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This module examines interest rates and the impact that they have on the 
economy. It also explores what factors are used in establishing interest rates 
and how interest rates differ depending upon the relationship between lender 
and borrower. 

Learning Outcomes 
The students will be able to: 

1. Explain how interest rates affect saving, spending, investing and 
borrowing. 

2. Identify how the Bank of Canada affects interest rates. 

3. Compare different types of interest rates and the reason they exist. 

New terminology • Opportunity Cost • Store of Value • Purchasing Power • Real rate of Return • Real rates of Interest • Nominal rates of interest • Inflation premium • Bank Rate • Prime Rate • Policy Interest Rate (Overnight rate) • Administered rate 
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Implementation Strategies 
This lesson will require three class periods to complete and internet access in 
order for the students to access information from the Bank of Canada website 
and the Canadian Bankers Association website. The students will engage in 
role play and various group activities in order to complete the lesson. 

Period One: 
This first activity is to be done initially without the students having read any part 
of this chapter.  • Begin the lesson by dividing the class into six groups and assign one of 

the following identities to each of the groups: 
1. You are a business executive who is looking to borrow a few million 

dollars to expand your company and hire more staff. 
2. You have considerable money tucked away in a personal savings 

account and a large sum of readily available cash that you are 
looking to do something with. 

3. You are planning on financing the purchase or lease of a new car. 
4. You own an exporting company whose business is just starting to 

take off as a result of your recent trip abroad. 
5. You own an import company that is growing because of a recent 

promotion with companies across the country. 
6. You are on a fixed income and have been managing your money 

well but need to borrow funds to do some needed house 
renovations. • Explain to the groups that the Bank of Canada is about to announce its 

position on interest rates and the groups are to discuss their reaction to 
the announcement indicating: 

o Are you happy about what has just been announced? 
o Why or why not? 
o What are you likely to do as a result of this announcement? • Read the following announcement from the Bank of Canada: 

“We have been monitoring the performance of our economy and, 
utilizing information such as the CPI and employment figures, and 
coupling that with a determination regarding the output gap, we 
believe it is necessary to adjust the bank rate from 1.75% to a 
new level of 2%.” 
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 • Allow the groups a few moments to react to the announcement within 

their group and then answer the assigned questions. • Have each group report. • Once they have stated their responses, have them read to the end of 
7.1 “Interest Rates: A Powerful Influence on Spending” and then have 
them review their answers. • Once they have done this, have each group indicate whether or not they 
would alter their response indicating why or why not. • As a conclusion to this activity review with them that when interest rates 
rise it is usually the case that: 

o Consumption falls 
o Investments fall 
o Export sales decline 
o Consumers may shift to more imported goods and services 
o These things reverse if interest rates decline rather than increase. • Have them access the Bank of Canada backgrounder on output gap and 

read the short backgrounder to reinforce this concept with the students – 
https://www.bankofcanada.ca/wp-
content/uploads/2010/11/output_gap.pdf • Conclude this period of the lesson by holding a plenary session and 
clearing up any concerns regarding the material discussed during class. • Indicate to the students that they should revisit the role play they were 
involved in and write up what their responses were and be prepared to 
hand that in at the beginning of the next class. 

 

Period Two: • Begin this period of the lesson by telling the students they are going to 
be assigned a role and asked to make some decisions while in that role. • Assign them the following role and task: 

You are in a position to lend people you trust some money. You 
would like to ask a higher interest rate than you can get at the 
bank in a savings account. You want these people to borrow the 
money from you so you have to consider what interest rate you 
would charge. How would you go about determining the rate that 
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you would set? Would you charge the same interest rate to all? 
Why or why not? • Allow them a few moments to prepare their answer and then take some 

responses from the students. • Conduct a plenary session to discuss and review the criteria that the 
students have presented. • Have the students now read the articles on the two following web pages: 

Issue Brief: Banks and Interest Rates – 
https://www.cba.ca/banks-and-interest-rates 
Understanding Interest Rates – 
https://www.cba.ca/understanding-interest-rates • Once they have read the two articles, answer any questions they may 

have. • Divide the class into groups of four and tell them that they will engage in 
the “Heads Together” activity based on their reading of 7.2 in Module 
Seven – “Why Interest is Paid.” 

(If you have not engaged in this activity before it simply involves 
the group closing in together to discuss quietly an answer to a 
question once they are told “Heads Together.” After a few 
moments, they will be told “Heads Apart” and it will be expected 
that a group will provide an answer. Other groups can then add 
to the explanation if appropriate.) • Allow them a few minutes to read the section and then engage in the 

“Heads Together” activity for each of the following questions: 
o What are the two basic components that determine an interest 

rate? 
o Why is confidence in the economy important when setting an 

interest rate? 
o What is nominal rate of interest? 
o What is inflation premium? 
o What is real rate of interest? 
o What is real rate of return? 
o What other factors affect what interest rate you will get? • Conclude this period by clarifying any outstanding concerns or 

confusions. 
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Period Three: • Start the lesson by informing the students that, in addition to the 
discussion of interest rates during the last class, they should be aware 
of the fact that there are different interest rates that are charged in 
different situations and circumstances. • Indicate to them that one of the most significant is the Policy Interest 
Rate (PIR) and direct them to the Bank of Canada website – 
https://www.bankofcanada.ca/wp-
content/uploads/2010/11/target_overnight_rate_jan2016.pdf.pdf and 
have them read  the article. • Once this has been done, assign the following terms for them to define 
either by researching the information on the internet or by reading 7.4 in 
Module 7 – “The Prime Rate and Other Administered Rates.” 

o Prime rate 
o Administered rates 
o Bank rate 
o Policy Interest rate • Allow them time to complete this task and then engage them in a “Think, 

Pair, Share” activity by pairing them up and having them share their 
information with their partner to reinforce the understanding of the terms. 
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Evaluations 
1. Evaluate the submitted homework based on the role play activity. 
2. Their “Think, Pair, Share” notes could be submitted for checking 

Other Related Activities 
1. The students could research the impact of rising interest rates on 

Canadians by accessing such websites as this CBC article –
http://www.cbc.ca/news/business/transunion-debt-interest-rates-
1.3759844 

2. The students could do a comparison of different banks and their 
interest rates. 

3. The students could explore the differences with on-line banks such 
as Tangerine. 

On-line Links 
Bank of Canada – Target for the Overnight rate – 
https://www.bankofcanada.ca/wp-
content/uploads/2010/11/target_overnight_rate_jan2016.pdf.pdf 
 
Canadian Bankers’ Association – Banks and Interest Rates –
https://www.cba.ca/banks-and-interest-rates 
 
Canadian Bankers’ Association – Understanding Interest Rates – 
https://www.cba.ca/understanding-interest-rates  
 
Bank of Canada – Output gap – https://www.bankofcanada.ca/wp-
content/uploads/2010/11/output_gap.pdf 
 

 


