, the marginal cost of agricultural production declined, and food supplies became more plentiful.  The apparatus that had tied the serf to his lord’s manor was gravely weakened, and many feudal holdings were broken up . . . . Surviving tenants had the choice between taking on additional leases and moving away.  . . . [Some migrated] to jobs in other villages and in the towns, where labor shortages expanded employment opportunities.”  (Bell, 13)

4. England

	Date
	1086
	1300
	1470
	1526

	Population
	2.25 m
	5 m
	2.3 m
	2.3 m

	Estimated GDP
	£0.4m
	£4.66m
	£3.5m
	£5m


The Wealth of Medieval England by Nicholas Mayhew http://lamop.univ-paris1.fr/W3/richesses/NickMayhew.pdf 

5. Spanish Flu, 1918-19:  In Philadelphia, 158 out of every 1000 people died; 148 out of 1000 in Baltimore; 109 out of 1000 in Washington, D. C. The good news (if there was any) was that the disease peaked within two to three weeks after showing up in a given city. It left as quickly as it arrived. Sixty percent of the Eskimo population was wiped out in Nome, Alaska.  Eighty -90% of the Samoan population was infected, many of the survivors dying from starvation because they lacked the energy to feed themselves. Luxury ocean liners from Europe would arrive in New York with 7% fewer passengers than they embarked with. 

6.  Mortality estimates for the Spanish Flu range from 20 – 40 million deaths worldwide and 675,000 deaths (550,000 considered “excess deaths” beyond normal mortality) in the U.S.

	Year
	U.S. Nominal GDP
(billions of dollars)
	U.S. Population
(in thousands)
	U.S. Real GDP
per Capita
(2000 dollars)

	1916
	$49.6
	101961
	$5626

	1917
	$59.7
	103268
	$5418

	1918
	$75.8
	103208
	$5910

	1919
	$78.3
	104514
	$5883

	1920
	$88.4
	106461
	$5721


7.  August 1918 – March 1919, the height of the Spanish Flu pandemic in the United States, was also a downturn in the economy, associated with falling production and business failure.

The Congressional Budget Office has estimated that if the U.S. today experienced a pandemic similar to the Spanish Flu of 1918-19, gross domestic product (GDP) would fall by 5%.

8.  The Center for Policy Research (CEPR) 2003 analysis of the 1918 Spanish Flu pandemic concludes that “Controlling for numerous factors . . . the results indicate a . . . positive effect of the influenza epidemic on per capita income growth across states during the 1920s.”

9.  J.P. Morgan senior economist Anthony Chan:   "Preliminary estimates indicate 60 percent damage to downtown New Orleans. Plenty of cleanup work and rebuilding will follow in all the areas. That means over the next 12 months, there will be lots of job creation, which is good for the economy."   
Professor Doug Woodward, University of South Carolina: [“Looking] at the economic impact, our research shows that hurricanes tend to become God-given work projects." Within six months, Woodward "expects to see a construction boom and job creation offset the short-term negatives such as loss of business activity, loss of wealth in the form of housing, infrastructure, agriculture and tourism revenue in the Gulf Coast states."  http://findarticles.com/p/articles/mi_qn4188/is_20050907/ai_n15325928     

10.  Estimates:  

Property damage from Hurricane Katrina:  >$81 billion. 

Deaths:  >1600

People displaced:  >1 million

People affected:  >9 million

	Year
	U.S., Nominal GDP
(billions of dollars)
	U.S. Real GDP
(billions of 2000 dollars)
	Population
(in thousands)
	Real GDP
per Capita
(2000 dollars)

	2004
	$11685.9
	$10675.8
	293638
	$36357

	2005
	$12433.9
	$11003.4
	296507
	$37110

	2006
	$13194.7
	$11319.4
	299398
	$37807
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