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Preface

In the United States, we have a fast-paced economy that spurs the devel
opment of a seemingly never-ending stream of new products. As consum
ers, we sometimes face a bewildering array of products to buy. As workers* 
we see many opportunities for new kinds of work, but we also see the need 
for training for that work. As citizens, we must be able to make wise 
choices about our government and the legal and economic systems effected 
by our leaders.

Helping young people to become knowledgeable consumers, workers, 
and citizens is what this textbook is all about. In our private enterprise 
economy, we must each make many decisions. We must choose from 
among the various goods and services available in the marketplace. We 
must choose from among a variety of career options. And through the 
election process, we must choose leaders who will form our government 
policies. For all of us, the quality of life depends on the degree to which we 
are able to exercise economic knowledge to make informed and intelligent 
decisions.

Objectives
Our Business and Economic World, second edition, is designed primarily to 
help prepare individuals to make decisions in their interrelated roles as 
consumers, wage earners, and citizens. Basic economic theory and princi
ples are examined, and readers are encouraged to develop economic 
competency in applying their knowledge to practical ends.

After studying the chapter narrative and completing the activities in 
the textbook and the related workbooks, students should be able to do the 
following:

1. Make informed and intelligent personal business and consumer 
decisions.

2. Explain and appreciate the operations of the private enterprise 
system.

3. Understand the broad range of occupational opportunities 
available to them.

4. Exercise the economic rights and responsibilities of citizens in a 
democratic society.
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Organization
Our Business and Economic World, second edition, comprises ten units 
divided into forty-one chapters. The first five units cover the basic ele
ments that are essential to an understanding of economic life. The 
second five units focus on applications of economic understanding to 
consumer activities. Unit 1, "Managing Your Resources,” leads off with 
a discussion of the unlimited wants that must be met with limited 
resources. Meeting our wants and needs with scarce resources requires 
wise decision making, and students are taken step by step through the 
problem-solving approach to decision making.

Unit 2, “ Economic Systems,” investigates how economic systems 
work and describes and evaluates the private enterprise*system. The 
role of the market in our private enterprise economy is developed 
through discussions of the laws of supply and demand.

Unit 3, "Doing Business in a Private Enterprise Economy,” exam
ines how businesses function, as well as how they are organized. The 
impact of the computer on our personal and business lives is explored 
along with the role of technology in providing fuel for the development 
of new products or new ways of doing business. The unit continues with 
a discussion of the legal environment in which businesses operate in the 
United States. Finally, the impact of world trade on our economy and 
the forces that affect such trade are explored.

Unit 4, "Making Consumer Decisions,” provides a look at how con
sumers make decisions and then goes on to describe sources of consumer 
information and protection. The relationship between government and 
business in a private enterprise economy leads off Unit 5, "Government 
and Labor in a Private Enterprise System.” The unit continues with a 
discussion of how various government units obtain and spend money. A 
description of the roles of labor and the collective bargaining process 
concludes the unit.

In Unit 6, "Choosing a Career,” the world of work is introduced, and 
students are lead through several methods for identifying career inter
ests and following up those interests in applying for a job. Unit 7, 
“ Money and Banking,” covers our banking system and discusses a vari
ety of financial institutions and the services they offer. Information on 
how to use a checking account is provided, along with a discussion of 
electronic banking.

Unit 8, “ Using Credit W isely,”  explains various forms, uses, and 
sources of credit. Some of the decisions that must be made in using 
credit and laws covering credit use are also explained. Ways of saving 
money and forms of investment — such as savings accounts, stocks and 
bonds, real estate, and collectibles — are the focus of Unit 9, “ Saving 
and Investing.” Unit 10, "Insuring Against Loss,” concludes with a look 
at the need for insurance and the various types that are available.
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Special Features
This second edition of Our Business and Economic World continues the 
many features that contributed to the success of the first edition. The 
design of the textbook invites the reader through the use of bright, col
orful headings and illustrations. Color is used throughout the textbook 
to motivate the reader and to highlight important terms appearing for 
the first time.

Each chapter begins with a series of sentences or questions to stimu
late student thinking. These "organizers” are actually informal chapter 
objectives. Each chapter continues with a list of new terms to be defined 
in the chapter. This list, in conjunction with the definitions within the 
text narrative, can be used to help students develop and expand their 
business vocabularies.

Special attention is given to reading level and to writing style. Sen
tences are purposely kept short and are written in a personal style 
designed to appeal to students. New terms are highlighted and defined 
at the point of first use and are tested for understanding in end-of- 
chapter activities. New topics are introduced in relatively small learn
ing segments, followed by questions within the text to help students 
relate new learnings to their own experiences.

Chapter-end materials are arranged according to difficulty and are 
designed to correspond with specific learning objectives. Questions are 
included to gauge student understanding of key concepts, as well as to 
allow students to apply what they have learned to their personal eco
nomic lives. The chapter-end materials conclude with a special activity 
that varies from chapter to chapter but always emphasizes the develop
ment of a basic skill, such as math, human relations, communication, or 
analysis and interpretation of business information.

A short vignette appears at the end of each chapter and focuses 
specifically on a career, an issue, a person, or a trend in business. These 
vignettes provide information on a number of different career choices to 
help students begin exploring their own personal career interests. They 
also provide information on several thought-provoking issues and 
trends within our economy.

In recognition of the increasing use of microcomputers, the text
book includes two short computer literacy simulations called Compu- 
sense. The first Compusense, which follows Chapter 4, provides a 
computer program for personal budgeting. The second Compusense fol
lows Chapter 29 and provides a computer program for reconciling a 
bank statement. Two mini-simulations are also included to provide stu
dents with realistic experiences in making business decisions and using 
credit. These simulations are described in the textbook (see pages 190 
and 514), with all instructions and materials provided in the student 
workbooks and in the teacher’s manual.
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Supporting Materials
Our Business and Economic World, second edition, is the central compo
nent of an instructional package that includes student and teacher’s 
editions of two workbooks, two sets of tests, and a teacher’s manual. The 
workbooks, Student Activities — Chapters 1-21 and Student Activities — 
Chapters 22-41, contain a wealth of problems, projects, and other activi
ties that w ill enrich and reinforce student understanding of the concepts 
presented in the textbook. A new, two-page math and language arts 
review is included at regular intervals throughout the workbooks to pro
vide specific reinforcement of those skills. Each workbook also includes 
instructions and documents for completing the simulations from the 
textbook (the two Compusense and the mini-simulations^on entrepre
neurship and credit).

A series of 4-page achievement tests is available. Test Package 1 — 
Chapters 1-21 contains tests for the first 21 chapters and an end-of- 
semester test. Test Package 2 — Chapters 22-41 contains tests for Chap
ters 22-41 and an end-of-semester test.

The teacher’s manual contains a section on the methodology of 
teaching that includes teaching/learning strategies, evaluation consid
erations, suggested course outlines, and selected additional readings. 
The manual also presents specific learning objectives, suggestions for 
launching and enriching the discussion of text material, the solutions to 
all textbook activities, and selected transparency masters. Solutions to 
all the tests are also included.

Acknowledgments
The continuous collection of information for updating and revising a 
textbook involves the efforts of many people. Thanks go to the many 
teachers using the first edition of the textbook who responded to various 
questionnaires. Thanks are also due to the various individuals and 
groups, too numerous to be singled out for separate acknowledgments, 
who assisted the authors by providing research, resource materials, or 
assistance in manuscript preparation. Family members and friends sup
ported us with constant encouragement during the writing and rewrit
ing of the manuscript. To all, we are grateful.

Betty J. Brown
John E. Clow
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CHAPTER 1

Unlimited Wants, 
Limited Resources

• When you think about it, you will realize that you have almost 
unlimited wants. You may want new clothes, cassettes, a trip 
somewhere — and on and on. Can you get everything you want? 
How do you choose?

• There are some things in life that are in short supply. There are only 
so many hours in a day. So that means time is scarce. How about 
money? Do you have all you want? How do you decide how you'll 
use your money?



Unit 1 Managing Your Resources 3

Do you know what these terms mean?

wants
goods
services
factors of production

labor
capital goods
entrepreneurship
scarcity

natural resources 

You’ll learn all about these terms in this chapter.

W hile walking home from school one day, Mike and M ario talk 
about the things they would like to have for their birthdays. Their 
birthdays are only two days apart. Mike wants a ten-speed bike, and 
M ario wants a pair of ice skates. To go w ith +iis bike, Mike also 
wants a lock and a bike bag. M ario wants to take skating lessons 
after he gets his skates. He also wants a bag to carry his skates back 
and forth to his lessons.

W ants are the desire for things that we wish we could have. All 
of us want things. In fact, our wants are almost unlim ited in num
ber. Sometimes all that lim its our wants is our own imagination. 
But most of us cannot have everything that we want. W e have to 
decide what is most important to us. W e have to make decisions 
about which wants to satisfy.

Most of our wants —  no m atter how unlim ited they may be —  
can be satisfied by some type of good or service. Goods are products, 
or items, that we may buy or someone else may buy for us. Goods 
can be physically measured or weighed. Bikes and skates are goods. 
So are heating oil, groceries, telephone w ire, and lumber. Goods 
satisfy our wants for m aterial things —  things that we can see and 
touch.

W e also have wants for things to be done for us. W e want some
one (or something) to take our lunch orders, cut our hair, or teach us 
how to type. These wants are for services, which are tasks that peo
ple or machines perform. M ario ’s want for skating lessons is a want 
for a service. He does not want a m aterial thing. He wants someone 
to teach him how to figure skate. Teaching someone to do some
thing, or doing some other activity for someone, is a service. Serv
ices, then, satisfy our wants for nonmaterial things, that is, things 
that we cannot actually see or touch.

SATISFYING WANTS
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At this moment, what are your four most important 
wants? How many are for goods? How many are for 
services?

In identifying your wants as goods or services, you may have 
thought of some wants that are neither of these. All of us want to be 
loved and to have our achievements recognized. These and other 
sim ilar wants cannot be valued in terms of money. For that reason, 
we w ill not discuss these wants in this book. W e w ill be discussing 
only those wants that can have a price set on them.

So far, all of the wants we have described have been those of 
individuals. But families, businesses, and other groups of people 
also have wants. A fam ily could want a new washing machine, a 
business firm could want new office equipment, and a club could 
want new tennis courts. These may be wants that are shared by 
individuals. S till, they are just the private wants of the individual 
fam ily, business, or group.

On the other hand, some w'ants are shared to such an extent bv 
so many people that they are really no longer private wants. They 
become public wants. Highways, national defense, and education 
are examples of public wants. For the most part, public wants are 
satisfied by goods and services provided by local, state, and federal 
governments.

Another way of looking at wants is to classify them as necessary 
or optional wants. Necessary wants (often called needs) are those 
things that we all need in order to survive. Food, shelter, and cloth
ing are the most basic of these wants. Optional wants are things that 
are not necessary for survival. M any items that are important in our 
daily lives are actually optional wants.

PRODUCING GOODS AND SERVICES
Before we can buy goods or services to satisfy our wants, some

one must make the goods or offer to provide the services. Goods and 
services do not just appear by magic. Rather, they must be pro
duced using factors of production. Factors of production are the 
natural resources, labor, capital goods, and entrepreneurship that 
go into producing goods and services. Let’s look at each of these four 
factors of production, or productive resources, as they are often 
called.
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Water is one thing we can't do without.

Natural Resources
The first factor of production we listed is natural resources. 

Natural resources include all the things that come from the air, 
water, or earth. We grow plants and trees for many different uses. 
These are natural resources. Coal, iron ore, and oil are also natural 
resources, as are the fish we get from the water and oxygen and 
hydrogen we get from the air. W ithout all of these things that nature 
produces or helps us produce, there wouldn’t be any goods or serv
ices for us to enjoy.

Labor
Another factor of production, labor, is the work done by people 

to produce goods and services. Individuals can use their skills to 
turn natural resources into goods. And individuals can use their 
skills to provide services. Crude oil, a natural resource, is refined by 
petroleum workers to make gasoline for cars. Labor is needed to get 
the oil from the ground, refine it, and pump it into your gasoline 
tank. S im ilarly, all the steps from planting the cotton to weaving 
the cloth to stitching the seams to produce a shirt require labor. 
Managers and supervisors who direct the work are also providing 
labor. Labor is a very important factor of production for making 
goods and services.
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Many goods are made from wood, an important natural resource.

Capital Goods
Third on the list of factors of production is capital goods. Cap

ital goods are the machines, buildings, and equipment used to 
produce goods and services. For instance, the oil rigs out in the Gulf 
of Mexico are examples of capital goods. The cotton gins, sewing 
machines, and the shelves on which the finished shirts are displayed 
are all capital goods. Even though it provides a service, dry-cleaning 
equipment is still a capital good. The dry-cleaning store is also a 
capital good. These machines, buildings, and equipment —  capital 
goods —  are essential factors of production.

Entrepreneurship
The last factor of production relates to the ab ility to put 

together a business to make goods or to provide services. This ab il
ity is called entrepreneurship (ahn truh pruh NUR ship). An entre
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preneur is someone who takes the risk of starting and managing a 
business. The entrepreneur uses the other factors of production (nat
ural resources, labor, capital goods) to provide goods and services 
for sale. The risk taken by the entrepreneur is that the good or serv
ice produced w ill not be purchased by consumers.

Entrepreneurs are the people behind new products or services. 
W ithout people who are w illing to start new businesses, we would 
not have the variety of goods and services that are now available to 
us.

DECIDING HOW TO USE FACTORS OF PRODUCTION
A resource such as labor can be used to satisfy many different 

wants. For instance, a carpenter’s labor can be used to build a new 
home. It can also be used to build a store, school, or church. Iron ore, 
a natural resource, can be used to make steel for building automo
biles or for building skyscrapers.

It would be nice to have all the labor we need so we could build 
all the schools, homes, and stores that are needed. And if iron ore 
were not a lim ited natural resource, we could build all the skyscrap
ers we wanted and still have plenty left over for toys and automo
biles. Somebody has to make choices about how resources w ill be 
used. And that means that some wants w ill be satisfied, while others 
w ill not.

W ho makes these choices? Individuals, businesses, and govern
ments of everything from countries to small towns make decisions 
about the use of productive resources.

UNLIMITED WANTS AND LIMITED RESOURCES
Like individuals, every country in the world has the problem of 

lim ited productive resources and the unlim ited wants of its people. 
This problem of lim ited resources results in a scarcity of available 
resources to meet all the wants of a group of people. Scarcity is a 
lack of something that can be used to satisfy all the wants of a group 
of people.

Can you recall from television or newspapers recent cases 
where decisions had to be made about the use o f  scarce 
resources? Name some.
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COPING WITH SCARCITY
The best way to deal w ith scarcity is first to accept it as part of 

life. It affects everyone, from individuals to the country as a whole. 
We just can’t have everything we want! Since all of our wants can
not be met, choices must be made.

The scarcity of natural resources, labor, capital goods, and 
entrepreneurs explains why everyone cannot have everything that 
they want. There are also other scarcities that lim it the number of 
wants that we can satisfy. One of these scarce items is income. Most 
people do not have enough income to buy all the things that they 
would like to have. For example, you may want new elothes and a 
couple of the latest records, but you may not have enough income to 
buy both of them at the same time.

Another scarce resource is time. You may have heard people 
say, " I  just don’t have enough time to do all the things that I want to 
do." You may have said that yourself at one time or another. Most 
people are faced w ith not having enough time to do everything they 
want to do. Time spent doing one thing means less time, or no time, 
to do something else.

Making decisions about how to use scarce resources requires a 
lot of thought. W e must decide which wants w ill be met and why. 
W e must then decide which goods and services w ill best meet these

"I'm running out of time and don't know whether I'm coming or going "
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wants. To satisfy the most wants possible, we must decide how to 
conserve our natural resources and how to use our productive 
resources most efficiently. We must also determine how best to use 
our income and our time to satisfy our wants.

SUMMARY
All people, and countries, have unlim ited wants w ith lim ited 

resources to meet those wants. W ants are usually satisfied bv some 
good or service. Goods and services are produced using the four 
productive resources —  natural resources, labof, capital goods, and 
entrepreneurship.

The scarcity of resources to produce the goods and services to 
satisfy our wants is one of the most difficult problems that we all 
face. We also have a scarcity of income w ith which to meet our 
wants. Time, too, is a scarce resource that must be used w isely if we 
are to meet our wants. Since scarcity is a fact of life, we must make 
careful decisions about which wants are most important to us.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 9. Then 
write the term that best matches each numbered definition.

8

capital goods
entrepreneurship
factors of production
goods
labor

natural resources 
scarcity 
services 
wants

1. Those things that come from the air, water, or earth.
2. The things we wish we could have.
3. Machines, buildings, and equipment used to produce goods 

and services.
4. Objects that can be physically measured or weighed.
5. The lack of something that w ill satisfy all our wants.
6. The natural resources, labor, capital goods, and entrepreneur

ship used to produce goods and services.
7. The work done by people to produce goods and services. 

Tasks that people or machines perform to satisfy wants for 
nonmaterial things.
The ability to start and manage a business.
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BUILDING
READING
COMPREHENSION

1. Explain the major difference between goods and services, and 
give two examples of each.

2. Explain how a family, a business, or a club could have private 
wants.

3. Give three examples of public wants.
4. What arc the differences between necessary wants and op

tional wants? Give two examples of each.
5. Give an example of each: natural resources, labor, capital 

goods, entrepreneurship.
6. Can a product be made without one of the factors of produc

tion? Why or why not?
7. Besides the scarcity of factors of production, what are two 

other forms of scarcity that affect the average United States 
citizen?

8. Why can’t everybody have everything that they want?
9. What is the best way to deal with scarcity?

10. What should be considered when deciding about scarcity?

BUILDING
BUSINESS
CONCEPTS

Ш

1. Name the natural resources from which each of the following 
goods was made: wool sweater, football, pencil, windowpane, 
flour, bicycle tire, jeans.

2. Scarcity affects everyone, from individuals to the country as a 
whole. How does scarcity affect: individuals, businesses, the 
country as a whole?

3. List at least three businesses in your community that sell 
goods, three that sell services, and three that sell both goods 
and services.

4. Can the scarcity of income also affect community organiza
tions and governmental units? Explain.

5. Why is entrepreneurship important to the production of goods 
and services? What is the difference between entrepreneurship 
and labor, as factors of production?

6. Mississippi River mud does not seem to be a scarce item. Why 
is this true?
The millionaire and the person on public assistance can both 
suffer from a scarcity of income. Why might this be true? 
Why should society be careful in using its natural re
sources?

9. How can a country have a scarcity of labor and still have 
people who are unemployed?

10. Which of the scarcity problems — time, income, or productive 
resources — affects you most often? Which of these is most 
important to you?

7.

8.
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BUILDING
BUSINESS
EXPERIENCE

1. Think about one of your favorite foods. What are the specific 
factors of production necessary to make this product?

2. Give an example of how obtaining one want can sometimes 
create the desire for other wants.

3. We purchase many of our goods and services from businesses, 
while others are supplied by local, state, and federal govern
ments. List at least two goods or services supplied by each 
level of government.

4. Make a list of some of the goods and services that can be 
bought today but did not exist when people had to produce 
most things themselves.

5. You are stranded on a small, uninhabited tropical island. How 
would satisfying your wants there be different from satisfying 
them in your own community?

BUILDING
MATH
SKILLS

1. The Business Club wants to enter a float in the Homecoming 
Parade. The committee in charge of planning the float esti
mates that it will take about eighty hours of work to decorate 
the float. The committee hopes that all twenty members of the 
club w ill help with the decorating.
a. If all twenty members help, how many hours w ill each 

member work if all give an equal amount of time?
b. If only five members of the club work on the float, what 

percentage of the membership does help and what percent
age does not help?

c. How many hours does each of the five members give if each 
works an equal amount of time?

d. If each of these five members can work only 1 j  hours per 
day, how many days w ill it take them to finish the float if 
each member works an equal amount of time every day?

e. What is the scarcity problem here?
2. When looking at the problem of scarcity, it is important to 

study population growth in the world. Population growth 
indicates how many more people will be living on earth in the 
future. This in turn shows how many more needs and wants 
must be fulfilled. Also, population growth gives an idea of the 
possible growth in the labor supply, which can help to produce 
more of the wanted goods and services. Listed on the next page 
are the 1983 population and the estimated population for the 
year 2000 for various parts of the world. Using these figures, 
answer the questions that follow the table.
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Geographic Area
1983
Population

2000
Estimated
Population

North America
Latin America
Europe
USSR
Asia
China
Africa
Australia
(and surrounding area)

270 million 
389 million 
490 million 
275 million 

1,760 million 
1,025 million 

531 million 
23 million

286 million 
549 million 
511 million 
302 million 

2,328 million 
1,200 million 

847 million 
30 million

*
a. How much will the population of cach geographic area 

grow by the year 2000?
b. Determine the percentage of growth for each geographic 

area by the year 2000.
c. Where will the growth rate be lowest? highest?
d. What is the estimated difference between the largest and 

smallest geographic areas by the year 2000?
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Space Technology

Scientists joke that there are so many 
satellites in orbit they'll have to set up 
traffic lights in space. Many countries 
that can't afford a space program can 
afford a satellite. Even big corporations 
share costs for financing a space venture. 
The newest frontier for some businesses 
is space — literally, the sky's the limit.

One of the busiest industries is 
communications. Thanks to satellites 150 
miles in space, you can phone your friend 
in Hong Kong, watch a gymnastics 
contest in Moscow on TV, or listen to a 
British rock group on radio. And you can 
do them all at the same time, if you 
wish. In addition to communications 
satellites already turning a profit for the 
industry, there are also weather, 
navigation, scientific, and military 
satellites.

Citrus growers in Florida benefit 
from a weather satellite's warning about 
the timing and severity of an 
approaching cold front. Ship and airline 
pilots can lock in on navigation satellites 
and literally steer their way with the help 
of these "eyes in the skies." Satellites 
take pictures of the Earth's surface, 
which are then artificially highlighted by 
computers. These ultrasharp photographs 
may reveal to energy and mining
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companies where oil, gas, and uranium 
can be found.

A phenomenon in space that 
produces unusual side benefits is 
weightlessness, which is caused by an 
almost complete lack of gravity. On 
Earth, scientists "grow" crystals of 
proteins in artificial laboratory 
conditions. It took thirty years to develop 
the crystal structure of hemoglobin, the 
protein in red blood cells. One of the 
reasons it took so long is that gravity 
affects the growth of crystals and causes

defects. In space, crystals can be grown 
without imperfections quickly. Crystals 
used to produce semiconductors for 
computers can be grown with purity in 
space. Superchips!

Some of the space enterprises being 
considered make science fiction look 
tame. How about space factories making 
electronic components and sending them 
back to Earth on the weekly shuttle? If 
that sounds wild, what do you think it 
would have sounded like in 1919 to 
predict that a person would walk on the 
moon in fifty years? Impossible!
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CHAPTER 2

How to Make 
Decisions

• Since our wants are almost limitless — and our income and time are 
scarce — we have to make choices. A choice between two things, a 
choice between this and that, is what we wind up with. What is the 
real cost of giving up one thing for another?

• Choices are also influenced by what we think is important to each of 
us. How do you tell what is important to you? Do you have any 
long-term plans?

• Taking a scientific approach to decision making might help you make 
decisions. For instance, which alternatives should you consider before 
making a decision? What steps would you take in making plans for 
the weekend?
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Do you know what these terms mean?

decision making values
priorities goals
opportunity cost

You’ll learn all about these terms in this chapter.

Although life isn’t always a m atter of making decisions, it often 
seems that way. For instance, what do you want to do on Saturday 
night? Whom should you invite over to the house for a party? W hat 
should you get your mother for her birthday? W hat should you do 
during study period? W hich movie do you want to see? You have 
many opportunities to make choices.

Practically everything costs money or takes time. You don’t 
have an unlim ited supply of these two things, so you have to make 
decisions about how they are to be used. Making decisions is an 
important part of your life.

Decision making is the process of determining which wants 
and needs w ill be met at a particular time. W ise decision makers 
want to gain the most satisfaction from their lim ited income and 
time. To do so, they must set priorities (pry AWR uh teez), which is 
the order of importance of doing things at a particular time. How do 
you determine your priorities? How do you weigh one choice over 
another?

THE COST OF CHOOSING
W hat makes one choice more desirable than another? W hich 

one w ill give you the most satisfaction? Let's say, for instance, that a 
radio and a tennis racket each cost about $35. You want both, and 
you know how much pleasure each w ill give you. But you have only 
$35. You choose the radio and give up the tennis racket. You also 
give up $35, the cost of the radio.

But there’s another cost involved, too. It ’s the opportunity cost, 
what you give up when you make one choice over another. In this 
case, the tennis racket is the opportunity cost of the radio. You give 
up the opportunity of getting the tennis racket, at least for the time 
being.

Sometimes the opportunity cost is not money or an item. For 
instance, instead of having some friends over, you go to the library 
to study for a test. The opportunity cost of passing that test is having
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some friends over. In making choices between alternatives, there’s 
obviously more than just knowing what you give up. Let’s see what 
else goes into the decision-making process.

How should they decide which one to buy?

VALUES AND GOALS
You like Sue a lot because she's got a good sense of humor. 

Perhaps you admire your teacher because he doesn't lose his temper 
when the class gets out of hand. Skiing is your sport because of the 
thrill of plunging down mountains. All of these are values, qualities 
that you prize and think are important.

Values guide you in making decisions. When you decide 
between alternatives, one value or another almost always wins out. 
Remember this. Values are like fingerprints. No two people have 
the same set of them. But unlike fingerprints, your values do 
change.

Why do you suppose that no two people have exactly the 
same set o f  values?

You’ve heard it said that any United States citizen can become 
the President of our country. Is that one of your goals, one of your 
aims or objectives? Perhaps not, but you have other goals, such as 
going to college or owning your own business. Some goals —  like 
those for your career —  may be long-term. Other goals —  such as

• ■; '• getting through the next class period —  may be short-term.
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People's values affect their goals. For instance, you may plan a 
vacation in the mountains, where there are plenty of snow-covered 
slopes. Your vacation plan (goal) is influenced by your sense of 
adventure found in skiing (value). Or you may want to be on the 
school track team (goal) because the team has a chance of winning 
the county meet (values of accomplishment and prestige).

Strangely enough, two people may share the same value and 
wind up w ith different goals. You value adventure and that leads 
you to the goal of a skiing trip. Your friend Pete values adventure, 
too, but he plans to go to the library to get the latest best-selling 
“ who-done-it.”  Some students try to get top grades in school (goal), 
and others work to take an engine apart and*put it back together 
again (goal). Both share the same value (a sense o f accomplishment). 
Different interests and abilities may also affect the goals that each of 
us chooses. Talent in music may lead you to the goal of playing the 
piano, while your friend who has no musical ab ility likely w ill 
choose another hobby.

Looked at another way, the goals you set for yourself may tell 
something about your values. For instance, if you set a goal of sav
ing your money for college, that may show that you value educa
tion. Perhaps you value a college education even more because it 
w ill help you obtain the career you want. Le t’s say you set a goal of 
buying a car as soon as you can. That may show that you value 
being independent, and that having a car is more important to you 
than using your money for other things.

What do you think your goals tell about you? Are you 
satisfied with what they indicate?

Sometimes you may have goals that do not agree w ith each 
other. You want a college education, right? But you also want the 
income from a full-time job. You can’t manage both college and a 
full-time job, no m atter how much you want them. People also have 
conflicts about money. They may want a new car and also want to 
keep up the payments on their house. In case of conflicts, choices 
must be made.

On the other hand, a single goal often may satisfy several va l
ues. For instance, Sue has a goal of playing tennis as often as 
possible on the school courts. She finds that it satisfies her values of 
being w ith friends, being outdoors, and being active. All three va l
ues are fulfilled.

Sometimes you acquire values almost wi4ht>utirali/.ing it. like 
unconsciously modeling yourself after sor leone^ Jf& Kd^RK/But,

F v x .  Т И П  ч  " q

№  7 и а > о &
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Creating a clay bowl gives this person a sense of accomplishment.

unfortunately, just having values and goals isn’t enough. You have 
to recognize them, and you need to know which are most important 
to you. If  you don’t know your values and goals, it ’s difficult to 
determine the opportunity costs of various choices and to set prior
ities. You’ve really got to know yourself first before you can make 
wise decisions.
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Values and goals affect the way you look at the opportunity cost 
of a choice. You must select the alternative that best meets your 
own specific values and goals. Different people faced with the same 
alternatives w ill make different choices. W hat's right for the other 
person may not be right for you. Take a long, hard look, and then ask 
yourself this question: “ W hich choice is the best for me w ith my 
values and goals?"

THE DECISION-MAKING PROCESS
Some day you may buy a car or even a house. If  you do, you’ll 

want to make those important decisions carefully. You’ll want to 
make your decision using a method that perhaps even a scientist or 
a researcher might use.

The decision-making process is a step-by-step procedure of 
carefully considered alternatives for making choices. It helps define 
the nature of alternatives available. It describes how each alterna
tive w ill affect you. The opportunity cost is considered. All of these 
steps are put together in an organized, logical way. But this process 
isn’t new to you. You probably use a short form of the decision
making process every time you make a decision.

Step 1: Identify the Problem
Dolores has a free Saturday afternoon. She wants to figure out 

the best use of that time. Problem: "H ow  should I spend a free Sa t
urday afternoon?" In the decision-making process, the first step 
obviously is to identify the problem. Some problems Dolores has 
every day. W hat should she wear to school? W hat should she buy for 
lunch? Some problems may come up only once or a few times in a 
lifetime. W hat car should she buy? W hat career should she 
choose?

Step 2: List the Alternatives
Good choices cannot be made without knowing the various 

alternatives or ways to solve the problem. Sometimes people regret 
their decisions because they did not consider all the alternatives. For 
instance, have you ever bought a pair of shoes and regretted it later? 
Too much later? There were probably other shoes or other stores 
that you had not considered carefully.
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However, you can’t possibly list all the alternatives for some 
problems. Just do the best you can. It may take a bit of thought to 
determine the various alternatives.

Dolores, w ith her free Saturday afternoon, has many alterna
tives. She boils them down to three: attending the school football 
game, doing homework, and raking leaves in the yard.

Step 3: Determine the Pros and Cons
Now it’s necessary for Dolores to weigh the advantages and 

disadvantages of each alternative. Sometimes choices affect other 
people: friends, neighbors, parents. Dolores’s values^nd goals w ill 
also become a part of the decision-making process. They w ill prob
ably be different from someone else’s values and goals. Since she 
has three choices that she considers almost equally worthwhile, it’s 
a hard decision at first. Dolores decides to list the alternatives along 
with the advantages and disadvantages of each, as shown at the top 
of the next page.

How might values affect what you do with your time?

The items listed under advantages and disadvantages give us 
some idea of what Dolores enjoys and considers important. She 
values being outside, seeing friends, doing well in school, pleasing 
her parents, and having money to spend.
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Alternatives Advantages Disadvantages

a. attend football game 1. see friends
2. enjoy game
3. enjoy being outside

1. will spend $5, which 
could be used for 
snacks next week

2. may not do as well on 
test next week

b. do homework 1. will be better prepared 
for test next week

2. will not cost money
3. parents will be happy

1. not exciting
2. miss being outside
3. will not see friends

c. rake leaves 1. parents will be happy
2. may get money to 

spend later
3. enjoy being outside

1. not exciting
2. unay not do as well on 

test next week
3. will not see friends

Another way to see at a glance how the advantages and disad
vantages compare would be for Dolores to set up a grid or chart like 
the one below. On the left she would list the alternatives. At the top 
would be each consideration affecting her choice. If  Dolores could 
answer "yes” to a consideration, she would use a plus sign; if she 
could not answer "yes,”  she would use a minus sign.

Socialize
with
friends

Better 
prepared 
for tests

Be
outside

Very
exciting

Will not 
require 
spending 
money

Especially
please
parents

May
earn
some
money

Attend game + — + + — - -
Do homework - + - - + + —
Rake leaves — — + — + + +

Step 4: Make the Best Decision
This step is the whole point of the decision-making process. If 

you’ve listed all of your alternatives and have been completely hon
est about the advantages and disadvantages of each —  well, you’re 
as ready as you can be.

W ith  the second kind of chart, using the plus and minus sym
bols, you can actually rank the alternatives. In short, how do they 
score? Is your second choice really worth giving up? How much 
worth? Now you’re looking at the opportunity cost.
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When ranking the alternatives, however, you are assuming that 
each consideration has equal weight. No consideration is more or 
less important than the others. In a case where some considerations 
are more important than others, you may select an alternative even 
though it has fewer pluses.

Dolores goes through this decision-making process, too. She 
feels she is fairly well prepared for her science test on Monday. 
Besides, she can review Sunday night or during study period Mon
day morning. That leaves the football game and raking leaves as the 
remaining alternatives.

You can see from the chart that raking leaves has four pluses 
and attending the football game has only three. In fact, Dolores’s 
parents have been especially busy w ith other things this week and 
have no time for yard work. She is low on money, and her dad may 
pay her, especially if she rakes leaves without being told!

I f  you were faced with the same alternatives, would you 
have made the same choice as Dolores? I f  not, why not?

Step 5: Carry Out the Decision
After making your decision, put it into effect. This step is the 

action step of following through on your decision. You should be 
able to act w ith confidence and security because you have followed 
the decision-making process.

Step 6: Evaluate Your Decision
Now is the time to decide whether you received the expected 

satisfaction. Would another choice have been better? In other 
words, would you make the same decision again? The process of 
deciding if you made a good or a bad choice is called evaluating 
your decision. Let’s see how Dolores evaluated her decision.

On Sunday Dolores found out that her school, South, had been 
beaten very badly in football by its cross-town rival, North High 
School. She did well on her science test, having spent time prepar
ing Sunday night and Monday morning. For the yard work, her dad 
paid her almost as much as she would have spent at the game. And 
to top it off, he was pleased.

Even after using this method, you may regret some decisions. 
You w ill sometimes wish that you had made a different choice. 
Profit from your mistakes; make better decisions next time.
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This woman is using the decision-making process in choosing foods for her family

HABITS AND THE DECISION-MAKING PROCESS
People do not always use the decision-making process. Joan, for 

example, always buys the same brand of yogurt. She doesn't go 
through the entire decision-making process of looking at the alter
natives and evaluating them every time she wants to buy yogurt. 
She probably used this process before she developed a liking for a 
particular brand, but now her decision is based on habit or custom. 
In making this choice autom atically, Joan saves a lot of time.

For some decisions, a choice based on habit or custom is fine. 
But be careful. Some decisions made on the basis of habit or custom 
w ill not be the best ones. Carol, for example, found that going to the 
same college as her sisters was not the right choice for her. She 
should have taken more time to look at the various alternatives and 
to evaluate them according to her values and goals. She regrets 
making the decision based on fam ily custom.

Think o f  something that you buy based on habit or 
custom. What kinds o f  things might cause you instead to 
use the decision-making process for this product?
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SUMMARY
Decision making is the process of determining which wants will 

be satisfied at a particular time. Like a ll skills or abilities, it will 
improve w ith use. Exercise it! Remember that any choice involves 
an opportunity cost since there is always an alternative that is not 
selected. Look at the opportunity cost before making a choice. And if 
you’re not sure about them, take some “ quiet tim e” to find out what 
values and goals you have. They do affect your decision making.

Finally, the decision-making process can be very helpful in 
making better choices. You probably use it now unconsciously for 
making small decisions. But when you have some bigger choices to 
make, stop and follow the steps listed. This process assists you in 
identifying the problem and determining the various alternatives. It 
also aids you in weighing alternatives according to your values and 
goals, setting your priorities, and finally making a choice. To help 
you, we’ll be using the process at other times in this book.

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 5. Then 
write the term that best matches each numbered definition.

decision making priorities
goal values
opportunity cost

1. An aim or objective.
2. The process of determining which wants w ill be met at a par

ticular time.
3. What you give up in making one choice over another.
4. Qualities that you prize and think are important.
5. The order of importance of doing things.

1. Why do we have to choose how we spend our time and money?
2. Identify three values that are commonly held by people.
3. Describe the relationship between values and goals.
4. Give an example of how one goal may satisfy several values.
5. Why is knowing your values and goals essential for wise deci

sion making?
6. List the steps in the decision-making process.
7. What mistake is sometimes made when looking at the alter

natives to solve a problem?

BUILDING
WORD
POWER

BUILDING
READING
COMPREHENSION
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8. What are two ways of evaluating the alternatives mentioned 
in this chapter? Tell how to use each one.

9. Why is it a good idea to evaluate your choice after you have 
followed through with it?

10. How does custom or habit sometimes keep us from using the 
decision-making process?

BUILDING
BUSINESS
CONCEPTSf

1. Explain why opportunity cost is not necessarily expressed.in 
terms of money.

2. How may two people with similar values have different 
goals?

3. Why is it sometimes difficult for individuals to know their 
values and goals?

4. Why will different people faced with the same alternatives 
make different choices?

5. How do values and goals affect the way in which you look at 
the opportunity cost of a decision?

6. Why do some people have difficulty identifying the prob
lem?

7. Explain how you should evaluate a decision that you have 
made.

8. Does use of the decision-making process ensure that you will 
always be satisfied with the decisions you make? Why or why 
not?

9. Why do some people make many of their decisions according 
to custom or habit?

10. Do you believe the decision-making process should be used for 
every decision that you need to make?

BUILDING
BUSINESS
EXPERIENCE

1. How do a person’s goals affect buying decisions? Give some 
examples.

2. Give three examples of ways in which goals affect the way a 
person lives.

3. Make a list of your buying goals. Identify them as short-term 
(one year or less), intermediate (up to five years), and long
term (five years or more).

4. Think about something important you bought recently. What 
steps did you take in making your decision? Would you make 
the same decision today?

5. Give an example of a decision you made recently that was 
based on habit or custom and not based on looking at the 
various alternatives. Do you think it was a wise decision? Why 
or why not?



26 Chapter 2 H ow  to M ake Decisions

BUILDING
ANALYTICAL
SKILLS

On a grid similar to the one shown below, list the activities you 
could do this next Saturday afternoon. List the activities under the 
alternatives column. Determine the considerations that you would 
use to evaluate the alternatives, such as most fun, make parents 
happy, be with friends, etc. Evaluate each alternative with a + or 
a — as to whether the activity contributes or does not contribute to 
satisfying the consideration.

Considerations

Alternatives
'4
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Air Traffic Controller
To be accepted as an air traffic 

controller trainee, you need good math 
skills, good reasoning skills, and good 
vision. You also need a college degree or 
a few years of work experience. You 
must also pass a physical and a 
psychological examination, if you pass 
these qualifications and are given the 
job, you must take similar tests each year, 
and sometimes twice a year, to ensure 
that you never fall below the 
requirements.

New controllers begin with weeks of 
intensive training. They then spend 
several years performing jobs of varying 
responsibilities and studying, both in the 
classroom and on their own. The road to 
becoming an air traffic controller is a 
long one.

The upward climb begins with a 
position as a ground controller, the 
person who directs the planes before 
take-off or after they have landed. The 
local controller monitors the planes as 
they take off or land. And the arrival and 
departure controllers guide the planes 
into or out of the airport's airspace. 
Controllers must work quickly and 
efficiently. They must be able to keep 
track of information on several planes at 
the same time and make sure that all the 
pilots are given correct instructions.

27

Air traffic controllers play a vital role 
in ensuring the safety of the airways. The 
job of an air traffic controller is 
challenging, and it offers relatively high 
pay, liberal vacation time, and excellent 
retirement benefits. To be an air traffic 
controller, though, you must be flexible 
about work hours. Air traffic controllers 
must work weekends, days, nights, and 
holidays since planes are in the air every 
day.

м



CHAPTER 3

Using Time Wisely
• Time is a limited resource. How do you think it should be spent? How 

do your values and goals affect how you use your time? How does 
the amount of income that you have affect how you spend your time?

• Most people could use their time more efficiently. What are some 
ways you could use your time more efficiently?

• What you do with your available time is a matter of decision making. 
You must take some things into account, however. You have to 
weigh the pros and cons. What are some things you can do to plan 
for the most effective use of your time?
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Do you know what these terms mean?

time management long-term goals
short-term goals leisure time

You’ll learn all about these terms in this chapter.

Have you ever said, " I  would have studied more for the test if I 
had had more tim e” ? Or, " I  didn’t have enough time to buy just the 
right gift” ? Almost all of us have been guilty of using the- "not 
enough tim e” excuse.

Like money, time is a lim ited resource. There are only so many 
hours in a day or a week. And we usually have many more things 
that we want to do than we have time to do them. When we choose 
to do one thing during a certain time, we cannot use that time for 
another activity. For example, if Sh irley decides to go to the football 
game w ith her friends, she cannot go to the latest movie at the same 
time.

As w ith any resource, time can be used poorly or wisely. In 
other words, you can learn to use your time for the things that are 
really important to you instead of the things that you don’t care 
about. The process of deciding how to use time so that you gain the 
most from it is called time management.

How do you use your time? Do you set aside specific 
time for study or for exercise? Or do you just do things 
without planning ahead? Do you ever become frustrated 
because you’ve “done nothing all day"?

To gain the most benefit from your time, your choices should be 
based on your own personal values and goals. Your values are the 
things that you consider important in your life, such as physical 
fitness, achievement in school, adventure, and so on. Goals are the 
objectives that you set for yourself to achieve. In the case of time, 
goals are ways to plan the use of your time to help you meet other 
goals or to satisfy some value.

Part of the problem of "too little tim e” may be that we aren’t 
using our time efficiently. Another problem may be that we have too 
many goals that we want to meet w ithin a certain period of time. 
Generally, we have more goals that we want to meet than we have 
time to meet them. One way of making sure that at least our most 
important goals are met is to set priorities among our goals and to 
use our time according to those priorities.
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HOW TO SET PRIORITIES
Setting priorities helps us all to decide what is important to us. 

For example, if you had a choice of spending two hours studying for 
a test, going to a movie, or going to a friend’s house, which would be 
the most important (have the highest priority) for you? If  it is impor
tant for you to study to be well-prepared for the test, then your top 
priority would be to spend the two hours studying. If  you have 
already spent several hours studying, then your top priority might 
be going to a movie.

Setting priorities helps you to meet your goals. Actually, you 
already set priorities in how you use your time. For example, when 
you choose to do your homework instead of watching television, 
your top priority is getting your homework done. The important 
thing about setting priorities is to be sure that the priorities that you 
set are actually for the things that you want to do. People who say 
that they don’t have time to do some things sim ply have not put a 
high priority on doing those things. For example, if you never get 
around to calling an old friend, perhaps it ’s because you’d rather 
spend your time w ith other friends.

Setting priorities will help you get through a busy day.
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HOW GOALS AFFECT YOUR TIME PRIORITIES
There are different types of priorities for time management that 

we should think about because of different types of goals. There are 
short-term goals and long-term goals. Short-term goals are those 
that we expect to meet in the near future. They include many day- 
to-day goals, such as getting household chores completed, seeing 
your favorite television shows, and spending some time w ith friends 
and fam ily. Long-term goals are things you want to accomplish in 
the distant future, such as preparing for an occupation, visiting 
many different places in the world, or getting into a particular 
school. *

Long-term goals generally require that individuals set some 
short-term priorities. Susan wants to be a medical doctor. She 
knows that she must do well in high school and college in order to 
get into medical school. She thus spends a lot of time studying to 
receive good grades and prepare for medical school. On a number of 
occasions, she has not been able to go out w ith friends because she 
has had to study. Susan has set a high priority on studying because 
of her long-term goal of becoming a doctor.

Do you have both short-term and long-term goals? What 
are some o f  your short-term goals? What are some o f  your 
long-term goals?

Whenever you make a decision about how to use your time, you 
make a trade-off. In other words, you trade doing one thing for 
doing something else. For example, if you decide to stay up late 
studying for a test, you probably are trading off some mental alert
ness in exchange for knowing the subject m atter better. When you 
take that part-time job, you are trading off some free time for more 
income. The key to wise time management is to recognize the trade
offs and to use your time to gain the most satisfaction of your short- 
and long-term goals.

HOW TO USE TIME MORE EFFICIENTLY
One of the biggest problems that people have w ith their time is 

that they have too many things they want to do. Another problem, 
though, is that they don’t use their time very efficiently. On the 
following pages you w ill find some tips on how to use your time 
more efficiently.
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Analyze How You Use Your Time
One way to analyze your time is to keep a daily log, in thirty- 

minute intervals, of everything you do. You may find that you are 
spending too much time on certain activities and not enough on 
others. You may also see from your log that you are spending time 
on things that are not important to you. After analyzing your daily 
log, develop a plan that w ill help you use your time more efficiently. 
Later, follow up to see whether you are sticking w ith your plan.

Plan Before Doing
Experts in the area of time management indicate that every 

hour spent in effective planning saves three to four in getting the 
tasks accomplished. Wasted time is frequently caused by action 
without thought. Here are some suggestions to help you plan.

1. Determine the best way to do a task before tackling it. For 
example, spend a few minutes collecting all the supplies and refer
ence materials that you w ill need to w rite a book report. Or, if you 
have a part-time job, you may want to take a few minutes each day 
to decide how you w ill go about the various tasks assigned to you 
before actually doing them.

2. Set priorities on tasks and activities. Those tasks that are 
most urgent should be done first. For example, Carol’s homework 
included studying for a science test and reading a short story for her 
English class. She wanted to read the short story first because it was 
more interesting to her than studying for the science test. But the 
short story was not going to be discussed in class until two days 
later, whereas the science test was scheduled for tomorrow. Thus, 
she started studying for her test right away.

3. Set deadlines and stick to them. This idea holds true for all 
kinds of activities and tasks in which you are involved. When you 
decide to watch television for a while, for example, set a time limit 
on it and stick to your decision. If  you have a test tomorrow, decide 
when you w ill begin studying and stick to it.

Complete Each Task
Complete as much of a task as possible before leaving it. In 

many instances, people become bored w ith a task or activity before 
they complete it. Unfinished tasks are difficult to return to, espe
cia lly if there are a lot of them. Leaving tasks unfinished results in 
wasted time.
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Set realistic deadlines and stick to them.

Make Decisions
Don’t put off making decisions. M any people waste time by not 

making decisions —  putting them off until later. Sometimes 
putting off a decision is a wise move in order for you to gather more 
information to make the decision. In other cases, though, people put 
off doing something because they just don’t want to make the deci
sion. Postponing decisions can become a habit that causes lost time 
and lost opportunities, and puts pressure on you. For example, 
Alfredo knew he had three tests on Friday. He knew he should start 
studying for some of them early in the week, but he put off making 
the decision to study until Thursday evening. He did poorly on two 
of the tests because he postponed the decision to study.

THE RELATIONSHIP OF TIME AND INCOME
It is interesting to realize that the way in which you spend part 

of your time affects the amount of income that you w ill have. Also, 
the amount of income that you have affects how you spend some of 
your time.

Most of you w ill have to work to support yourselves. Some of 
your time w ill have to be spent at work to earn money to buy the 
goods and services that you want. Some jobs pay more than others, 
which means that some individuals are paid more for their working



34 Chapter 3 Using T im e Wisely

time than others. For example, a surgeon generally earns more than 
a police officer. Even for those in the same types of jobs, there arc 
some people who make more than others because they work over
time, or they do a better job and thus get higher raises.

The amount of income you earn w ill affect how you spend your 
time. W ith a part-time job, you may find that you have more money 
to spend on movies, dates, and other recreational activities than you 
did before having the job. You may also spend more time shopping 
for clothes and managing your money because you have more 
money to spend.

People spend their time and money according to their individ
ual values and goals. Some people are w illing to work long hours, 
perhaps even working at two jobs, to earn money to buy more goods 
and services. Such people trade off some of their free time for more 
income.

Some people are willing to trade their time for extra money.

Other people value their time off from work very highly, and 
they are not interested in working long hours. The added income 
and what it w ill buy is not worth as much to them as the free time to 
pursue their interests. Of course, the amount of time off from work 
depends upon an employer’s requirements. Most workers cannot 
just take extra time off from their work.
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USING LEISURE TIME
The time you are free from work or other duties is leisure time. 

You may not believe you have much of it. After all, when you are 
through w ith school, homework, a job, and household chores, what 
have you got left? W ell, whatever it is, that’s your free or leisure 
time. And what you choose to do w ith it are called your leisure-time 
activities. For most of us, leisure time is an important part of our 
daily lives.

The Benefits of Leisure Time
$

Most people need a variety of activities, a change of pace, to 
make life interesting. Changing your routine and habits can have a 
good effect on your work and other responsibilities. Leisure-time 
activities can provide that change. Leisure-time activities should be 
fun, but they can also provide other things, like physical well-being 
or new knowledge. They can even make school and work more 
enjoyable. How you choose to use your leisure time w ill depend 
upon your interests. Some people use leisure time for sports and 
other physical activities. Others enjoy reading or learning a new 
skill, such as using a computer.

Planning Your Leisure-Time Activities
There are many choices for leisure-time activities. Your choices 

are m ainly lim ited by your own imagination. The guidelines that 
follow w ill help you to plan your leisure-time activities.

1. Choose leisure-time activities that provide a real change of 
pace from your work or other duties. For instance, if your work 
mostly involves sitting at a desk, choose some type of physical activ
ity. Choose jogging, swimming, or playing a game of basketball. If 
your duties require working w ith people, you may want to choose 
some leisure-time activities that you do alone. If  you spend your 
working hours inside, plan activities outside.

2. Select activities that w ill strengthen your abilities and 
broaden your interests. If  you have an interest in acting, but do not 
have the time or the opportunity to take a dram a course in school, 
take it in a summer program. Take lessons so you can learn how to 
play tennis or golf —  or how to play them better. Choose new types 
of activities for your fun and free time. Learn how to play chess. Go 
backpacking. Do something different.
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3. Get into leisure-time activities that involve helping someone 
else. Most of us feel good when we help someone. Scouting, Junior 
Chamber of Commerce, and volunteer groups may provide you with 
some opportunities in public service. Helping others can be good for 
both the people helped and your comm unity as a whole.

4. Develop at least one leisure-time activity that can be contin
ued as you grow older. In other words, find a hobbv that makes 
good, interesting use of your spare time. Retired people have 
learned this guideline the hard way, in many cases. After spending a 
lifetime hard at work, they suddenly find themselves with nothing 
to do. When you reach retirement, you w ill have much additional 
time. That may seem like a long time off, but develops hobby now 
to carry over to then. Collecting coins or stamps, woodworking, sew
ing or knitting, growing indoor plants and working with gardens, 
playing a musical instrument, and studying the history of a city or 
area are examples of worthwhile leisure-time activities that can be 
continued in later years.

Leisure-time activities should provide a change of pace.
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5. Have a variety of leisure-time activities. Doing the same 
thing over and over —  even so-called "fu n ” things —  can get bor
ing. According to a recent study, the average person in this country 
spends forty-five hours a week watching television. That’s nearly 
one quarter of all the hours in a week! If  you’re a statistic like that, 
plan other leisure-time activities to give yourself more variety.

6. Choose leisure-time activities that fit your budget. Some 
activities can cost a lot of money. For example, outfitting yourself 
for skiing, staying at a lodge, and getting ski-lift tickets can all be 
pretty expensive. Your money is lim ited. Activities such as playing 
high school sports, collecting stamps, reading books from the 
library, or swimming at the " Y "  may not cost a great deal. Make 
your activities fit your wallet.

Other than those just mentioned, what inexpensive 
leisure-time activities are available in your school 
community?

7. Use a decision-making process in choosing leisure-time ac
tivities. As you know, the decision-making process helps you to 
consider the alternatives. You can also take a look at the opportu
nity cost, which is the trade-off you make when you choose one 
thing over another.

SUMMARY
Like money, time is a lim ited resource. There are generally 

more things that you want to do w ith your time than you have time 
to do them. To gain the most from your time, set priorities on how 
you want to use your time. In setting priorities, you must consider 
what is most important to you in terms of your personal values and 
goals. You must also plan how to use your time most efficiently.

How you spend your time w ill affect your income. In turn, the 
amount of money that you have w ill affect how you spend your 
time. Like most people, you w ill have to make trade-offs between 
time spent at work and time spent in leisure-time activities.

Leisure time has become an important part of all our lives. You 
have many choices for spending your leisure time. Those choices are 
lim ited only by your own imagination and by the amount of time 
and money that you have to spend. You should plan all your time 
carefully —  whether you are in school, at work, or have leisure 
time —  to gain the most from all your activities.
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BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 4. Then 
write the term that best matches each numbered definition.

leisure time 
long-term goals

short-term goals 
time management

1. Making choices of how to use time so that you get the most 
satisfaction from it.

2. Things that you want to accomplish or do in the near 
future.

3. Time away from work and other responsibilities.
4. Things that you want to accomplish or do in the distant 

future. 4»

BUILDING
READING
COMPREHENSION

1. Why is time considered a limited personal resource?
2. Why is an ability to manage how you use your time impor

tant?
3. What is the relationship between values and goals and time 

management?
4. Why is setting priorities important in the process of time man

agement?
5. Why are short-term goals sometimes necessary in meeting 

long-term goals? Can you give an example of a short-term goal 
that someone might establish in order to meet a long-term 
goal?

6. What is meant by the statement that there are trade-offs when 
making decisions regarding the use of time?

7. Why is it important to plan before doing a series of tasks?
8. Give an example of how the way in which people use their 

time can affect their income.
9. Give an example of how one's income affects how time is 

used.
10. Why is it important to plan how to use your leisure time?

BUILDING
BUSINESS
CONCEPTS

1. Describe a situation in which you have set priorities on your 
time.

2. Describe the trade-offs of a decision that you made recently in 
the use of time.

3. Why is putting deadlines on your work important?
4. When is it wise to put off a decision?
5. How can leisure-time activities make life more enjoyable?
6. Why is it important for employers to have employees who use 

time efficiently?
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7. Why should you set both short- and long-term goals for what 
you want to accomplish at work?

8. Why should leisure-time activities be different from the types 
of things you do at work?

9. How do your goals affect the ways in which you use your 
time?

10. If your supervisor at work gives you three jobs to complete, 
how do you decide which to do first?

1. What are two reasons why people do not gain the most satis
faction or benefits from their time?

2. List two benefits of doing an analysis in thirty-minute inter
vals of how you currently use your time.

3. Why should you try to complete a task or activity before leav
ing it?

4. List some guidelines that w ill help you plan leisure-time activ
ities.

5. Why should you try to find a leisure-time activity that can be 
continued as you grow older?

BUILDING Sandy has the following activities that she can do on Thursdav
ANALYTICAL evening. If you were Sandy and had four hours of leisure time,
SKILLS what activity or activities would you do? To help in making your

decision, use a decision-making grid like the one shown here to 
rate each activity with a plus or a minus.

Leisure-time
activities

Most
fun

Self-
improvement

Costs
money

Helps
others

Visit Jan, a sick friend 
Go swimming 
Take a dance lesson 
Plant some flowers 
Watch television 
Go to the movies with 

friends 
Study for English test 
Do volunteer work at the 

hospital

BUILDING
BUSINESS
EXPERIENCE
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An Wang
Did you know that An Wang, the 

Shanghai-born and Harvard-educated 
founder of Wang Labs, engineered the 
first digital scoreboard for the opening 
of Shea Stadium in New York in 1964? 
This scoreboard is one result of the years 
Wang spent designing products for 
specific customers' needs. This ability to 
anticipate the market's needs has been 
the key to his success.

An Wang journeyed to Harvard from 
China in 1945. Three years later, at age 
28, he invented the magnetic core, which 
remained the key to computer memory 
technology until the late 1960's.

Because of his perception, his 
company was one of the first to 
introduce the desk-top electronic 
calculator. When the introduction of 
hand-held calculators changed the 
market, Wang made some necessary 
changes also. In the early 1970's he 
entered the information processing field. 
In 1976 two of his top managers 
disagreed over whether the company 
should pursue data (numerical) 
processing or word processing. Wang

agreed to follow both ideas. The result 
was the first integrated office-of-the- 
future system.

The growth from his successes 
enabled the company to build an office 
and research tower in Lowell, 
Massachusetts, as its headquarters. Lowell 
had once been a leading textile center of 
the world, but, says Wang, did not 
continue to prosper because the industry 
"was not built on a foundation of a 
thorough education." Dr. Wang's 
emphasis on education is expressed by his 
comment that "education endures, 
buildings do not."

An Wang has made many 
contributions to business and to his 
community. The Wang Institute of 
Graduate Studies, founded in 1979 to 
train professionals to be specialists in the 
software field, symbolizes Wang's belief 
in the benefit of education.



CHAPTER 4

Managing 
Your Money

• You have just so much money to manage. Your personal income is 
probably divided up in many, many ways. Who gets what? When? Do 
you have a plan?

• A family operates in much the same way with its income. Certain 
steps can be followed, and certain forms can be used to help with 
this important job. Why is it necessary to plan how a family's money 
will be used?

• You, too, can balance your budget and even come out ahead, with 
something left for savings. How do you think you would go about 
doing that task?

A
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Do you know what these terms mean?

money management variable expenses
budget statement o f net worth
gross pay assets
take-home pay liabilities
fixed expenses net worth

You’ll learn all about these terms in this chapter.

"O nly $30 left —  and this is only the middle of the month!” 
gasped Conrad. "W here does my money go?”  he asked his friend 
Jerry , who always seemed to have enough money to get through the 
month. W hat’s the difference between Conrad and Je rry ?

Both Conrad and Je rry  earn about the same amount of money. 
One difference could be in their spending plans; Je rry  always seems 
to be able to stretch his income far enough.

Money, like time, is lim ited. For most of us, there are more 
things that we want than we have money to pay for. W ith good 
planning, however, you can make sure that you are using the money 
you do have to buy what you really want or need. The process of 
planning how to get the most from your money is called money 
management. Good money management w ill help prevent you from 
having too much month left at the end of your money.

THE IMPORTANCE OF BUDGETING
A budget is a plan for using your money in a way that best 

meets your wants and needs. It includes a record of your probable 
income, your planned expenses, and your planned savings over a 
certain period of time. A budget is actually a road map or guide that 
you set up and then try to follow.

Budgets can be helpful in a number of ways. All of us have the 
problem of not having enough money to buy all of the things that we 
want. A good budget makes you set goals and priorities for spending 
your money. In other words, you plan to spend money only on those 
things that you want or need and that are most important to you. 
Because you determine in advance how you w ill use your money, 
you avoid wasting money on things that are not that important to 
you.

A budget also provides a reference to check how well you are 
managing your money. For example, if you decide to spend $25 a
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month on movies and records and you spend that amount during 
the first week of the month, the budget acts as a means of control. In 
this case, you might decide to increase the amount in your budget 
for these items and decrease the amount budgeted for something 
else. Or you might want to stop spending money on these items for 
the rest of the month because you used all of the $25 during the first 
week. O r you might want to figure out a way to increase your 
income —  by working extra hours or doing odd jobs —  so that you 
w ill have more to spend on these items in future months.

"I guess if I don't eat after the 22nd, I can make it."

This example points out an important principle of budgeting —  
flexibility. You should never consider a budget to be perm anently 
fixed or unchangeable. As different circumstances arise, budgets 
can and should be changed. Of course, you should have a good rea
son for changes; otherwise, you w ill not be meeting your most 
important wants and needs.

Keep in mind that budgeting is a way to be good to yourself 
because it allows you to buy or save for the things that are most 
important to you. The budget that you develop should reflect your 
personal goals and priorities. Your budget w ill be different from the 
one developed by your best friend because you do not have the same 
goals and priorities.

How would a budget help you to meet some o f  your wants 
and needs? —
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STEPS IN PLANNING A BUDGET
Planning a budget is easier if you divide the process into several 

steps. Follow the five steps listed here as you plan your budget: (1) 
set your goals; (2) estimate your income; (3) estimate your expenses; 
(4) plan for savings; and (5) balance and adjust your budget.

Set Goals
Ask yourself a number of questions as you prepare to set your 

goals. W hat do you want to accomplish in the next month? the next 
year? the next five years? W hat is important to you? Are your goals 
practical? It is useless to set a goal of having a new car paid for in 
one year if your total income for the year is less than the price of the 
car! A budget should help tell you which goals you can meet with 
the amount of money you have.

Estimate Income
Knowing how much money you have available is an important 

step in the budgeting process. Your income is the actual amount of 
money you earn or receive during a given time period. If you get a 
weekly allowance at home, that's income. The pay you earn as a 
checkout clerk at a supermarket is also income, as is the interest you 
get on a savings account.

If  you have a job, you may remember your surprise at the 
amount of your first paycheck. Your gross pay, the total amount of 
money you earned for a specific time, may have seemed like a lot of 
money. For example, if you worked 20 hours a week at $4 an hour, 
your gross pay would be $80 for the week. But your gross pay is 
reduced by various deductions, such as taxes, insurance payments, 
retirement payments, union dues, and others. Your take-home pay, 
then, is your gross pay minus deductions.

If  your take-home pay is the only income you have to consider, 
then figuring total income is easy. On the other hand, if there are 
other fam ily members adding to income, include their take-home 
pay as well in figuring total income. Don’t count on gifts or unusual 
income in making a budget, however. If  part of your income consists 
of tips, don’t overestimate how much you expect to receive in tips 
when you plan your budget. Use a figure that is lower than what you 
think you w ill receive. Keep your budget as accurate as possible by 
making your estimates "honest.”
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Estimate Expenses
Expenses are of two types. Fixed expenses are those expenses 

that must be paid regularly. Although the amount of a fixed expense 
may change from time to time, ordinarily it is the same over long 
periods. For instance, rent or mortgage payments, insurance prem i
ums, and taxes not only must be paid regularly, but they usually are 
set at a fixed amount. You can’t reduce or avoid such fixed expenses 
without creating problems. Variable expenses are those over which 
you have more control. They include such expenses as telephone 
bills, food, entertainment, and gifts. The amount of these expenses 
usually varies from month to month.

Fixed expenses make up a large share o f a typical fam ily’s 
spending. In some cases, fam ilies find that their estimated fixed 
expenses are almost as great as their incomes. In these cases, they 
must find ways to increase their incomes or they w ill have few 
choices in how they spend their money.

If a budget doesn’t include all estimated expenses, it can be a 
real problem. Planning for insurance payments, regular visits to the 
doctor or dentist, or other expenses that occur less often is a must. 
Increasing costs of some expenses must be considered. Such 
increasing or unplanned-for expenses could wreck a budget.

When was the last time that an unexpected expense 
wrecked your spending plan? How?

Plan for Savings
A budget really isn’t complete without a regular plan for sav

ings. Not only are such savings valuable for a rainy day, but they 
also protect against unexpected expenses and those expenses that 
are higher than you had estimated.

Balance and Adjust the Budget
The most difficult step in the budgeting process is balancing 

and adjusting the budget. The total estimated income for the budget 
period — usually a month or a year —  should equal the total esti
mated expenses for that same period, plus the savings. If  total 
estimated expenses and savings are greater than total income, you 
w ill have to adjust the budget to make some changes. E ither you 
must cut some expenses or savings, or you must increase income 
through extra work or an advance in position or career.
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For example, let’s say you budget $10 each week for transpor
tation expense. At the end of the month, you find that you spent 
more than this amount each week. If you can’t reduce this expense, 
you w ill have to change some other item of your budget to make up 
the difference. Or, you’ll have to increase your income.

Let’s follow the steps used by a young couple, John and Susan 
Goralski, who have been married for four years. John and Susan 
decided to set up both an annual and a monthly budget. First, they 
drew up a list of their short- and long-term goals. In other words, the 
Goralskis decided which of their wants were most important to 
them. Some things they wanted imm ediately —  w ithin the next 
month or two. Other goals could w ait a year or even longer.

Next, they estimated their income for the year. John, who is a 
salesperson, earns gross pay of $16,000. Susan is a management 
trainee and earns $17,600 a year. John and Susan include only their 
take-home pay as income. Although they earn a total of $33,600 a 
year, their take-home pay is about $25,200. They use that amount in 
their planning since it is what they actually have to spend.

The Goralskis receive money gifts once in a while from their 
parents, but they do not include those gifts in their budget because 
they are not a steady source of income. If  the Goralskis had a large, 
steady income from a savings plan or other investments, they would 
include this income in their budget. Having recently rented a new 
apartment and purchased a new car, they do not have a large sav
ings account. Their savings account does not provide much interest,

A BUDGET FOR A YOUNG COUPLE

The Goralski family's goals.



Unit I Managing Your Resources 47

so they did not include that interest in their budget. As they build on 
their savings, they may be able to add interest income to their esti
mated total income.

The Goralskis next estimated their expenses. John and Susan 
kept a record of their actual expenses for the past several months to 
help them set up a budget. They first made a list of planned 
expenses and savings for the year. This list included their fixed 
expenses, such as rent payments; variable expenses, such as cloth
ing and food; and savings.

When John and Susan prepared their budget, they took their 
goals into consideration. For example, almost 12 percent of their 
planned expenses are for household furnishings. They also plan to 
begin saving for a vacation by cutting their entertainment expenses. 
John and Susan estimated that they spent $1,200 on entertainment 
in the previous year. They want to hold entertainment costs to $900 
this year bv dining out less often this year than last year.

In developing their budget, John and Susan had to make sure 
that the total income figure was the same as the total for planned 
expenses and savings. They succeeded in balancing the two figures. 
If their planned expenses and savings had been more than their 
income, they would have had to cut some expenses or find some 
other source of steady income. The Goralskis’ budget is shown on 
page 48.

Checking Out the Budget
The Goralskis were very careful. After their budget was pre

pared, they kept records of their actual expenses. Expense record 
sheets are sold in stationery shops and bookstores. W ith  them, a 
fam ily or individual can keep records, using categories that fit their 
spending patterns. Notice the way the Goralskis organized their 
spending records. Their expenses are broken down into various 
kinds, including car expenses, contributions, rent payments, and so 
on.

After they had estimated annual expenses and income, the 
Goralskis developed a monthly budget. They divided the yearly fig
ures by twelve to get an estimate of how they planned to manage 
their money from one month to the next. At the end of each month, 
John and Susan totaled their actual expenses for each budgeted 
item. They then compared these totals to their budgeted amounts to 
see whether they were keeping w ithin their budget. The key to com
paring actual spending to planned expenses is to find the reasons for
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The Goralski Family Budget

Annual Monthly

Income $25,200 $2,100

Fixed Expenses

Rent Payments $ 6,900 $ 575
Insurance Payments 600 50

Loan Payments 1,980 165
Variable Expenses

Food 4,200 350

Utilities (heat, phone, electricity) 1,320 110

Car Repair and Transportation Expenses 1,260 105

Contributions/Gifts 720 60

Health and Personal 540 45

Entertainment and Travel 900 75

Clothing 1,380 115

Household (Furniture/Supplies) 3,000 250

Savings 2,400 200

TOTAL $25,200 $2,100

The Goralski family's budget.

overspending or underspending for each item and then make deci
sions accordingly.

Look at the comparison of monthly budgeted amounts with 
actual expenses for the Goralskis on page 50. The Goralskis spent 
less than they had budgeted for food, utilities, car repair and trans
portation, contributions and gifts, and entertainment and travel. 
They spent more than their budgeted amounts for health and per
sonal items, clothing, and household expenses. Notice that while the 
Goralskis had money left at the end of the month, their total actual
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COMPARISON OF BUDGETED AMOUNTS
WITH ACTUAL EXPENSES

Amount
Over/Under

Budgeted Actual +
Fixed Expenses

Rent Payments $ 575 $ 575.00 ■*

Insurance Payments 50 50.00 —
Loan Payments 165 165.00 —

Variable Expenses
Food 350 524.51 1125.49
Utilities 110 75.30 +34.70
Car Repair/Transportation 105 57.00 +48.00
Contributions/Gifts 60 50.00 +10.00
Health and Personal 45 78.00 -33.00
Entertainment/Travel 75 70.00 + 5.00
Clothing 115 175.00 -60.00
Household 250 325.50 -75.50
Savings ____ __ г а а л й --ZZ.--

$a ,100 $2,045.31 +$54.69

Comparison of the Goralskis' actual expenses with the budgeted amounts.

expenses were close to their total income for the month. They are 
living w ithin their budget.

After looking at their actual expenses, the Goralskis decide to 
make some changes in their budget. They decide to decrease the 
amount budgeted for food since that amount probably w ill not vary 
a great deal from one month to another. They decide not to decrease
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the other budgeted amounts since they may have higher utility bills 
or car repair expenses in the future. Using the amount taken out o f 
the food budget, the Goralskis increase the budgeted amounts for 
clothing and household expenses, which are the tw o main areas in 
which their expenses were higher than the amounts first budgeted.

Notice what the Goralskis have done. They have adjusted their 
budget according to their needs. A budget works only if it meets 
your needs. An up-to-date budget shows how you plan to spend and 
to save. A budget provides a warning signal for rising costs, and it 
identifies trouble spots. Have costs anywhere risen and has the bud
get been changed accordingly? Many people find that they have 
dipped into their savings to meet expenses. OtHfers find that they are 
using credit to buy things that they really cannot afford.

How Does It All Add Up?
Many families do not know the actual state o f their financial, or 

money, affairs. They need to develop a kind o f record known as a 
statement o f  net worth, which shows the financial state o f a person.

The Goralski family's statement of net worth.

John and Susan Goralski 
Statement o f Net Worth 

December 31, 19—

Assets L ia b il it ie s

Cash in Checking Account $ 600 Midtown Savings Bank

Savings 2,000 Automobile Loan $ b,500

Life Insurance (cash value) 3,500 Furniture Store 2,000

Car U,200 Total Owed $ 6,500

Household Furnishings 3,000

Recreational Equipment 500 Net Worth 8,800

Clothing 1.500 Total L ia b il it ie s

Total Assets $15,300 and Net Worth $15,300
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The statement o f net worth contains three kinds o f information. 
First, it has a list o f money and items or property owned. How much 
cash does the fam ily have on hand? How  much savings? clothing? 
furniture? All o f these things owned are called assets. Next, the state
ment o f net worth lists amounts o f money owed. What does the 
person or fam ily owe? a mortgage? a loan? a charge account? All of 
these things owed are called liabilities (ly uh BIHL uh teez). Sub
tracting liabilities from assets gives you the third piece o f informa
tion, which is called net worth.

Which gives you the best picture o f a person’s financial
status: assets, liabilities, or net worth? Why? ^

To balance the statement o f net worth, you add total liabilities 
and net worth. You w ill see that the bottom line o f both columns 
contains the same sum. Take a look at the statement o f net worth for 
the Goralski fam ily. It contains information that a budget does not 
have. A budget and a statement o f net worth together provide a very 
effective set o f tools for managing financial affairs.

USING A COMPUTER FOR BUDGETING
Many people have microcomputers in their homes today. A 

variety o f software programs are available for using such computers 
to set up and maintain a household budget. Using a computerized 
budgeting program, you can store your budgeted amounts and 
enter your expenses either as they occur or at the end o f the month. 
The computer can give you a quick analysis o f  total expenses, 
including amounts that are over or under the budget. For example, 
the comparison o f the Goralskis’ budget and actual expenses on 
page 50 was prepared on a microcomputer.

In addition, the com puter can help you w ith "w hat if”  situa
tions. For example, what if Susan Goralskis income increased by 10 
percent? W ith a computer, the Goralskis could easily find out how 
much more they could then save each month. What if their rent also 
went up —  by $50 each month? What if they also wanted to save for 
a VCR? How much would they have to cut their entertainment and 
travel expenses in order to buy this item in one year? By using a 
computer, the Goralskis could quickly see how such changes would 
affect their budget.
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The personal computer can speed up the budgeting process.

SUMMARY
Preparing a budget w ill not instantly and com pletely solve all 

o f your financial problems. However, it can help individuals and 
families understand where their money goes. I f  you find that you 
often wind up short o f money before the next payday comes, a bud
get can help you. Follow  these five steps in planning a budget: (1) set 
your goals, (2) estimate your income, (3) estimate your expenses, (4) 
plan for savings, and (5) balance and adjust your budget. Keeping a 
budget does not have to be a dreary chore. Keep simple records, and 
try to come out with money ahead —  w ith money in the bank.
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BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 10. Then 
write the term that best matches each numbered definition.

assets
budget
fixed expenses 
gross pay 
liabilities

money management 
net worth
statement of net worth 
take-home pay 
variable expenses

1. A record that shows the financial state of a person.
2. Items owned by a person.
3. Those expenses over which a person has control; they may 

vary from month to month.
4. A plan for using money in a way that best meets wants and 

needs.
5. Assets minus liabilities.
6. Those expenses that must be paid regularly and are usually 

the same amount each time they are paid.
7. All o f the things owed by a person.

The process of planning how to get the most benefit from your 
money.
Gross pay minus deductions such as taxes, insurance, union 
dues, retirement, and savings.
The total amount of money a person earns during a specific 
period of time.

8 .

10

BUILDING
READING
COMPREHENSION

1. What is the purpose of a budget?
2. What are three categories of items that should be included in a 

budget?
What are three advantages of using a budget?
Should a budget ever be changed? Why?
List the steps that you should always follow in planning a 
budget.
Why is it important to save part of your income on a regular 
basis?

7. When you balance your budget, what two things should be 
equal?
If your budget does not balance, what two possibilities for 
change do you have to make it balance?
How can a person or family check to see if they are keeping 
within the budget?

10. What three kinds of information are contained in the state
ment of net worth?

3.
4.
5.

6.

8 .

9.
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BUILDING
BUSINESS
CONCEPTS

1. How should a budget relate to your values and goals?
2. How can a budget help you to meet your goals?
3. Why is budgeting only a part of money management?
4. Why is it important to look at previous income and expenses in 

developing a budget?
5. List five fixed expenses.
6. List five variable expenses.
7. When should one include income from savings and invest

ments in a budget? When should such income not be in
cluded?

8. List three assets and three liabilities that a person might have.
9. Why is follow-up important in the budgeting process?

10. If a family has total assets of $33,600 and liabilities of $27,350, 
what is their net worth?

BUILDING
BUSINESS
EXPERIENCE

1. How can higher or unplanned-for expenses wreck a budget?
2. In planning a budget, why is it important that the take-home 

pay — not the gross pay — be used as income?
3. When setting up a budget, how can a person or family know 

how to estimate the expenses that will occur?
4. Prepare a budget for next month. Be sure to estimate your 

income and expenses as accurately as possible.
5. Compare the statement of net worth with the budget for the 

Goralski family. How do the two differ?
6. How can a statement of net worth help in budgeting?

BUILDING
MATH
SKILLS

The Osbornes, a family of four, live in a midwestern city. Mr. 
Osborne teaches accounting, for which he earns a take-home pay of 
$1,100.00 a month. Mrs. Osborne is a reporter for the local news
paper. Her take-home pay is $1,000.00 a month. Michael and 
Randy are teenagers with part-time jobs, but their income is small 
and does not go toward the family’s living expenses.

The family’s expenses are as follows: Fixed Expenses —  mort
gage payment, $605.55 a month; car payment, $149.89 a month; 
car insurance, $650 a year; homeowner’s insurance, $325 a year; 
life insurance, $425 a year; property taxes, $1234.68 a year; and 
savings, $150 a month. Estimated Variable Expenses — household, 
$250 a month; food, $325 a month; clothing, $100 a month; health 
and personal care, $100 a month; gifts and contributions, $50 a 
month; and transportation, $150 a month.

Prepare a monthly budget for the Osbornes using the informa
tion given here.



Computer Programmer
Although computers can give 

answers to questions, organize data, and 
solve mathematical problems, they 
cannot think for themselves. Computers 
can do what is asked only if they have 
been given step-by-step instructions to 
follow. Computer programmers write 
detailed instructions called programs that 
list all the steps a computer must follow 
to complete a specific job. Using a 
computer language such as BASIC,
COBOL, or FORTRAN, the programmer 
breaks each instruction down into a 
series of coded instructions.

Simple programs can be written in 
just a few hours. However, more 
complicated programs that involve 
mathematical formulas or many data files 
can take one or more years to write. In 
such cases, computer programmers work 
in teams. They may need to work long 
hours and weekends to complete the 
program.

When the program has been written, 
the programmers test every part to make 
certain that there will be no errors. They 
use sample data to test the program. If 
the computer provides an incorrect 
answer, the program must be changed

and rechecked until the computer 
provides the correct result. This testing: 
called "debugging” the program.

Logical thinking is needed to write 
computer programs. Patience, 
persistence, and the ability to work 
under pressure are needed for this 
career. Since programmers must find 
ways to solve problems, imagination ar: 
ingenuity can be particularly important

High schools, trade schools, junior 
colleges, and universities offer courses ir 
computer programming. Computer 
programmers who work in science or 
engineering generally need a college 
degree in those fields. Some employers 
hire people who have had special course 
in computer programming to supplemer: 
their experience in a specific field, such 
as accounting or inventory control. Job 
openings for programmers are expected 
to be plentiful as businesses expand the’ 
use of computers.
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COMPUSENSE
A Personal Budget

If you have a computer that uses the BASIC language, run this pro
gram to try some budget problems.

With this program, you first enter a monthly income. Then you enter 
amounts to be budgeted for rent or mortgage payments, food, insur
ance, gasoline bills, utilities, and up to five other items for the month. 
The program then computes the total amount of expenses, compares 
that total to the monthly income, and reports the difference between 
the two totals. The program gives you three tries to arrive at a balanced 
budget — one in which income is greater than or equal to expenses.

Program

0100 DIM D (5 ) .D * (5 )
0200 PRINT 'BUDGET SIMULATION PROGRAM"
0300 PRINT 'ENTER YOUR NAME*
0400 INPUT A*
0500 PRINT -ENTER MONTHLY INCOME FOR “ IA *
0600 INPUT I I
0700 PRINT -ENTER AMOUNTS FOR TR IA L  BUDGET"
0800 PRINT “ENTER RENT OR MORTGAGE PAYMENT"
1000 INPUT R
1100 PRINT "ENTER AMOUNT BUDGETED FOR FOOD FOR MONTH"
1200 INPUT F
1300 PRINT "ENTER TOTAL OF INSURANCE FOR MONTH*
1400 PRINT "INCLUDING HOME, AUTO, AND L IF E  INSURANCE"
1S00 INPUT I
1600 PRINT "ENTER AMOUNT OF GASOLINE B IL L S  FOR MONTH*
1700 IW>UT G
1800 PRINT "ENTER TOTAL BUDGETED FOR U T IL IT IE S  FOR MONTH"
1900 INPUT U
2000 PRINT "ENTER THE NUMBER OF OTHER ITEM S YOU WISH TO INCLUDE IN  YOUR"
2100 PRINT "BUDGET FOR THE MONTH--UP TO 5 ITEM S*
2200 INPUT N
2300 PRINT "ENTER OTHER ITEM S--U P TO S IN  NUM3ER"
2400 FOR К « 1 TO N
2S00 PRINT "ENTER I T E M : K ; “NAME OF ITEM , A COMMA, AND THEN THE AMOUNT BUDGETED :*
2600 PRINT “FOR THAT ITEM "
2700 INPUT D»(K ) ,D<K)
2800 NEXT К
2900 Z=R+F*I*G+U+D<1 >+D<2>+D<3>+D<4>+D<5>
3000 E * I I  - Z
3100 IF E < О GOTO 3300
3200 GOTO 3400
3300 PRINT "YOU OVERSPENT FOR TH IS  TR IA L "
3400 PRINT "YOU HAVE A D IFFEREN CE BETWEEN YOUR TOTAL INCOME AND TOTAL EXPEN SES"
3500 PRINT * OF *  * ;E
3600 PRINT "OTHER ITEM S YOU L IS T E D  FOR TH IS  T R IA L  WERE"
3700 FOR Y * 1 TO 5
3800 PRINT D*(Y>
3900 NEXT Y
4000 E IC
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У М »

BUDGET SIMULATION PROGRAM 
О ENTER YOUR NAME 

7JAMES RADFORD
ENTER MONTHLY INCOME FOR JAMES RADFORD 

О 7 1 0 0 0 .0 0
ENTER AMOUNTS FOR TR IA L  BUDGET 
ENTER RENT OR MORTGAGE PAYMENT 

О 7 2 0 0 .0 0
ENTER AMOUNT BUDGETED FOR FOOD FOR MONTH
7 1 7 5 .0 0

О ENTER TOTAL OF INSURANCE FOR MONTH
7 3 5 .0 0
ENTER AMOUNT OF GASOLINE B IL L S  FOR MONTH 

О 7 7 5 .0 0
ENTER TOTAL BUDGETED FOR U T IL IT IE S  FOR MONTH 
* 8 5 .7 5

О ENTER THE NUMBER OF OTHER ITEM S YOU WISH TO INCLUDE IN  YOUR 
BUDGET FOR THE MONTH--UP TO 5 ITEM S
74

О ENTER OTHER ITEM S--UP TO 5 IN  NUMBER
ENTER ITEM : 1 NAME OF ITEM , A COMMA, AND THEN THE AMOUNT BUDGETED 
FOR THAT ITEM

О 7SAV INGS, 5 0 .0 0
ENTER ITEM : 2 NAME OF ITEM , A COMMA, AND THEN THE AMOUNT BUDGETED 
FOR THAT ITEM

О 7MEDICAL B IL L S , 4 0 .0 0
ENTER ITEM : 3 NAME OF ITEM ,
FOR THAT ITEM

О 7C0N TR IBUTI0N S, 6 0 .0 0
ENTER ITEM : A NAME OF ITEM , A COMMA, AND THEN THE AMOUNT BUDGETED 
FOR THAT ITEM

О 7RECREATI0N , 2 0 .0 0
YOU HAVE A D IFFEREN CE BETWEEN YOUR TOTAL INCOME AND TOTAL EXPENSES 
OF *  2 5 8 .7 5

О OTHER ITEM S YOU L IS T E D  FOR TH IS  TR IA L  WERE 
SAVINGS 
MEDICAL B IL L S

О CONTRIBUTIONS 
RECREATION

A COMMA, AND THEN THE AMOUNT BUDGETED

Problems

1. Assume you have these expenses and income for a month and try the 
program. Monthly income = $1,215.00

Expenses Trial A Trial В Trial С

Rent or mortgage payment $220.00 $175.00 $221.00
Food 175.00 200.00 125.00
Insurance 61.92 25.00 73.20
Gasoline bills 75.00 0.00 45.00
Utilities 68.00 123.00 33.00
Savings 75.00 40.00 125.00
Medical bills Optional 25.00 20.00 80.00
Contributions 60.00 25.00 40.00

Determine the income of a "typical" consumer and the expenses that 
a typical consumer might have. Enter those amounts into the pro
gram and see if you can arrive at a balanced budget.
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CHAPTER 5

How Economic 
Systems Work

• Countries, like people, have to fill wants and needs. But they have 
different ways of doing it. Why do you suppose that is so?

• A country must decide a number of things about the goods and 
services it produces. By now you are aware of the unlimited wants of 
people and the scarcity of resources. What do you think a country 
does to solve those problems?

• Every country has an economic system to meet its wants with its 
scarce resources. There is a great deal of variety among these 
systems. However, there are similarities, too, in the way goods and 
services are produced.

I
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Do you know what these terms mean?

economic system price
traditional system standard o f  living
command system mixed systems 
market system

You’ll learn all about these terms in this chapter.

We all take some things for granted. W e presume we can find 
most o f the things we want to buy at the prices we can pay for them. ' 
We know that we can satisfy most o f our wants if only we have 
enough money and time. W e may think our country has the best 
economic system in the world, that is, that it hd$ the most well- 
organized way o f producing goods and services and o f providing a 
means for people to get them. Is there any better system for pro
ducing goods and services? Can there be more than one way o f 
satisfying the needs and wants o f people?

WHAT COUNTRIES HAVE IN COMMON
You w ill remember that we discussed the factors o f produc

tion —  natural resources, labor, capital goods, and entrepreneur
ship. All countries must make decisions about how these factors o f 
production w ill be used to provide goods and services for its people. 
Let’s take another look at these factors o f production.

Natural resources are all the things like trees, water, minerals, 
and fish that come from the land or the sea. Labor is the work done 
by people to produce goods and services. Through their work, peo
ple change the raw materials taken from the land and the sea. 
Another factor o f production is capital goods, the machines, build
ings, and equipment used to produce goods and services and to 
move them to the consumer. Capital goods are also made by labor. 
Entrepreneurship is provided by individuals who are w illing to take 
the risk o f starting and managing businesses.

SETTING UP AN ECONOMIC SYSTEM
As you learned in an earlier chapter, the wants people have for 

goods and services are unlimited. However, each country has a lim 
ited amount o f resources from which to provide goods and services.
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Because o f this scarcity problem, each country must have an eco
nomic system that answers the questions about which goods and 
services w ill be provided. Since they are so important to all of us, 
let’s take a look at these questions:

1. What goods and services w ill be produced?
2. How  w ill those goods and services be produced?
3. How  much w ill be produced?
4. Who w ill use the goods and services produced?

What Will Be Produced?
W e all have different wants, and certainly some are more nec

essary than others. It w on ’t surprise you to know that countries 
have wants and, like people, different wants. Some countries would 
like to be very powerful or feel very safe. Such countries might use 
many o f their factors o f production to make guns, planes, and ships 
for defense. Another country might decide to produce mostly basic 
goods such as food and clothing. Some countries might want both. 
Still another country might decide to produce the things that people 
buy to make their lives more pleasant. In whatever way it is done, 
the question "W hat goods and services w ill be produced?” must be 
answered by any economic system. Since resources are limited, a 
country must make choices about what kinds o f goods and services 
w ill be produced.

All economic systems must make decisions about what to produce.
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How Will Goods and Services Be Produced?
Countries are not equal in the amount or types o f resources they 

have. Some have large numbers o f people; some have much tech
nology or capital goods. Others have rich resources o f oil, timber, 
fish, coal, or grain. An economic system provides the means for 
making decisions about how the factors w ill be put together to 
produce goods and services. Some w ill decide that machinery 
should do as much o f the work as possible. Others with many people 
may decide to do much o f the work by hand. H ow  the goods and 
services w ill be produced is a problem that must be solved by all 
economic systems.

How Much Will Be Produced?
The answer to the third basic economic question —  "H o w  

much w ill be produced?” —  w ill vary'. The answer depends on the 
system. To some extent, the answer depends on the priorities the 
system has established. In some countries, the government sets the 
priorities by indicating how much o f various items w ill be produced 
during a given year. In other countries, the amount o f goods and 
services demanded by individuals and groups within the society 
determines how much is produced.

In recent years, some countries have looked at another consid
eration. What w ill happen when we run out o f some o f our natural 
resources? What plans are being made for the future? Should 
resources be used to produce the wanted goods and services, or 
should some o f them be saved for the future? Countries may have to 
choose between consuming now and consuming later. This may 
sound simple. However, if  a society chooses to produce very little 
machinery, plants, and buildings, it may not be equipped to 
produce what is needed in the future. On the other hand, if a society 
chooses to use all o f a scarce resource now, what w ill happen when 
that resource is gone? Some products that depend on that resource 
will not be available in the future. As a society answers questions 
about how to use its resources, it must consider the future.

For Whom Are the Goods Produced?
In this country, you can buy just about anything you want —  if 

you have the money. But did you ever stop to think why this is so? 
You live in a country that has an economic system in which a large
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variety o f goods is produced for consumers to buy, and those goods 
have a high priority. Other economic systems may place a higher 
priority on using the factors o f production to satisfy industrial or 
m ilitary needs rather than on satisfying consumer wants and needs. 
An economic system, then, provides the mechanism for the country 
to decide for whom it w ill produce goods and services.

A key factor in knowing for whom  goods and services are pro
duced is to look at how income is distributed to the citizens. 
Through income, individuals buy various goods and services. In a 
country like ours, individuals have a lot o f freedom to buy items in 
the marketplace because much o f the income they earn is theirs to 
spend. In some countries, though, individuals h aw  less income to 
spend because a greater amount o f their income goes to the govern
ment or because most o f their income must be spent on basic needs 
for food, clothing, and shelter.

How the Four Questions Are Answered
The four basic economic questions must be answered in any 

economic system. But the way in which the questions are answered 
can be quite different. Let’s look at how different economic systems 
answer the basic economic questions.

A TRADITIONAL SYSTEM
Suppose you live in a country in which everyone does what his 

or her mother or father does. I f  your father is a farmer, you become a 
farmer. I f  your mother weaves baskets, you weave baskets. An eco
nomic system in which people do things the way they have always 
done them is called a traditional system. The same tools and meth
ods used by parents and grandparents are used by people today. In 
answering the basic economic questions, you would get the follow
ing replies: “ W e produce what we have always produced, and in the 
way we have always produced them. W e w ill produce as many as 
we have always produced and for the same use. W e w ill distribute 
the goods among our people the way we have in the past. Many 
times we have had to share w ith each other because goods were 
scarce."

Those kinds o f answers suggest some problems, don’t they? 
Most traditional economic systems have found it hard to grow. They



ork  I Unil 2 Economic Systems 65

ids
‘ler
o r

ds.

‘ГУ

ro
lls. 
i a 
in 
to 
to

T l -

ds

’ У
d
is

In a traditional economic system, ways of doing things change slowly.

fall behind other countries. They use their resources as they always 
have because they value their traditional ways o f living. They are 
unwilling to try new things. What would happen in a traditional 
economic system if a new food were discovered? If that food would 
feed all the people with half the work and at half the cost, would the 
traditional system use it? Probably not. "W e  have never used that 
food, so we w on ’t use it now .” N ew  methods and products are not 
accepted, so the system does not grow.

Which o f  the nations o f the world might be correctly 
described as having a traditional economic system?

A COMMAND SYSTEM
Sometimes the government o f a country —  and the govern

ment alone —  gives the answers to what kind o f economic system 
the country w ill have. The government owns the resources and
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employs the workers. It decides what workers w ill do, what goods 
and services they w ill produce, how much w ill be produced, and 
what income they w ill receive. This type o f economic system is 
called a command system. In countries such as the USSR and 
Poland, the government controls most resources.

In a command system, the government decides what will be 
produced. If it is to be guns instead o f cars, the workers and factories 
w ill be given their orders. In a command economy, a central plan
ning com mittee sets the goals. The com m ittee may also decide who 
w ill use the goods and services. In many command economies, con
sumer goods and services rank low on the priority list.

Does a command economy work? Yes, it does.-Sometimes the 
people o f a nation want this kind o f centralized decision making. In 
other cases, the government may have to be backed up by the police 
or m ilitary. A command economy may be very successful and 
produce large amounts o f goods and services. The price paid for that 
success is loss o f individual freedom, sometimes o f all the people. A 
command system takes away individual freedom and has the gov
ernment make many o f the decisions for the people.

Apart from the countries mentioned above, what other 
nations have command economic systems?

A MARKET SYSTEM
A third way to answer the four basic economic questions is 

through a market system. A market system is an economic system 
in which the interaction between buyers and sellers determines 
what is bought and sold. In a market system the questions arc 
answered through the market, which is made up o f all individuals’ 
buying and selling decisions put together. The market is not a place; 
it is a concept.

What goods and services are produced in a market system? The 
market system produces the goods and services that people are will
ing to buy and that w ill bring a profit to the sellers. In market 
economies, price plays an important role in determ ining what will 
be produced. Price is the amount o f money given or asked for when 
goods or services are bought or sold. I f  the price that consumers are 
w illing to pay for an item is viewed as low  by producers, very little 
o f the item w ill be produced because profits w ill be too low. If the 
price is high enough to provide a profit for the producers, then the 
item w ill be produced.
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In a market system, the consumer is all-important. Every time 
a consumer buys a product, he or she is telling the market to supply 
more o f that product. The same thing goes for services. I f  a con
sumer refuses to buy a product or a service, the market receives the 
message to supply less o f it.

The determination o f which goods and services w ill be pro
duced depends on a number o f things. Consumers and producers 
play the two most important roles in a market economy. Unlike a 
command system, regulation by government is at a minimum. If 
consumers want a certain food, kind o f clothing, or automobile, 
someone w ill produce it. Producers who can make a profit at a price 
consumers are w illing to pay are successful in a market system. The 
interaction o f consumers and producers is what makes a market 
system work.

How w ill the goods and services be produced in a market sys
tem? A market system w ill use its resources —  natural resources, 
labor, capital goods, and entrepreneurship —  to produce goods and 
services that people w ill buy. The ways in which items are produced 
depends on consumer wants and on the combination o f resources 
that can produce items most efficiently so as to generate a profit. 
The demand for "natural foods” grown without insecticides and 
other chemicals illustrates this point. Businesses in this market had 
to change their way o f producing various foods. They also had to 
find the most efficient way to produce these foods so as to make a 
profit.

Producers are successful when their products are on target with the wants and needs 
of most consumers.
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How much w ill be produced is another question to be answered 
by the market system. What the producers think w ill sell is what 
w ill be produced. Consumer demand plays an important part in 
deciding how much o f each good and service w ill be produced.

W ho w ill use the goods and services produced? That’s the 
fourth question, and it is answered by income. Most income is 
earned through work. Some people earn higher incomes than oth
ers. Those who have more income can buy more goods and services. 
However, everyone has certain needs such as food, clothing, and 
shelter that must be satisfied. The economic system that does the 
best job  o f satisfying those needs obviously is the most successful.

*

HOW TO JUDGE ECONOMIC SYSTEMS
The standard o f living is one way people judge an economic 

system. The standard o f  living is a measure o f how well the people in 
an economic system live. The standard o f living depends on the 
amount and kinds o f goods and services that the people o f a country 
can enjoy. An economic system that can produce the goods and 
services its people want at a price they can afford probably will 
have a high standard o f living.

Another way o f judging economic systems is to look at who 
makes the decisions. To some people, one advantage o f the tradi
tional system is that it does not change. There are few new decisions 
to make because tradition determines what is done. On the other 
hand, too much tradition may also be a disadvantage, making it too 
hard to make any progress.

In a command economy, many o f the decisions are made by a 
central com mittee, usually part o f the government. Some people 
think that a well-informed com m ittee can make better decisions 
than a large group o f people. Others believe that a com mittee can
not know all the wishes o f various individuals, and that the com
mand economy takes away too much o f an individual’s freedom of 
choice.

In a market economy, the freedom o f individual choice is 
emphasized. In such an economy, individuals have the opportunity 
to make both good and bad choices. Some people are very concerned 
that the market does not protect individuals from  making bad 
choices for themselves and the country. The market system also 
provides for differences in income for individuals. Goods and serv-
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Switzerland has a high standard of living.

ices are not equally shared. To some people this is an advantage, 
while to others it is a disadvantage.

The point is that each type o f system has advantages and dis
advantages. What you think o f as advantages or disadvantages in a 
system depends to a great extent on what you consider fair and best 
for people. N o economic system is perfect.

Most economic systems in the world  today are m ixed systems. 
Mixed systems combine some parts o f other systems. They may be a 
mixture o f traditional, command, and market economic systems. 
Our own economy is mostly a market system. The USSR is closest 
to the command system. Some African countries have a more nearly 
traditional economic system.

SUMMARY
All countries must make decisions. Usually, they w ill make the 

decisions according to their resources, what they have done in the 
past, and what their people expect. L im ited resources are a fact o f 
life everywhere. Because o f scarcity, no system finds it easy to make 
decisions about goods and services. Scarce resources change the
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way decisions are made. The traditional, command, and market 
economic systems all have answers for their people. They make 
decisions, or answer the four basic economic questions, in different 
ways. The standard o f living that the economic system provides is 
one way in which we judge the success o f that system.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper I through 7. Then 
write the term that best matches each numbered definition.

command system 
economic system 
market system 
mixed system

price
standard of living 
traditional system

1. An economic system in which people do things the way they 
have always done them.

2. An economic system in which the opportunity to buy and sell 
according to demands made by consumers is the rule.

3. The measure of how well the people of an economic system 
live.

4. An organized way of producing goods and services and of pro
viding a means for people to get them.

5. An economic system that combines some parts of other sys
tems.

6. The amount of money given or asked for when goods or 
services are bought or sold.

7. An economic system in which the government owns the re
sources; employs the workers; and decides what the workers 
will do, what goods and services they will produce, and what 
income they will receive.

BUILDING
READING
COMPREHENSION

1. What are the four major types of resources used by economic
systems?

2. What is the major problem with which all economic systems 
must deal?

3. What are the four questions that must be answered by an eco
nomic system?

4. What are the two ways in which economic systems answer the 
question ‘‘How much will be produced?"

5. Why do some societies consider the future as they decide how 
to use their resources for producing goods and services?



Unit 2 Economic Systems 71

6. What problem do most traditional economic systems face?
7. What types of goods may have low priority in a country with a 

command economic system?
8. Who decides what will be produced in a command economic 

system? in a market economic system?
9. How do you describe market in a market economic system?

10. What type of economic system do most countries have?

BUILDING
BUSINESS
CONCEPTS

1.

3.

4.
5.

6.

7.

8.

9.

10.

In a traditional economic system, how docs the system answer 
the first basic economic question, "What goods and services 
will be produced?” *
How would your life be different if you lived in a country with 
a command economy?
Explain how a market economic system is supposed to 
work.
List one problem for each of the three economic systems. 
Sometimes technology is included as an important resource 
for an economic system. Describe the effect of technology such 
as computers on the production of goods and services.
Do you agree that most economic systems are mixed systems? 
In what ways do systems like ours have some command sys
tem characteristics?
Some countries have many natural resources like oil, timber, 
or coal. Yet they are described as “ poor” countries. Why do 
you think such countries are not better off?
Sometimes we describe our economic system as one in which 
"the consumer rules.”  How does such a system answer the 
question “ What will be produced?”
In a market system, do individuals share equally in the goods 
produced for that system? Why or why not?
How can you judge whether an economic system is working 
well for its people?

BUILDING
BUSINESS
EXPERIENCE

1. What advantages do you have in the United States that people 
in some other countries do not have?

2. What changes would occur if our government decided to start 
operating all of our factories, stores, farms, and all other kinds 
of businesses?

3. In our economic system, prices are used as a way of determin
ing who will receive goods and services. Go to two or three 
stores and count the number of different brands and types of 
one product, such as applesauce. How many different brands
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BUILDING
MATH
SKILLS

and types of applesauce are available? How much does each 
one cost? Do you think that an item such as a fur coat is avail
able at as many different prices as a jar or can of applesauce? 
Why or why not?

4. What reasons can you think of for the success of our economic 
system?

5. Choose a country for study. Go to the library and find out all 
you can about that country. Include answers to the following 
questions in your findings:
a. What is the role of the government in the economy of the 

country?
b. What type of economic system does it have?
c. What are the main industries of the country?
d. What are the size and population of the country, types of 

resources, and main sources of income for its people?

Compare what you have found out about that country 
with what you know about the United States. How is that 
country like the United States? How is it different? How does 
its standard of living compare with that of the United States?

1. The table below shows the income per person for several coun
tries. Study the table and then answer the questions that 
follow.

INCOME PER PERSON

Country Income

Japan $ 8,460
People's Republic of China 566
Sweden 9,274
Switzerland 15,455
United States 10,491
West Germany 9,278

a. Which country has the highest income per person?
b. Which has the lowest income per person?
c. If the United States has 235 million people (235,000,000), 

what is the total income for all the people in the coun
try?

2. The table at the top of the next page shows how long a worker 
in the United States and a worker in the USSR must work to 
earn enough money to buy certain goods or services. Study the 
table and then answer the questions that follow.
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Item United States USSR

Milk, 1 quart 6 minutes 22 minutes
Oranges, 1 dozen 8 minutes 128 minutes
Eggs, 1 dozen
One week's supply of food

10 minutes 66 minutes

for four people 18.6 hours 53.5 hours
Refrigerator 44 hours 155 hours
Color TV 1.6 weeks 17.5 weeks

a. If a work week is 40 hours, how many weeks does a Soviet 
worker have to work to earn enough money to buy a refrig
erator?

b. How long must a worker in the United Stfites work to earn 
enough to buy one week’s supply of food for four people? 
How long must a worker in the USSR work? What is the 
difference between these two figures?
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How Immigration Affects Jobs
The United States government has an 

immigration policy under which people 
from other countries are allowed to 
move to this country. The Immigration 
and Naturalization Service (INS) is in 
charge of screening applicants who want 
to immigrate to the United States.

Many people want to live and work 
in this country because they see it as a 
land of opportunity, a place where they 
can find work to help them support their 
families. Immigrants generally enter the 
United States in one of three ways. Most 
people enter legally with permission 
from the INS. Trained doctors, engineers, 
and professional people are usually 
allowed to immigrate if they have jobs 
waiting for them. Others may have to 
wait before they may enter.

Other immigrants enter under special 
circumstances, for example, as political 
refugees. Many people from Cuba, 
Vietnam, and Haiti have entered the 
United States as political refugees. Last of 
all, some people enter the country 
illegally, slipping across our borders 
undetected by the border guards. Others 
may enter the country legally as 
migratory farm workers, and then decide 
to stay here illegally.

Considering that the United States 
was settled by immigrants, you could say 
that we are a nation of immigrants. 
Some of us have just been here longer 
than others. But some people believe 
that our government should not allow 
other people into the country, legally or 
illegally, when many of our own citizens 
are not able to find jobs. On the other 
side of the issue are the people who 
believe that immigrants do not 
significantly affect the number of jobs 
available to United States citizens. For 
example, migratory farm workers are 
often needed to harvest crops quickly. 
Many workers are needed — many more 
than those citizens who are available. 
Too, migratory farm workers often work 
for wages lower than those accepted by 
United States farm workers. Many 
immigrants also come here and open 
businesses, thus creating jobs.

The issue of immigration raises many 
questions that are not easily answered.

A



CHAPTER 6

Our Private 
Enterprise System

We have a great deal of freedom in our country. But the government 
still has some say about business and the economy. Does that mean 
we are a traditional system? a command system? a market system? 

When you buy a pair of jeans, you expect to pay a certain price for 
them. If you can't find them at store A, you go to store B. What does 
that tell you about being a consumer in our economy?

If you sold something you had made, such as a mobile, you'd want to 
accomplish certain things. You'd want to get back the cost of the 
materials. You'd probably want pay for your labor, and something 
extra besides. Isn't that the way businesses work in our economy?
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Do you know what these terms mean?

private enterprise productivity
capital profit
consumer goods competition

You ’ll learn all about these terms in this chapter.

One night during dinner, Brian and his fam ily got into a dis
cussion about our economy. Brian insisted that if he were just given 
a million dollars, he could buy everything he wanted. His father 
disagreed. “ You really can’t have everything, Brian. For one thing, 
your wants grow  as you satisfy each one. So, it ’s difficult to have 
enough money when your list o f wants gets b igger and bigger."

“ But, Dad, I d idn ’t mean that,” protested Brian. “ Let’s be rea
sonable!” They laughed about that and then agreed that Brian's 
wants were probably greater than his ab ility  to satisfy them.

In our business and economic world  there is scarcity, too. Fac
tors o f production are lim ited. W ho answers the important ques
tions o f what w ill be produced and for whom in our country? Jusl 
what kind o f economic system do we have?

A PRIVATE ENTERPRISE ECONOMY
Our economic system is called a private enterprise system. Let’s 

take a close look at these words we use to describe our economic 
system. In the first place, we say it is private rather than public. 
Individuals —  not the government —  are prim arily responsible for 
running it. And it ’s an enterprise or undertaking. So a private enter
prise economic system is a kind o f “ people-run” undertaking, a 
“ people-run” economy.

In our economic system most goods and services are produced 
by business firms. People own those business firms, as well as land, 
houses, and all kinds o f property. W e regard it as a right to have 
private ownership and to run our own businesses. The government 
owns or controls some businesses and industries. Most businesses 
and property, however, are owned by ordinary people.

Free enterprise is another term used to describe our economic 
system. You are free to buy whatever you want as long as you have 
the money to pay for it, it is legal, and it is available! You are free to 
work where you want, or to start your own business. I f  you do start a 
business, you are free to produce any legal goods and services.
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In our economy, there is a need for a great deal o f capital, the 
money or other material wealth needed to run businesses. Because 
our capital comes mainly from private individuals, our economic 
system is often called capitalism.

FEATURES OF OUR PRIVATE ENTERPRISE SYSTEM
Private enterprise, free enterprise, and capitalism all describe our 

economic system. The important thing about our system is that it is 
all o f these. It encourages the ownership o f private* property and 
business, it is free in many ways, and it uses capital. Some other 
features o f our private enterprise system include an emphasis on 
consumer goods, freedom o f choice, high productivity, the profit 
motive, and competition.

Consumer Goods
Our country is rich in natural resources, most o f them owned 

by private individuals. As you have learned, one o f the features o f 
our economic system is private ownership. In addition, we place an 
emphasis on the production o f consumer goods, the products that 
all o f us want or need.

When we are short on some natural resources, we import them 
from other countries. But our country is so rich in minerals, trees, 
grains, and other natural resources that we satisfy many o f our 
needs with consumer goods made from our own natural resources. 
There is one sobering thought, however. Natural resources w ill not 
last forever. Many o f them cannot be renewed, cannot be re-created. 
We have to plan, we have to conserve, and we have to use natural 
resources carefully.

Think o f  the variety o f  natural resources our country has. 
What are some that are easily renewed? What are some 
that cannot be easily renewed?

Some o f our natural resources have to be used in the production 
o f capital goods, the machinery, buildings, and equipment used to 
produce other goods and services. Using capital goods makes it pos
sible for businesses to make the products we want much faster and 
more efficiently. Without capital goods we could not produce the 
number o f consumer products we want and need.



78 Chapter 6 Our Private Enterprise System

Capital goods are very important in the production of automobiles.

Freedom of Choice
In our system we have the freedom o f choice to produce almost 

anything we like. Anyone can start a business. There is no guarantee 
that the business w ill be a success, but the opportunity to start one 
is provided. All o f us can choose the type o f work we do. One of the 
most important decisions you w ill make in the next few years is 
about what you w ill do when you finish school. You are free to 
choose your career.
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But why do you work, anyhow? One reason is to get the money 
to buy the goods and services you want. In our economic system you 
are free to buy what you want. If you can pay the price, you can buy 
the goods.

There are a few exceptions to that freedom, o f course. None o f 
us can freely buy anything that is not legal. Basically, though, we 
have the freedom o f choice to produce, buy, and sell what we 
like.

Productivity
People are the most important resource in our p riva te  enter

prise system. Natural resources and machinery are important, but 
they cannot meet our needs if we do not have people, too. Our eco
nomic system has one o f the most skilled and best educated labor 
forces in the world. Our technology, the putting together o f equip
ment and machinery to make products, is also one o f the most 
advanced in the world. Our technology is considered to be advanced 
because workers can use it to increase the number o f goods and 
services they produce.

Improved technology often helps workers produce more in less time.

Because o f their skill and technology, our workers produce 
more in less time. The rate at which goods and services are pro
duced is called productivity. W e have been able to keep ahead o f 
many other economic systems because o f our higher productivity.
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Our workers produce more goods and services in a shorter time 
than the workers in many other countries. Combine a skilled labor 
force, advanced technology, and high productivity, and you have a 
very successful economic system.

During the last few years, productivity has not increased as 
much in this country as in other industrial nations. This slowing of 
increases in productivity has become an area o f concern for the 
1980’s and 1990’s.

Some business firms have begun to import foreign 
methods o f increasing productivity among workers. Can 
you describe some o f these methods? л

The Profit Motive
Why would a person or a business be w illing to supply goods 

and services for you to buy? The main reason is to earn money. If 
you work for someone, you expect to be paid for your work. If a 
business produces goods and services, it expects to be paid for them. 
Profit is the amount o f money left over after a business has paid for 
the cost o f producing its goods or services. The profit motive is the 
intention to still have something left after paying the costs of mak
ing a product. Profit is the reason a person takes the risk o f starting a 
business. It is the reward for taking that risk. And it also can provide 
money for a business firm to keep its capital goods up to date. Bv 
keeping its capital goods up to date and in good working condition, 
a business can produce goods and services more efficiently.

Some people feel that businesses take advantage o f us and earn 
huge profits. A few believe that a business charges exactly what it 
wants for its goods and services. Actually, most businesses do not 
earn huge profits over a long period o f time. When businesses do 
earn profits, others enter the field. This com petition generally tends 
to lower profits.

Even though a person may like having a business, there arc 
risks. The chief risk is failure. I f  customers do not like the product, 
the business may fail. Customers may turn away if prices are too 
high. However, the profit m otive is often enough to keep people 
taking risks.

The concept o f profit is an energizing force in our economy. It 
encourages people to develop new products and services in the hope 
o f making a profit. W ithout profit, we would have few new products 
introduced into our economy.
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Competition
The contest to win customers, competition, is another feature o f 

our economic system. You are free to start a business and make a 
profit selling goods and services. But so are other people. You may 
build a better mousetrap, but somebody else might, too. Somebody 
else might even sell it —  and for less than your price! S till, com pe
tition is one o f the important features o f the free enterprise system. 
Because o f competition, businesses are forced to be efficient and to 
keep their prices low. Ways must be found to increase productivity 
and to keep costs down. Only then can a business com pete success
fully in the marketplace. ^

In a way competition also provides opportunities for others to 
enter business. Our private enterprise system encourages com peti
tion, and therefore any person who wishes to com pete w ith another 
is more than welcom e. Competition protects the freedoms that we 
have in our economic system.

Competition may be in price, quality of product, or extra services.

Competition certainly helps the consumer. If consumers have 
choices about where to buy, they often choose the firm  with the 
lowest prices for the highest quality o f goods and services. Because 
o f competition, businesses keep down not only their costs, but also 
their profits. The most efficient business often wins out. Com peti
tion keeps businesses trying harder and harder. And the consumer is
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the winner. Competition is just one more feature o f our private 
enterprise system.

How have you benefited from the competition among 
businesses in your community?

DECISION MAKING IN OUR SYSTEM
You may remember the questions that every economic system 

answers:
20

• What w ill be produced?
• How w ill those goods and services be produced?
• How much w ill be produced?
• Who w ill receive the goods and services?

In our system, the answers or decisions are those o f a market econ
omy. Individual buying and selling decisions, when added together, 
play an important part in deciding how our economy works.

In our private enterprise system, goods and services that people 
are w illing to buy are produced. Buyers include consumers, busi
nesses, and different levels o f government. O f these, the major group 
is consumers, who purchase over two thirds o f the goods and serv
ices that are produced in this country each year. Also, many of the 
purchases by government and businesses are made in order to make 
or provide items for the consumer. This is the reason that many 
people say that the consumer is really the one who answers the 
questions for our economic system. Let’s look more closely at how 
consumers affect the answers to the four economic questions.

What w ill be produced is based on the individual decisions of 
consumers as they buy in the marketplace. If consumers decide not 
to buy certain items, those items w ill not be produced. I f  enough 
consumers want a certain good or service, it is produced, provided 
it can be produced and sold at a profit.

After looking at what the consumers want, the producers decide 
how  the goods and services w ill be made, along with how many will 
be produced. Many cars made in the United States, for example, are 
not put together with the quality o f materials and care o f the Rolls- 
Royce. Why? Many consumers do not demand that type o f car. They 
cannot afford one o f that quality, or they do not want to spend that 
much on a car. Thus, automobile producers answer the question of 
how goods and services w ill be made after looking at what consuin-
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ers want and how much they can afford to spend. How  many goods 
and services w ill be produced is determined by how many items the 
consumers w ill probably demand in a particular time period.

Who w ill receive the goods and services is also influenced by 
the consumer. Businesses have to em ploy people to supply the 
goods and services that the consumer wants. Those individuals who 
work for businesses that make items the consumer wants w ill be 
employed —  receiving money for their labor. That money, in turn, 
can be used to buy goods and services. Those who work for busi
nesses that make items the consumer does not want w ill eventually 
be out o f a job  —  without income to buy goods and services.

*

DEALING WITH PROBLEMS
Because the consumer is so important in a market economy, a 

problem in the system is a problem for all o f us. If prices go up, all o f 
us are affected. All o f us must pay more for the same goods we could 
buy in earlier years at lower prices. When the general state o f busi
ness in our system is good, it affects all o f us favorably.

Scarcity is an always-present problem. N o economic system 
can produce everything that consumers could possibly want. Even 
in our economic system, we cannot buy everything we want. Prod
ucts or the money with which to buy them may be scarce. W e have 
limited resources, but unlim ited wants. When we make choices, we 
experience another characteristic o f any economic system —  
opportunity cost. Although the private enterprise system is very 
successful, it does not solve all problems for the consumer.

SUMMARY
The United States has a private enterprise economy. W e also 

call it a free enterprise system, or sim ply capitalism. Together those 
names describe the framework o f our economic system. It empha
sizes private property and the individual. It is a system in which 
there is much freedom for the consumer to choose goods and serv
ices and much freedom for the worker to start and run businesses.

Business, government, workers, and consumers are all im por
tant in the decision making for our system. Each is a vital part o f the 
framework o f our system. Decisions made by each affect the others. 
Consumers, though, are all-important in our economic system
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because o f its focus on providing goods and services for consumers. 
Competition is also an important part o f our economic system. Indi
viduals are encouraged to start new businesses. And all businesses 
are encouraged to produce new goods and services to increase their 
profits. The productivity o f our free enterprise system and the know
how o f its workers make it one o f the most remarkable economic 
systems in the world. N ow  that w e have seen the framework, we 
w ill examine the inner workings o f our system.

BUILC
eusir
CONC

С
BUILDING
WORD
POWER
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Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

capital 
competition 
consumer goods

private enterprise
productivity
profit

1. The money or other material wealth used to run businesses.
2. The amount of money left over after a business has paid for the 

cost of producing its goods or services.
3. The rate at which goods and services are produced.
4. The contest among businesses to win customers.
5. An economic system in which individuals play a major role.
6. The products that all o f us want or need.

BUILDING
READING
COMPREHENSION

1. Why is our private enterprise economy called a "people-run" 
economy?

2. What are the three names for our economic system?
3. Why is our economic system sometimes called a private enter

prise system?
4. Who owns most of the natural resources of our economic sys

tem?
5. What are the special characteristics of our private enterprise 

system?
6. What type of goods does our system emphasize when it 

answers the question of ‘ ‘what to produce” ?
7. Give three examples of capital goods.
8. What makes a person or a business willing to supply goods 

and services for you to buy?
9. Why is profit an energizing force in our economy?

10. What are the risks for an entrepreneur? How does competition 
among entrepreneurs and business firms help the con
sumer?

BU
BU
EX



I nil 2 Economic Systems 85

BUILDING
BUSINESS
CONCEPTS

1. Why is prolit so important in our economy?
2. Productivity is a very important part of a worker’s job. Why is 

it important that each individual worker be productive?
3. Would more competition be good for most business firms in 

our economy? What effect would more competition have?
4. Which name do you think is the best description of our eco

nomic system — private enterprise, capitalism, or free enter
prise? Why?

5. These are features of our economic system: emphasis on con
sumer goods, freedom of choice, high productivity, individual 
ownership of resources, the profit motive, and competition. 
Rank these items in order of importance, in your opinion, from 
most important to least important. How ditl you decide on 
your "most important" item?

6. What problems do you think would arise if our system sud
denly ran out of some resources? What could the system do to 
solve those problems?

7. Why do most people work?
8. Why are some people concerned about current productivity in 

the United States?
9. Many business firms use computers in producing goods and 

services. What impact do you think computers have in those 
firms?

10. Many people believe that profits of business firms in our coun
try are several times as high as the actual profits. What 
problems could arise from such misunderstandings?

BUILDING
BUSINESS
EXPERIENCE

I. Read this article on supply, demand, and price, and then 
answer the questions that follow.

Supply and demand affect the wages we are paid; these 
wages are really the prices we charge for performing work. Supply 
and demand also affect the prices of goods and services, the prices 
of raw materials, and the "price," or interest, paid when we bor
row money.

Two factors work together to determine the supply of a prod
uct, service, or resource: the cost of producing it and the selling 
price.

Suppose that buyers are willing to pay more for a product 
than what it costs to produce that product. Businesses will usu
ally increase their production to increase their profits. This 
“profit margin" encourages new businesses to enter this field. 
Now there is more competition among sellers, and that competi
tion tends to reduce prices or improve the products or both. And 
that means a larger supply.



8 6 Chapter 6 Our Private Enterprise System

There is an opposite side to this point. Consumers may 
decide that a product is not worth the cost of producing it and 
may not buy that product. When this happens, and if the situa
tion continues very long, the product will be forced off the market. 
Prices play a role in this process. Prices go up or down, depending 
on the supply and the demand for goods and services.

a. Which type of economic system —  traditional, command, 
or market — does this article describe?

b. Whal part does the consumer play in a system described in 
this article? Are the consumers important to this type of
system?

c. What usually happens to price when the jjemand for goods 
decreases and the supply remains the same?

d. Does competition always reduce prices and improve prod
ucts?

2. This headline appeared in a newspaper: "Cold Weather 
Destroys Ohio Peach Crop.” Because of record low tempera
tures, only about 50,000 pounds of peaches were produced. 
The previous year’s production was 8 million pounds. What 
effect might such a loss have on our economic system?

3. In our economic system, we say that the consumer answers the 
questions. What disadvantages do you see when our economic 
system produces the goods and services that consumers want? 
Would it be better if the government did not allow our scarcest 
resources to be used for products that some people consider to 
be foolish uses of resources? Why or why not?

4. Listed below are six items that consumers might want. For 
each, write whether you think it is "necessary,’’ "not neces
sary,” or you are "unsure." For those items you consider 
necessary, how serious would a shortage of each be? Could you 
do without those items? Could you substitute other goods or 
services for each?

Gasoline Frozen vegetables from a grocery store
Bread Your favorite brand of toothpaste
Newspapers Several movie theaters in your town

5. A business firm manufacturing electric motors and automatic 
packaging and weighing systems for industrial firms and 
supermarkets reported these figures for 1983 and 1984:

1985 1986

Net income 
Spending for 
capital equipment

$5.5 million $1.03 million

$4.2 million $5.0 million
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The company also reported that sales of electric motors were 
up 32 percent; international sales were up 26 percent; and 
sales of packaging and weighing equipment were up 17 per
cent. How would you describe this company’s year in 1986?

BUILDING
COMMUNICATION
SKILLS

1. Survey ten people in your school or community. Ask each one 
of them what percentage of prolit they believe an average busi
ness firm earns. Bring your figures to class and compare them. 
Write up your results in a short article.

2. Alexandria, a visitor from the USSR, has been told that in our 
economic system the consumer tells the businesses what 
goods and services to produce. Alexandria has asked you to 
help her to understand how this communication can take 
place. To help organize your thoughts, outline the things you 
should include in your discussion with Alexandria. Then write 
out your explanation of how our economic system works. 
Remember to be specific in talking to Alexandria.
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Retail Buyer
As you walk down the aisles of a 

department store, trying to decide what 
to buy, have you ever wondered how all 
that merchandise got there? Somebody 
else already tried to figure out what you 
would be looking for and made sure it 
was there. This individual is known as a 
retail buyer. Just about any kind of retail 
store, whether it sells groceries or 
clothes, has a buyer keeping shelves filled 
with the items that customers want.

A buyer for a clothing store may fly 
off to Paris to see the latest fashions. A 
furniture store buyer may meet with 
factory representatives and buyers from 
other stores around the country at a 
convention in Chicago to see what new 
furniture the factories are offering. A 
good buyer tries to anticipate trends and 
new fashions that customers will be 
looking for. A professional buyer is 
always trying to get the newest fashions 
before the other stores, or to get the 
best prices from a manufacturer.

The use of computers has improved 
buyers' efficiency. Cash registers 
connected to computers, known as point- 
of-sale terminals, allow retail stores to 
maintain up-to-the-minute sales and 
inventory records. These records enable 
buyers to concentrate on market analysis 
to determine which products consumers 
are most likely to buy.

Job openings are expected to grow 
in response to an expanding population, 
especially in retail food stores. More and 
more colleges are offering marketing and 
retailing programs that are helpful to 
buyers. The best preparation for those 
interested in a career as a buyer includes 
marketing courses and work experience 
in retail stores.

Buyers often work their way up from 
jobs as salesclerks or stock room clerks. 
They learn the business from the ground 
up, finding out which items sell and 
which ones do not. The life of a buyer is 
often hectic and fast-paced. The 
environment is highly competitive.



CHAPTER 7

How the Market 
Works in Our Economy

• All of us buy goods and services. If you work, you also produce 
goods or services. How and where do consumers and producers come 
together to buy and sell?

• Fashions change, and so do prices. Mostly prices seem to go up. 
However, the cost of tomatoes or of a tape recording occasionally 
goes down. Why?

• There is a consumer demand for products to satisfy certain needs, 
such as food, clothing, and shelter. Consumers know the prices they 
will pay for these necessities. On the other hand, producers will 
supply only so much cereal, for example, at a certain price. Is there 
any way of measuring or predicting where the demand and the 
supply will come together?
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Do you know what these terms mean?

demand law of supply
law of demand surplus
supply equilibrium price

You ’ll learn all about these terms in this chapter.

Have you ever noticed that prices for goods and services seem 
to go up and down? For example, when Florida or California has an 
unexpected freeze in the winter, the prices o f oranges and other 
citrus fruits go up. Some o f you may have noted that the prices of 
personal computers and calculators have com e d oyn  from what 
they once were. As you know, the United States has a private enter
prise economic system. In a private enterprise economy, the basic 
economic questions —  what to produce, how to produce, how much 
to produce, and who w ill get the goods and services —  are all 
answered to a great extent through markets. In this chapter we will 
look more closely at how a market works.

WHAT IS A MARKET?
As you learned in Chapter 5, a market is any place where indi

viduals buy and sell goods and services. For example, goods and 
services can be bought at home, in a store, by telephone, or by mail. 
A market may be as small and as close to home as the corner grocery 
store or as far away as a ranch in Australia. The market is made up 
o f all the different places where buyers and sellers exchange money 
and goods or services.

There are all kinds o f markets in our economic world. There are 
markets for automobiles, compact discs, apples, and laundry serv
ices. All markets, though, have some common economic principles.

WHAT DOES PRICE HAVE TO DO WITH THE MARKET?
The price is what you have to pay for something in order to get 

it. Earlier you learned that a basic problem  we all face is scarcity. 
W e can’t have everything we want because there just aren’t enough 
resources to go around. Price is one indication o f the scarcity of an 
item. If something is really in short supply —  meaning that a lot of 
people want it —  the price w ill be high.
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Can you think o f  something that you really wanted to buy 
but couldn’t because the price was too high? Why do you 
think the price was so high?

Price can be looked at as an unfortunate thing, especially i f  you 
don't have enough money to buy something you want! Price can be 
a discouragement. You may be surprised to know that sometimes 
price is meant to be a discouragement. However, there are other 
times when it is meant to be an encouragement. L e t’s see how price 
can be both a discouragement and an encouragement to buyers 
(consumers) and sellers (producers) in the market.

i»

Prices Affect the Consumer
Consumers are the ones who provide the demand for an item. 

Demand is the amount or quantity o f goods and services consumers 
are w illing and able to buy at various prices. Some examples w ill 
show how price affects consumer demand.

Price is often a discouragement.
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start new egg-producing businesses. All o f this may happen because 
producing eggs at $2 a dozen looks very profitable.

Then —  the price drops to 50 cents a dozen! What do you sup
pose will happen to the amount o f eggs supplied to the market? At a 
price o f 50 cents, many producers w ill find that they can ’t make a 
profit. Some w ill use their money elsewhere. Others w ill reduce 
their production o f eggs. The amount o f eggs supplied w ill thus be 
decreased.

This example demonstrates another principle o f our market 
economy. Producers w ill generally produce less o f an item at a 
lower price than they w ill at a higher price. The law o f  supply states 
that the higher the price, the more producers w ill supply; the lower 
the price, the less they w ill supply.

In our economy, businesses are free to produce or not 
produce an item. Can you think o f  some items that are no 
longer made by any producer?

HOW IS PRICE DETERMINED?
It should be clear by now that in the marketplace, both con

sumers and producers follow  their own self-interests. Consumers 
want to get as much as possible at the lowest possible price. And
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Suppose you walked into the stereo department o f a store with 
$8 to buy a cassette. Instead, you find that the department is having 
a "two-for-the-price-of-one” sale, and that you can get two cassettes 
for $8. The chances are pretty good that you would buy two cas
settes, since you were already prepared to buy one at the price of $8. 
Many other consumers would do the same thing. The result would 
be an increase in the total number o f cassettes sold.

Here’s another example o f how price affects the consumer. You 
have saved $50 to buy a pair o f running shoes that you have 
admired for some time. Suppose that when you finally get around to 
buying the shoes, the price has increased to $70. What are you going 
to do? Do you want the shoes badly enough? Equallyimportant, do 
you have the extra $20? You decide to get along a while longer and 
perhaps look for a cheaper brand. Maybe you w on ’t buy running 
shoes at this time. Other consumers are making the same decision: 
The shoes are too expensive, and this is not the time to buy them.

Your decision and that o f other consumers points out an impor
tant principle o f our market economy: Generally, the higher the price, 
the less consumers will buy of an item. The opposite o f this principle 
also applies: The lower the price, the more consumers will buy. At the 
higher price some consumers w ill sim ply decide not to buy. Others 
w ill buy less o f the item. Still others may try substitutes. Instead of 
running shoes, they w ill buy less expensive sneakers. Rather than 
expensive melons, they w ill buy less expensive apples. The law of 
demand states that consumers w ill generally buy less o f an item at a 
higher price than at a lower price.

Prices Affect the Producer
Producers are influenced to supply goods or services by the 

prices in the market. The supply is the amount or quantity o f goods 
and services that producers w ill provide at various prices. Produc
ers must receive a price for their goods and services that w ill cover 
their costs and provide a profit in order to stay in business. Thev 
look at price as a barometer that tells them how much o f a good or 
service to produce.

Suppose that the price o f eggs is $2 a dozen. That may seem like 
a lot o f money for a dozen eggs. What do you think w ill happen to 
the number o f eggs produced at that price? Probably the amount 
w ill increase because those in the egg-producing business will see 
profits to be made at that price. Those already in the business will 
increase their production. Others may have money to invest and
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producers want to make as much profit as possible. The result is 
something o f a battle, an economic tug-of-war. However, it is in the 
marketplace that the prices for all goods and services sold are deter
mined through the actions o f buyers and sellers. L e t’s look at an 
example.

The Fair Price Supermarket has a supply o f five hundred roast
ing chickens that are priced to sell at 95 cents a pound. By the end of 
the week, only one hundred chickens have been sold. And five hun
dred more roasting chickens are com ing in from the producer next 
week. There is a surplus, or oversupply, o f four hundred chickens. 
Evidently the consumer demand is less than the amount supplied at 
95 cents a pound. Something has to be done in ordfcr to prevent the 
chickens from spoiling.

The Fair Price Supermarket lowers the price to 65 cents a 
pound. Remember, according to the law  o f demand, the lower the 
price, the greater the amount demanded. At 65 cents a pound, all 
400 roasting chickens are sold. This price —  at a point where the 
amount supplied equals the amount demanded —  is called the 
equilibrium price. Equilibrium, then, is the point at which supply 
and demand meet, or come together.

Let's look at another example. In this case, the Fair Price Super
market started out by charging 45 cents a pound for the roasting 
chickens. In one day the five hundred chickens for the whole week 
were sold. Many shoppers who came later in the week were disap
pointed. They were looking for roasting chickens at 45 cents a 
pound. There was, in fact, a real shortage at that price —  less sup
ply than the amount demanded. The seller can see that even more 
chickens can be sold. What w ill happen to the price as a result? It 
w ill increase to the point where the amount supplied equals the 
amount demanded, the equilibrium  price.

Naturally the price established at any one store does not go into 
effect for the entire market. But if sim ilar surpluses o r shortages of 
roasting chickens occurred in many places, the overall price would 
be affected.

To  get a better idea o f how the equilibrium  price is determined, 
let’s expand the example o f the roasting chickens. Suppose that on a 
particular day, the producers o f roasting chickens supplied the 
quantities o f chickens at the various prices shown in the table at the 
top o f the next page. The demand by consumers for roasting chick
ens at the various prices is also shown in this same table. What do 
you notice about the supply and the demand?
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DETERMINING THE EQUILIBRIUM PRICE

Supply of Roasting Chickens Demand for Roasting Chickens

Quantity Price Quantity Price
20 million 95c a lb 1 million 95c a lb
18 million 85? a lb 2 million 85< a lb
14 million 75C a lb 4 million 75c a lb
10 million 65c a lb 10 million 65c a lb
8 million 55c a lb 15 million 55c a lb
5 million 45c a lb 25 million 45c a lb

As you recall, the equilibrium  price is the price at which supply 
and demand meet. Look at the table above. The price at which both 
supply and demand are the same is 65 cents. Therefore, the equi
librium price is 65 cents.

WHAT CAUSES PRICES TO CHANGE?
You have seen how surpluses and shortages result in price 

changes. These particular changes were created in the market as a 
result o f pricing practice. Changes in consumer demand or in 
amounts produced may also cause prices to change.

Changes in Demand
Fruit-of-the-Sun is a fruit punch sold by Fair Price Supermar

ket. It is a combination o f three natural fruit juices, and sells for $2 a 
quart. “ Independent” laboratory testing recently has shown that 
these three juices together are rich in all vitam ins required by the 
average adult. Suddenly consumers develop a taste or preference 
for Fruit-of-the-Sun over all other com peting brands. Consumers 
demand more than is available. A shortage o f the fruit punch devel
ops at the $2 price. The price goes up.

Consumer taste or preference can change in the other direction, 
again affecting prices. Suppose another business produces a new 
fruit drink to compete w ith Fruit-of-the-Sun. Consumers prefer this 
new fruit drink and start buying it instead o f Fruit-of-the-Sun. Since 
consumers are not buying Fruit-of-the-Sun, there is a surplus o f it at 
the $2 price.

Changes in consumer taste and preference that affect prices 
occur often. This change in preference explains why fad items, such
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as designer jeans or certain hair styles, increase in price when they 
are popular and decrease in price when they are out o f style.

Income can also affect prices. Suppose that the average take- 
home pay o f consumers in your area increases by 6 percent. You 
now have more money to spend. W ould you want to buy more of 
your favorite foods at the current market price? Most people in your 
area would. I f  you all liked the same foods, the food stores might 
have a shortage in supply. You know what would happen then! 
Prices would increase. On the other hand, if everybody got a cut in 
pay, the likelihood is that prices for food in your area would 
decrease.

Substitutes also play a role in affecting demand<md, therefore, 
prices. Let’s say that the price o f beef is high relative to that of 
chicken. Consumers might decide to substitute chicken for beef as a 
m ajor source o f meat for their tables. Demand for beef at the current 
prices decreases. A surplus results, causing prices to drop. On the 
other hand, the increased demand for chicken creates a shortage 
and leads to higher prices for chickens. Because o f the highly com
petitive nature o f our market economy, substitutes exist for most 
goods.

Changes in Supply
There are some obvious circumstances that cause a change in 

supply, particularly with food products. For instance, droughts, 
floods, hurricanes, and even extrem ely cold weather can affect 
crops. A heavy frost in Florida can have a severe impact on the 
citrus crop. Fewer oranges, grapefruit, and lemons are available and 
the price moves upward. Good grow ing and harvesting weather can 
have the opposite effect. A bumper crop in grains can result in lower 
prices for meat and a whole range o f food products. W ith a plentiful 
supply in the market, prices move lower.

When the costs o f producing a product or service change, fora 
variety o f reasons, both supply and price are affected. Suppose that 
eggs are currently selling for $1 a dozen. Egg producers have found 
that their costs (labor, feed, etc.) have risen 10 percent over the last 
year. To keep their profit at the same level, they w ill have to 
increase their price to $1.10 per dozen. However, i f  the market price 
stays at $ 1, some producers w ill have to make a decision. Is it worth
while to stay in the business for less profit? If many producers leave, 
the supply w ill decrease. This decrease w ill, in turn, cause a short
age o f eggs at the $1 price level, encouraging the price to rise.
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When crops are damaged, prices for these goods increase.

In some instances, producers find more efficient ways to 
produce goods and services so that their costs decrease. A good 
example has been the rapid developments in the com puter area. 
Some o f the first computers were nearly 60 feet long and weighed 
over 30 tons. Their energy source was vacuum tubes, and only the 
government or large companies could afford such computers. Then 
came the development o f the transistor, a com plete electrical circuit 
on a piece o f silicon. In a matter o f a few years, a m icrochip o f silicon 
the size of a small postage stamp was designed. Despite its size, it 
could do more work —  and in a shorter time —  than 18,000 vac
uum tubes. The computer shrank —  and so did the price!

Such changes resulted in a greater supply o f computers at the 
then current prices. As more producers entered the field, a surplus 
occurred. Prices dropped. The whole result o f the greater supply and 
surpluses was that the consumer benefited from lower prices.

Can you think o f goods or services that have changed in 
price recently either because o f  a change in supply or a 
change in demand? —
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THE EVER-CHANGING MARKET
Although a market economy is one o f the most open and free 

systems, some controls and regulations are needed. Not all prices 
are set by the market. In some instances the consumer in our econ
om y wants the government to set the price. U tility rates (water, 
electricity) are generally set by governmental bodies. There are rent 
controls for apartments in some large cities. But such controls are 
the exception rather than the rule in our market economy. Prices for 
most goods and services are set through the interaction of buyers 
and sellers in the marketplace.

As the price for a product goes up, other producers jump on the bandwagon.

In fact, an important point to rem em ber about the market is 
that prices may change for more than one reason. A situation may 
occur in which an increase in consumer income increases demand 
for products. At the same time, however, producers may be faced 
with rising prices for producing food. Although there is a change in 
the equilibrium  price, it can be traced to more than one reason.

As you can see, the market has a lot o f cause-and-effect features 
to it. There is no governing board that determines the price of an 
item, the amount to be produced, or the amount that will be 
demanded by consumers. Rather, the price goes up or down 
because o f the activities o f thousands upon thousands o f consumers 
and producers. It is a two-way street: Consumers’ and pnxlucers’
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activities not only affect price, but those activities are also affected 
by the price.

Let’s take one more look at some o f these cause-and-effect rela
tionships in the market. Rem em ber Fruit-of-the-Sun fruit punch? It 
had an equilibrium price o f $2, meaning that the amount supplied 
equaled the amount demanded at that price. When it was discov
ered that it was rich in nutritional value, demand increased. At the 
available supply, there was a shortage, thus boosting the price. 
What signal does this development give to producers? At the higher . 
price, more profit can be made. Those already producing Fruit-of- 
the-Sun punch w ill produce even more. Other firms w ill get into the 
business. The supply w ill eventually increase. Thyre w ill come a 
time when the available supply is too much for the demand at the 
market price. The price w ill eventually decrease, causing some o f 
the inefficient producers to get out o f the business.

Adam Smith, the noted eighteenth-century economist, de
scribed the cause-and-effect relationship o f the market as the “ in
visible hand” at work. What he meant was that these changes in the 
market come about automatically as a result o f producers and con
sumers follow ing their own self-interests.

SUMMARY
In our market economy, producers and consumers get together 

to buy and sell. Prices are determ ined by the laws o f supply and 
demand. Consumers w ill generally buy less o f an item at a higher 
price than at a lower price. The higher the price, the more producers 
will supply; the lower the price, the less they w ill supply.

When there is a surplus o f goods or services, prices usually 
come down. A shortage causes prices to rise. When the amount sup
plied equals the amount demanded, an equilibrium  price results. 
Changes in price can be caused by good or bad weather, technolog
ical developments, lower or higher costs, and consumer preferences. 
Although certain governmental controls on prices exist, as a whole 
the market is an ever-changing one. It responds autom atically to 
producers and consumers follow ing their own self-interests.
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BUILDING Understanding these business terms will help you to communicate
WORD more easily with others. Number your paper 1 through 6. Then
*OWER write the term that best matches each numbered definition.

demand law of supply
equilibrium price supply
law of demand surplus

1. The amount or quantity of goods and services that consumers 
are willing and able to buy at various prices.

2. Consumers will generally buy less of an item at a higher price 
than at a lower price.

3. The amount or quantity of goods and services that producers 
will provide at various prices.

4. Producers will generally supply more of an item at a higher 
price than at a lower price.

5. A condition when the supply of an item is greater than the 
market demand at a particular price.

6. A point at which the amount of an item supplied is equal to the 
amount demanded.

1. In a private enterprise economy, how are the basic economic 
questions of what to produce, how to produce, how much to 
produce, and for whom are the goods and services produced 
answered?

2. If the price of an item jumps up, what actions may consumers 
take?

3. According to the law of demand, will consumers buy less or 
more of an item at a higher price? Will they buy more or less at 
a lower price?

4. If the price of an item drops drastically, what actions will be 
taken by many of the producers of that item? What economic 
law is at work in this example?

5. If the price of a good or service increases, what will probably 
happen to the amount supplied?

6. How do the self-interests of consumers and producers dif
fer?

7. Sometimes consumers get excited about a new fad. What 
probably will happen to the price of a new item that becomes a 
fad?

8. How may income affect the prices of goods and services?
9. How may substitutes affect prices and demand? Give an 

example of a good or service substituted for another good or 
service.

10. What did Adam Smith mean by the "invisible hand” in the 
marketplace?

MARKET

BUILDING
READING
COMPREHENSION
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BUILDING
BUSINESS
CONCEPTS

1. Explain what is meant by the following statement: Price is a 
way to ration goods and services in a market economy.

2. Over a long period of time, what usually happens to the price 
of an item that is very popular and sells quickly?

3. In what ways is price a discouragement to a buyer?
4. Clearance sales show the law of demand at work. Explain.
5. A newspaper headline reads: “ Freeze Destroys Much of Citrus 

Crop." What probably will happen to the price of citrus fruit? 
What effects will the freeze have on the market for citrus fruit? 
on substitutes for citrus fruit?

6. A very expensive item often attracts new producers of that 
product. What effect will the entry of new producers probably 
have on the price of that product? -в

7. Not all prices are set by supply and demand. Give an example 
in which price is set by other means.

8. If you buy an item regularly, what happens to your consumer 
decision making if the price for that item rises each week?

9. If the price of wheat rose drastically, what effect would the 
price rise have on consumers of wheat products? on producers 
of wheat products?

10. Give an example in which changes in consumer tastes have 
caused changes in the market for a product or service.

BUILDING
BUSINESS
EXPERIENCE

1. Suppose a company produces a new toy that is liked bv both 
adults and children. There is a great demand for it. The sup
plier raises the price because there is no other firm producing 
the new toy. In spite of the price increases, the supplier cannot 
keep up with demand. Some people believe the supplier is 
gouging the public by increasing its price. Are such price 
increases allowed in a market system? Should the government 
step in to control the price? What are other toy producers 
likely to do about this new toy?

2. For each of the following items, name substitutes that consum
ers might choose if the prices were too high: butter, milk, 
meat, fresh vegetables, American-made cars, air travel.

3. What is the equilibrium price for hamburgers?

Supply of Hamburgers Demand for Hamburgers

Quantity Price Quantity Price
150 million $1.50 30 million $1.50
110 million $1.35 60 million $1.35
90 million $1.25 90 million $1.25
60 million $1.00 120 million $1.20
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4. How may a lower price affect the quantity of a product 
demanded? the quantity supplied?

5. What happens to quantity demanded if the price rises? to 
quantity supplied?

BUILDING Read the paragraphs below and answer the questions that fol-
ANALYTICAL low.

During the last 20 years, the consumption of chicken in the . 
United States has risen dramatically. In 1984, the average person 
consumed 54 pounds of chicken in various forms, which is twice as 
much as the amount consumed in 1964. In 1976, the average was 
almost 43 pounds.

Contrast this amount with the consumption of beef. In 1976, 
people in the United States ate an average of 94 pounds of beef. 
This average declined to almost 71 pounds in 1984.

What seems to be behind the change in consumer purchases of 
meat products? There are a number of reasons. Let’s first look at 
the production of chickens. Improvements in growing chickens 
have enabled them to be ready for the table in much less time than 
the old barnyard variety. In the 1950’s, it took 98 to 112 days to 
prepare a chicken for the market. Now it takes 47 days. Greater 
mechanization allows less labor to be used in raising the chickens 
and in processing them for sale to consumers. Combined with 
large-scale operations for raising and processing chickens, these 
factors have helped to keep the cost of chicken fairly low.

What has happened to the beef industry during the same 
time? Beef has had steep price increases in the last few years. In the 
mid-1980’s, the price of beef was an average of three times the 
price of chicken. In the mid-seventies, beef was only twice the price 
of chicken. Beef producers have not been able to contain costs as 
well as chicken producers, which is one major reason for the steep 
price increases. Another problem has been that many people 
believe consuming too much red meat is unhealthy, which has had 
an effect on sales.

1. How much more chicken was eaten in 1984 than in 1976?
2. How much less beef was eaten in 1984 than in 1976?
3. What are two reasons why consumers may have substituted 

chicken for beef purchases?
4. Why would producing a chicken for market in less time cut 

down on costs?
5. At the present time, why do beef producers not decrease prices 

to the level of chicken prices so that they can sell more beef?
6. How does this example show the competition between prod

ucts that can be substituted for one another?



The Shift to an Older 
Population

In 1900 the average American could 
expect to live until the age of 47. Today 
the average life expectancy is 74 years. 
Soon one out of every five Americans will 
be over the age of 65.

Two developments have helped to 
shift the average age of our population 
toward the older end of the spectrum. 
First, for the most part there has been a 
relative leveling off of the birthrate. 
Second, Americans have been getting 
healthier. Diets have been improving, 
exercise has been increasing, and medical 
developments such as heart bypasses and 
organ transplants have been extending 
life. What do these changes mean for our 
life style and our economy?

More and more Americans are 
reaching retirement age, and living 
longer after they reach it. They not only 
have money to spend, but they spend it 
in somewhat different ways than young 
people. American business is just 
beginning to realize what a large and 
different market older people represent.

For instance, the whole leisure 
industry is experiencing the economic 
clout of that segment of our society.
There is a growing market for RV's 
(recreational vehicles), camping and 
sporting equipment, and clothing for
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leisure activities. Increasingly, older 
Americans have the time to travel and to 
enjoy sports, as spectators and as 
participants. Entertainment, "eating 
out," buying a second home — these are 
all things on which older Americans are 
spending their money.

Health and fitness are major 
concerns to older people. They spend 
money on jogging clothes and shoes, 
exercise equipment, and health food. 
Many retired Americans seek a climate 
conducive to their health and travel 
there each winter, spending'money in 
Florida, Arizona, and California 
"retirement communities." And, of 
course, as they grow older, health care 
products, medicines, and dietary foods 
become more important.

Finally, older people tend to move 
into smaller homes than those in which 
they raised their families. They are in the 
market too for services of every kind. As 
far as they are concerned, life really 
begins when you are old enough to 
enjoy it.



CHAPTER 8

Evaluating Our 
Economic System

• We have looked at the productivity of the private enterprise system. 
You know some of the things that make the system go. How would 
you rate an economic system? What measurement would you use?

• When you work or study or play, you have your ups and downs. Our 
economy has ups and downs, too. Why do you think that's so?

• We said our system was a mixed one. Businesses aren't completely 
free. Government controls and supervises some things. Is that good? 
Why or why not?
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Do you know what these terms mean?

prosperity
recession

gross national product 
real dollar 
business cycle

depression
recovery
inflation
Consumer Price Index 
Producer Price Index

You ’ll learn all about these terms in this chapter.

I f  you were to describe our private enterprise system, you 
might start with what it produces. You w ill remember that a m ajor 
purpose o f an economic system is to produce the goods and services 
wanted by its people. You might describe the private enterprise 
system o f the United States as a mixed market system. You might 
say that it places a priority on consumer satisfaction and that it ’s 
privately owned. You might also say that almost anyone can start a 
business. Those are some ways o f describing it. You can probably 
think o f other features. But we also need to know other things. How  
well does the system operate? What problems, if any, does it have? 
How  do you measure how well an economic system performs?

The dollar value o f all the goods and services produced by an 
economic system in one year is called the gross national product 
That is certainly one way o f measuring how well an economic sys
tem is doing. When the economy suffers, the gross national product 
(or G N P for short) also suffers and goes down. On the other hand, if 
the economy is healthy, the G N P  rises.

The dollar value o f all the goods and services produced by the 
system in one year gives you an idea o f the system ’s size, if nothing 
else. In recent years, the G N P  o f the United States has been over 
three trillion dollars. That figure represents the value o f all goods 
and services produced in just one year in our economic system. 
W e not only produced more than any other country in the world, 
w e also produced more than a hundred countries put together.

Because the G N P  is an index o f the health o f the economy, it is 
used as a measure o f growth. W e can compare last year’s gross 
national product with this year’s. To  make such comparisons not 
only easy but realistic, we adjust for changes in the value o f a dollar. 
W e take one year and call that our base year. W e say that the dollar

THE GROSS NATIONAL PRODUCT
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o f our base year is a real dollar, which means that it is a measure 
against which we w ill determ ine the value or purchasing power of 
the dollars o f other years. The United States government currently 
uses 1972 as our base year, so the 1972 dollar is our real dollar. If, at 
a particular time, a dollar buys fewer goods and services than it did 
in 1972, we say that the dollar is worth less than it was in 1972. On 
the other hand, it is possible for a dollar to buy more than it did in 
1972. Then we describe the dollar as being worth more than it was 
in 1972. The gross national product means more when we look at it 
in real dollars. In 1972 the G NP was about $993 billion. In 1982 the 
G N P was more than $3 trillion, but only about $1.5 trillion in real 
dollars (1972 dollars). I f  we measure the G N P  in teems o f real dol
lars every year, our basis o f comparison w ill remain the same. Using 
real dollars makes it easier to see just exactly how well our economy 
is doing.

Why is it important that the basis for comparing the GNP
o f two different years be the same?

CIRCLES AND CYCLES
W e all know what a circle is. Our economic system works in a 

circle. W hat is spent by one person becomes income for another 
person. Money you spend in a grocery store becomes income for the 
grocer. Later the grocer pays someone else for the canned goods, 
meat, vegetables, or other products, or for labor. That money, in 
turn, becomes income for those who are paid. Each person in our 
system is important to every other person in a kind o f circular way. 
I f  consumers are not w illing to spend their money, business firms 
w ill have less income. The owners o f those businesses w ill have less 
money and w ill spend less. Sim ilarly, government is dependent on 
businesses and individuals for such things as tax revenue and var
ious goods and services. Businesses and individuals are also depend
ent on government for jobs, for public goods, and for a healthy 
economy. In our private enterprise economic system, each person or 
part o f the system is dependent on all other persons or parts. We are 
interdepetident. Interdependence is another important fact in our 
economic system.

A cycle is a repeating period or time. The term we use to 
describe how the economy moves from  good times to bad times and 
back again is business cycle. The four stages o f the business cycle are
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prosperity, recession, depression, and recovery. Sometimes this 
series o f stages is like a roller coaster. For a while, everything seems 
to be going very well. Jobs are plentiful, and anyone who wants to 
work can find a job. People feel good about the economy and are 
willing to spend their money. Because people are buying, business is 
good. And when business is good, we say we are enjoying prosperity. 
Prosperity is the high point o f a business cycle. Sometimes it ’s 
called a boom. Employm ent is way up, the demand for goods and 
services is high, and businesses are turning out goods and services 
as fast as they can.

Businesses

Government

Households
provide labor

and payments; PaVs

Government, business, and individual consumers are all interdependent.
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During periods of prosperity, people are willing to spend their money.

Sometimes the economy has problems, but not serious enough 
to cause real alarm. I f  the demand for goods and services falls and 
unemployment rises, the economy may be in a recession. Spending 
falls, so fewer goods and services are demanded. W e can measure a 
recession by the amount o f drop in the gross national product. 
Sometimes a recession is caused simply by either business or con
sumers in general becoming worried about the economy. People 
may become concerned about spending so much o f their income. If 
they cut back on their spending, demand for goods and services 
falls. Businesses may find that they have expanded as much as they 
safely can. I f  many o f them cut back on production, we may expe
rience a recession.

The lowest point a business cycle can reach is called a depres
sion. In a depression our gross national product also falls to its 
lowest point. Business is bad, and unemployment is high. Because
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they cannot find work and earn money, people cannot buy the goods 
and services they need. Because they cannot sell enough products to 
pay their costs, businesses may be forced to close. And because busi
nesses close, additional people lose their jobs.

Sometimes only part o f an economic system suffers a 
depression, but the effect on a community can still be 
very bad. Has this ever happened to all or part o f your 
community? What happened?

The final stage in a business cycle is called a recovery. During 
such a time, people who have been out o f work begin to find jobs. 
Consumers begin to buy more products and services again. The 
gross national product, which is a measure o f the recovery, begins to 
rise again. The resources o f the system, including people, money, 
and capital goods, are used more fully. The business cycle is on an 
upswing.

In many instances, a business cycle does not include the depres
sion stage. It may just go through the prosperity, recession, and 
recovery stages. A recession does not have to lead to a depression.

The so-called "Great Depression” o f the 1930's is the last one 
our economy has had. During that time about one fourth o f the

The four stages of the business cycle.

Prosperity
Recovery

Recession

Depression
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workers in our country were unable to find employment. Large 
numbers o f business firms failed. Our economic system almost 
came to a halt. Many people were not sure they ever would be able 
to recover from the losses they suffered during the Depression. But 
the cycle changed, and eventually the economy did recover.

INFLATION
A period o f increased spending that causes rapid rises in prices 

is referred to as inflation. This is not necessarily a part o f the busi
ness cycle. Rather, it is a kind o f weakness in an economic system. 
When your money buys fewer goods so that you get less for the same 
amount o f money as before, inflation is the problem. There is a 
general rise in the price o f goods and services. Your money buys 
less. Sometimes people describe inflation as a tim e when "a  dollar 
is not worth a dollar anym ore.”

Inflation takes a bite out of your dollar.

Inflation has been a problem for our economic system, as it has 
been for almost all o f the w orld ’s economic systems, over a number 
o f years. During the 20 years from 1955 to 1975 the value of the 
dollar decreased by 50 percent. Measured in terms o f a 1955 real 
dollar, the price o f a product in 1975 had doubled.
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One major cause o f inflation is a rising demand for goods and 
services. As people spend more money, their rate o f spending may 
increase faster than the goods and services available. More and 
more people are w illing and able to pay more for the fewer things 
that are available. As a consequence, the prices keep going up. 
Sometimes we describe this kind o f inflation as too many dollars 
chasing too few goods.

A second cause o f inflation is a rise in the cost o f the factors o f 
production. Prices are pushed up by costs. For instance, if the labor 
cost o f producing a good or service goes up, so w ill the price o f the 
good or service. A higher production cost for a product like oil or 
coal w ill be passed along in an increased cost o f the pr5duct. The 
final prices o f goods and services w ill be pushed up by an increase in 
the costs o f one or all o f the factors o f production. Because the pro
ducer must pay more, the consumer w ill have to pay more.

What are some recent examples o f products whose prices 
were increased as a result o f  increases in the costs o f  one 
or more factors o f production? Which factors o f  
production increased in each case?

A third cause o f inflation is a lack o f com petition. I f  sellers have 
little or no competition, they are free to set prices as they want. If 
there is little competition, buyers must buy from  businesses that are 
selling, and they must pay the price asked. For example, in the late 
1970’s and early 1980’s, OPEC, the oil cartel, controlled the price o f
oil. We, and the rest o f the world, had to pay the prices asked 
because the cartel controlled much o f the oil supply. The increase in 
oil prices caused our rate o f inflation to increase during that time. 
Competition, then, is healthy because it helps keep prices down.

Inflation is a problem for all consumers. People who live on a 
fixed income are hurt the most. Retired people, for instance, cannot 
count on an increase in income as prices rise. E lderly people who no 
longer can work face serious problems in stretching their incomes to 
meet their needs in times o f inflation. Retirem ent income or any 
fixed income usually does not rise as fast as prices. Many retired 
people must cut their spending to keep up with rapidly rising prices. 
In many cases that means they must stop buying some items that 
are necessary, such as food o r clothing.

Even for working people whose incomes are going up, inflation 
can be a problem. The cost o f living goes up, too. People who work 
must have even more money just to keep up their standard o f living. 
Just buying the things they need costs more in real dollars. When
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The elderly are especially hurt by inflation.

incomes do not keep pace with rising prices, the standard of living 
goes down. People may be earning the same amount o f money, but 
they are not living as well because they are not able to buy as many 
goods and services.

THE PRICE INDEXES
The Consumer Price Index (CPI) is used to compare current 

prices o f typical consumer goods w ith prices o f those same goods in 
previous years. The base year currently used for the CPI is 1967, and 
prices for all goods and services in 1967 are shown as 100 percent. 
By 1984 the Consumer Price Index had risen to over 303 percent. 
This means that goods and services that cost $1 in 1967 would have 
cost $3.03 in 1984. Much o f the increase in the Consumer Price Index 
in the period from 1967 to 1984 was due to inflation.

Consumers can use the CPI to compare prices on hundreds of 
goods and services. I t ’s still another method, like the gross national
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product, of evaluating how our economic system is performing. The 
G N P measures output; the CPI compares prices. There are other 
government-published guides and information about the economy 
for consumers and also for producers. The Producer Price Index 
(PP I) compares the cost of producing goods now w ith producing 
them in earlier years. The base year currently used is 1967. For the 
producer of food in 1984, the cost was $3.11 compared w ith $1 in 
1967. You can see that both producers and consumers are in the 
same boat when it comes to inflation.

THE ROLE OF GOVERNMENT
The federal government does more than supply information 

about the economy to consumers and business people. It also has 
the responsibility of helping to solve problems in our economy. 
Changes in our business and economic world are expected —  and 
are normal. But too many ups and downs in the business cycle, 
especially recessions, are not good. The government tries to help 
regulate the business cycle, to keep it at the top of the cycle as long 
as possible. When the economy is in a recession, the government 
actively tries to prevent a depression and bring about a recovery. 
In a period of prosperity, the government attempts to m aintain it. 
The government also tries to keep the rate of inflation down.

Sometimes the government tries to influence an economic sit
uation by establishing specific policies. One type of economic policy 
is that which controls spending, since the government is a con
sumer. Or it can provide more money for people to spend, by 
providing employment for them. During the Great Depression of the 
1930’s the government sponsored public projects that created work 
for the unemployed. Large numbers of people were hired to build 
roads, work in national forests and parks, and even to w rite histo
ries about the states. The result was an increase in total spending, 
which helped the economy.

Cutting taxes is another way of indirectly increasing spending. 
If  the government cuts taxes, it gives workers more take-home pay. 
Their increased spending for goods and services may help the econ
omy out of a recession. Of course that plan works only if the 
consumers spend rather than save the money they didn’t pay in 
taxes.

Sometimes the government needs to slow down the economy. If 
inflation is a problem, the government may cut its own spending.
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Since the government is a big consumer of goods and services, less 
spending by it w ill mean fewer dollars chasing after goods and serv
ices. The economy thus slows down. The government can also 
increase taxes, which w ill take money out of the economy. But the 
government has to use the money to balance its budget rather than 
act like a consumer if it wants to curb inflation.

Not everyone is in favor of such policies. Indeed, many believe 
that the government should not interfere w ith the economy. They 
believe that in time the system always corrects itself.

The government tries to fix the economy when something is wrong.

SUMMARY
Keeping a large economic system like ours running smoothly is 

a big job. We have measurements, such as the gross national prod
uct and the Consumer Price Index, to determine how healthy the 
economy is. Because our system is so huge, it is hard to solve the 
problems of inflation, recession, and unemployment. Using our 
scarce resources efficiently is important. And advanced technology 
and worker know-how have helped our economic system as well.

But we w ill continue to have problems, even w ith one of the 
most successful economic systems in the world. Although we have 
the highest gross national product in the world, our economic sys
tem is not perfect. It has worked for over 200 years, but we can all 
help to make it better.
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BUILDING
WORD
POWER

SUWIY PRICES D E M A N D

1

BUILDING
READING
COMPREHENSION

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 10. Then 
write the term that best matches each numbered definition.

business cycle Producer Price Index
Consumer Price Index prosperity
depression real dollar
gross national product recession
inflation recovery

1. The high point of a business cycle, when business is good.
2. A comparison of current prices with those of a past year in 

terms of real dollars.
3. The dollar value of all of the goods and services produced by 

an economic system in one year.
4. A period of increased spending that causes rapid rises in 

prices.
5. An upswing in a business cycle, when people begin to get jobs 

and to buy more products and services.
6. The economy’s move from good times to bad times and back 

again.
7. A measure against which the value in purchasing power of the 

dollars of other years is measured.
8. The lowest point a business cycle can reach.
9. A comparison of the cost of producing goods now with a past 

year in terms of real dollars.
10. A stage in a business cycle when fewer goods and services are 

demanded and unemployment rises, but the problems are not 
serious enough to cause real alarm.

1. What is the gross national product?
2. What is a “ real dollar” ?
3. Why are economic figures often reported in real dollars as well 

as in today’s dollars?
4. Describe how our economic system works in a circle.
5. Name the four parts of a business cycle and describe each.
6. During which period of the business cycle is the gross national 

product probably at its highest? When would the GNP be at its 
lowest?

7. What major problems did our economic system have during 
the Great Depression?

8. What are the three major causes of inflation?
9. What problems does inflation cause for consumers?

10. Name two ways in which the government can increase con
sumer spending.
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BUILDING
BUSINESS
CONCEPTS 2.

3.
4.
5.

6.
7.

9.

10.

"Every person’s spending becomes someone else's income. 
What does that statement mean in our economic system? 
When prices of consumer goods go up, is the price rise always 
bad for our system? Why or why not?
What does the Consumer Price Index tell us?
How does the PPI differ from the CPI?
If our economic system has problems with the business cvclc, 
how can the government help? Name two major actions that 
the government can take.
How would you describe a healthy economy?
Some people say that government should have less economic 
influence on our system. Do you agree? Why or why not? 
Why is the gross national product useful Its a way of judging 
how the economy is doing?
If the Producer Price Index were to go up, what do you think 
would happen to the Consumer Price Index?
Why does the government provide such figures as the PPI, the 
CPI, and unemployment figures?

BUILDING
BUSINESS
EXPERIENCE

1. During a time of inflation, what do you think happens? Give a 
reason for each of your answers.
a. Do prices go up or down?
b. Do salaries and wages go up or down?
c. Are there too many goods or not enough goods to buy?
d. Does the value of a dollar rise or fall?

2. Some products that appear on the market do not last very 
long. Hula hoops, for example, disappear and reappear from 
time to time. Mini-skirts become popular and then fade away. 
Why do these items not stay on the market?

3. A business cycle has four major stages: depression, recovery, 
prosperity, and recession. Describe what you think will gener
ally happen during each stage to each of these factors:
a. Jobs — increase in number, decrease, or stay the same?
b. Prices for consumer goods — decrease, increase, or stay the 

same?
c. Consumers' buying habits — buy less, buy more, or no 

change?
d. Number of business firms in the market — decrease, in

crease, or stay the same?
4. Check in the library for a history of the Great Depression. If 

you know someone who remembers the Depression, ask him 
or her to describe the problems of individual consumers dur
ing that time, the problems in the economic system, and what 
life was like during the Great Depression.
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BUILDING The graph below shows the gross national product of the United
ANALYTICAL States from 1974-1984. Study the graph, and then answer the fol-
IWLLS lowing questions.

1. What was the amount of the gross national product in 1976?
2. By how much did the gross national product increase in 1977?
3. By how much did the gross national product increase from 

1974 to 1984?
4. What causes the gross national product to increase?
5. The graph shows that our gross national product has 

increased each year from 1974 to 1984. Could our GNP ever 
decrease? What would cause a decrease in the GNP?
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Who Pays for Lobbyists?
What is a lobbyist? The word comes 

from the hallway or anteroom outside a 
legislator's office where lobbying takes 
place. One of the most important lobbies 
in the world is the hallway outside the 
Ways and Means Committee hearing 
room for the United States House of 
Representatives. It is often crowded with 
lobbyists. They have come to win friends 
and influence legislators about pending 
laws. After meeting with lobbyists and 
discussing the pros and cons, legislators 
often decide how they will vote.

Some lobbyists work for organized 
groups or societies. Others represent big 
and small businesses. Sometimes a 
lobbyist will represent a foreign 
government or even an organization in 
another country. Lobbyists may work for 
the banking industry, unions, teacher 
organizations, the country of Liberia, or 
nonsmokers — to take just a few, widely 
scattered examples. A single individual 
may hire a lobbyist, as may a special 
interest group representing thousands of 
people.

Suppose you own a large business 
making and selling clothing. You hear of 
legislation being considered to put 
higher import duties on textiles imported

from certain foreign countries. To make 
your views known about the legislation, 
you might write to a member of 
Congress. You might also join an 
organization of other clothing 
manufacturers. Or you might hire a 
lobbyist to communicate your views to 
the legislators who will vote on the bill.

How much are lobbyists paid? The 
going rate for highly paid lobbyists may 
be $400 per hour. Flat fees can range up 
to $500,000 per year. A few lobbyists, 
who may have been legislators or 
government employees themselves at 
one time, earn as much as a million 
dollars a year!

Who really pays for lobbyists? 
Obviously someone working for South 
Korea or Japan is paid by those countries. 
Other lobbyists are paid by trade 
organizations, businesses, associations, 
and so forth. Each organization passes 
along the cost to its members and each 
business to the consumer. Ultimately we 
all pay for the lobbyist.
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CHAPTER 9

How Businesses 
Function

• Can you think of a better way to build a mousetrap? Perhaps some 
business is trying to do that right now. Some other firms are trying 
to make better cars and better laundry soaps. Why?

• Pretend that you are starting a business. What do you think 
consumers need most? What problems would you expect to find in 
running your own business? What advantages would you expect to 
find?
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Do you know what these terms mean?

processed goods 
distributor

innovations 
raw goods

wholesaler 
retailers 
container ships 
monopoly

You'll learn all about these terms in this chapter.

In our economic system, businesses are responsible for produc
ing goods and services. If we had no businesses, each individual 
would have to provide whatever was necessary to satisfy his or her 
wants. There would be no interdependence, no relying on someone 
else to supply a particular item or service. Indeed, no on£ would 
have any reason to work w ith anyone else.

How did the early settlers get food, clothing, and shelter? They 
produced those items themselves. They had farms and gardens, 
spun cloth and sewed clothing, and built houses and barns them
selves. But through the years people found that working together 
helped them improve their standard of living. Now business firms 
specialize in producing the goods and services we need. They have 
increased the productivity of our economic system.

In the early years of the United States, most people were farm 
ers. As much as 70 percent of the population worked on farms in 
1790. As the country grew, more and more businesses were started. 
People left the farms to work in business. New technology was 
developed, and more goods and services were produced. At the same 
time, technology also benefited farming. New m achinery and 
equipment were developed, and farmers could grow more crops. As 
a consequence, they could also feed more people. That, in turn, 
meant that fewer farm workers were needed, even though more 
crops were being grown. Over a period of time our whole economy 
was affected. Today only about 3 percent of the labor force works on 
farms. On the other hand, we have several m illion business firms. 
Fewer farmers produce more food for everyone, and many business 
firms keep improving our technology.

But technology alone was not enough to cause such a rise in the 
number of business firms. Certain other factors had to be present. 
For example, people had to have the right to own property. Also,

THE RISE OF BUSINESS
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Increased technology today means that fewer farms can produce even more food.

people had to have the freedom to start businesses. They had to have 
the freedom to make agreements. They had to have the right to 
enter into agreements for producing goods or services and for pro
viding labor. They had to have the opportunity to compete with 
others in an open market. And all individuals had to have the free
dom to buy whatever they wanted. These factors are found in a 
private enterprise type of economy.

Can you name countries in which these conditions are 
not present? What are some?

HOW BUSINESSES OPERATE
In business, certain techniques or ways of doing things have 

made it possible to produce more goods faster —  and better. Henry 
Ford is an example of a business person who developed new pro
duction techniques. In fact, some of his innovations, or new ways of
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doing things, made it possible to produce automobiles so inexpen
sively that almost everyone could own one. Ford had each worker in 
his automobile plant do one kind of task, instead of several, on each 
automobile. This specialization of labor led to mass production of 
cars. When Ford perfected the assembly line, w ith each worker 
along the line performing one task on the automobile as it moved 
by, production increased enormously. From fewer than 11,000 
Model T Fords in 1908, his factory produced more than 730,000 by 
1917. Ford himself became one of the most successful and copied 
business persons in the world.

W ith specialization, mass production, and technology, our eco
nomic system has become a model for others to copy. Our gross 
national product has increased so that today it is in the trillions of 
dollars. Businesses, too, have specialized, producing one product or 
service only. By specializing, businesses can provide a better prod
uct or service.

Specialization of business has another advantage for the con
sumer. It means that goods and services usually can be produced at 
a lower cost. Suppose you are good at making furniture. You have 
decided to sell bookcases that you build. If  you work alone nights 
and weekends and do all of the work yourself, it may take you a 
month to make and finish a bookcase. How much w ill you charge 
for that homemade bookcase? It w ill probably be more than most 
people w ill be w illing to pay when you consider all your labor and 
the cost of materials.

Specialization means that goods and services usually can be produced at a lower cost.
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Maybe you discover that there’s a furniture factory nearby. If 
you were to begin operating that factory, you probably could build 
several bookcases in a single day. To do this, you would use more 
equipment, hire workers, and have each worker do certain tasks. 
Your total costs would be more, but your cost per bookcase would be 
less. Even so, you probably could become efficient enough to sell 
your bookcases for only a part of the cost of your handmade one. 
You could charge less for each bookcase and still make a profit.

Business firms are started by persons who are w illing to ия* 
innovations and techniques to get the goods and services out. If 
mass production, better equipment, and specialization work, they 
use them. In fact, they use whatever w ill product>goods and services 
for less cost. In that way products can be sold for less and a larger 
share of the market can be gained. That hope for a larger share of 
the market is the driving force for many businesses in our economic 
system.

TYPES OF BUSINESSES
There are thousands of different businesses in this country, but 

they all fall into a few types, or groups. Businesses can be grouped 
by the activities they perform. The activities performed by busi
nesses are (1) producing raw goods, (2) processing raw goods, (3) 
manufacturing goods from raw or processed goods, (4) distributing 
goods, and (5) providing services.

Producers of Raw Goods
A farmer in Kansas grows wheat. A petroleum worker in Cali

fornia drills for oil. A m iner in Minnesota digs for iron ore. All of 
these individuals are involved in activities related to producing raw 
goods —  materials gathered in their original state from such natu
ral resources as land and water. Business firms that perform activ
ities of this sort are producers of raw goods. M any agricultural, 
m ining, and forestry businesses fall into this category.

Processors of Raw Goods
Usually we do not use raw  goods exactly in the same form that 

we find them in nature. For example, most often we prefer to change 
wheat into flour. We want to have oil turned into gasoline or other



I nit 3 Doing Business in a Private Enterprise Economy 125

petroleum products. And we want to change iron ore into steel. 
Businesses that change these natural m aterials from their original 
forms into more finished forms are involved in activities related to 
the processing of raw goods. Among the business firms organized to 
carry out these activities are flour m ills, oil refineries, and steel 
mills. The output of these businesses is called processed goods.

This peach-canning plant is an example of a processing business.
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Manufacturers
Manufacturers turn raw or processed goods into finished goods. 

They are businesses set up to carry out the activities involved in 
making finished goods out of processed goods. The bakery that 
makes bread out of flour and other raw or processed goods is a 
manufacturer. The automobile factory that makes cars out of steel is 
also a manufacturer.

What other types o f  manufacturing activities can you 
name? What raw goods were used in the manufacture of 
these products? What processed goods were used?

4»

Distributors
A distributor is someone who moves goods from one business to 

another. Such a business is often referred to as a middleman because 
it takes the goods from a manufacturer and either stores them or 
moves them to where they are wanted. Eventually, of course, the 
goods go to the consumer. The activities involved in moving goods 
from producers to consumers are those related to distribution.

One type of business firm that is involved in the distribution of 
goods is a wholesaler —  a business that distributes or sells prod
ucts, most often to other businesses. Wholesalers gather the goods 
produced by manufacturers into central locations. The goods are 
then generally sold to another type of distributor, a retailer. Retail
ers are businesses that sell directly to the consumer, the final buyer 
of the goods.

Can you think o f any businesses in your community that 
act as wholesalers? What types o f goods do they sell?

For the most part, large quantities of goods are moved by rail
road, trucking, shipping, and airline businesses.

Railroads. Railroads are one of the most important parts of 
our system for distributing goods. In recent years, railroads have 
moved about 40 percent of all freight shipped in the United States. A 
few large railroads carry most of the freight moved by rail. Trains 
can move goods over long distances at low cost. A railroad freight 
car or tank car can haul huge amounts of materials. Some busi
nesses deliberately locate near railroad tracks so they can ship their 
goods conveniently.

Railroads and barge lines often work together to move grain by 
water and by land. The railroads move the grain by land to the
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barges. From there the barges haul it by water to the coast for ship
ment by boat. The use of barges cuts the total cost of transporting 
the grain because it is generally less expensive than some other 
means of transportation.

Railroads cooperate w ith other shippers to offer some special 
services. Trucking companies and railroads combine in a unique 
hauling operation. Goods are brought by trailer trucks to a railroad. 
There the trailers are detached from the cabs and put on railroad 
llatcars. Moving "piggyback” fashion, the trailers are carried to a 
distant point, usually on the far side of a major city. Then the tra il
ers are unloaded, hooked up to other cabs, and go the rest of the way 
to their destination. *

Trucking Companies. In many ways truck transportation is 
the easiest way of moving goods. Because trucks can go wherever 
there is a road, business firms that are not close to railroads, a ir
lines, or rivers can use trucks. Trucks can be built to haul any goods 
that need special handling. For example, refrigerated trucks make it 
possible to haul food long distances. Other trucks are built to carry 
bulldozers or cranes. S till others haul cows, chickens, and horses.

Shipping Companies. Transporting goods by water is the 
least expensive way of moving them. However, it is also the slowest 
way. The biggest problem for businesses is location. Most firms are 
not close to waterways that can use ships for moving goods. Ships

In some states, truckers are allowed to haul two trailers.
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are best used for heavy goods like chemicals, coal, iron ore, and 
grain. O il is frequently transported by ship, even from one port to 
another w ithin the United States. And as far as moving goods to 
foreign ports is concerned, ships are used more often than any other 
kind of transportation.

Shipping companies have had problems getting enough money 
to finance their very large costs. One development that has helped 
shipping companies has been the making of special crates or con
tainers to hold goods. Container ships are specially equipped to 
handle the boxes. When the containers are delivered to a port, 
trucks, trains, or even airplanes can carry them elsewhere. The use 
of containers makes it possible to move goods easily from one point 
to another. Containers protect goods from damage and increase the 
efficiency of moving them since many goods can be packed into one 
large container. Even w ith such techniques, shipping companies 
have had difficult times in recent years. Many large shippers in the 
United States have required loans from the government just to meet 
their high costs of operations.

Airlines. The fastest way of moving goods is by air. Huge air
liners can carry large amounts of products from place to place in the 
shortest time possible. Together w ith trucks or railroads, airlines 
can speed up the hauling of goods to almost any part of the world. 
Some large airlines even specialize in transporting goods. Airlines 
are often used to carry goods like flowers that w ill spoil or be ruined 
if they are not moved quickly.

Other Ways o f  Moving Goods. Some businesses specialize in 
offering a combination of ground and a ir transportation for small 
packages. The United States Postal Service offers parcel post and 
express package service for small shipments. Most major bus lines 
offer package express service to any place along their routes. 
Charges are based on the weight of the package and the distance it is 
being shipped. Railroads and airlines offer a sim ilar service, deliv
ering packages to cities where they have stations or terminals.

A very special way to move goods is by pipelines. A great deal of 
the oil moved from one place to another in our country goes by 
pipeline. Natural gas also is moved through pipelines.

Service Firms
A fifth type of business, one that is increasing in number very 

rapidly, is the so-called service firm. Service firms provide services 
instead of goods to consumers. For instance, appliance repair shops,
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car washes, and hair salons are all examples of service businesses. A 
hair salon may sell shampoo, but m ainly it provides a service of 
styling hair.

Other service businesses, such as those involved in word pro
cessing and photocopying, have sprung up as a result of the tremen
dous growth of information processing. As consumers have more 
goods, they need service people to repair and m aintain them. Serv
ice firms account for about one half of the total gross national 
product and about 60 percent of all businesses in the United 
States.

FROM LITTLE TO BIG BUSINESS
Although large business firms are important in our economic 

system, the m ajority of businesses are sm all. Our private enterprise 
system encourages entrepreneurs. As you learned in Chapter 1, an 
entrepreneur is someone who takes the risk of starting and manag
ing a business. Entrepreneurs can compete in the market just as 
large firms do. In fact, some products and services are more suited 
to production by an entrepreneur in a small firm. Some people have 
skills for making products by hand. You might pay more for the 
handmade product than if it were mass-produced because you 
might consider its quality and uniqueness worth the added cost.

Both small and large business firms compete for the con
sumer’s dollars. If  firms are not able to meet the wants of consum
ers, they go out of business. If  they compete successfully, they stay in 
business and may grow larger. Competition is a way of assuring 
consumers of the best product or service at the best price.

A good example of how competition works comes from the 
pocket or hand-held calculator businesses. When calculators first 
came on the market, they sold quickly even though their price was 
about $200. They were sm aller and more efficient than large, desk
top calculators. More manufacturers entered the market. They 
began to produce more calculators even more efficiently. New ways 
of producing calculators, w ith electronic parts so tiny they could be 
seen only w ith a microscope, brought the price down. Calculators 
sold for less and less as time went by. The newer ones performed 
better than the $200 calculators. Some of the new ones now sell for 
less than $5!

If  only one business firm had been making calculators, proba
bly the price would have stayed high. As more and more firms
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Businesses that have little or no competition usually do not feature low prices.

entered the market, however, competition forced them to make 
their products more attractive to the consumer. Business usually 
has several choices when competing on the basis of price: (1) make 
the same product at a lower price, (2) make a better product at the 
same price, (3) make a better product at a lower price. Any business 
that produces goods or services has to make one of those tha\‘ 
choices.

A business can sell a product that’s exactly like all the others. 
Then it must price the product no higher than the going rate. On the 
other hand, if the business can add a new feature or quality that sets 
it apart from its competitors, the product is now different. The firm 
mav h eah ie tr>xaisf*itsnrir.p âJJxarJ Ье-юде»

successful in competing. Such competition is an example of non
price competition.

What do you consider a “fair" profit for a business firm?
What factors do you suppose may place limits on the
amount o f  profits a business may earn?
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Businesses can gain some control over their prices sim ply by 
becoming larger. They have a larger share of the market. They can 
buy supplies for less because they buy in large amounts. They can 
advertise more. They take the lead in setting prices, and sm aller 
firms have to follow. A sm aller firm usually cannot afford a “ price 
war.”

In some cases our economy has so few firms selling one kind of 
product that they have little or no competition. If  one firm sells all 
or practically all of a product, that firm has a monopoly. Because 
the company has no competition, it can determine the one price to 
be set. Since a monopoly usually means higher prices for the con
sumer, the government may step in. In most cases, it is not legal to 
control the market through a monopoly. The government may, 
through the courts, break up the company into sm aller companies 
or make it sell some of its own divisions. W hile growing bigger is not 
bad in our economy, controlling prices is. Our private enterprise 
system favors competition and risk taking by both big and little 
businesses.

SUMMARY

In our economic system, businesses use natural resources, 
labor, capital goods, and entrepreneurship — the factors of produc
tion — to produce the goods and services we need. Any individual 
entrepreneur is free to enter the market, produce a product or ser
vice, and make a profit. The entrepreneur is also free to fail to make 
a profit — and go out of business. Business firms are classified as 
those that produce raw goods, process raw goods, manufacture 
goods, distribute goods, and provide services. Together they provide 
the goods and services needed to m aintain the high standard of 
living that we enjoy in our country.

A business firm is successful only when it can do three things. It 
must offer the products and services that people want. It must be 
able to compete w ith other business firms offering sim ilar products 
and services. And third, it must make a profit. A final question: Why 
do we have business firm s? The answer is that they supply us w ith 
the goods and services we want. They play an important part in our 
economic system. W ithout them we would not be able to produce 
the vast number of goods and services that we use throughout our 
lives.
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 8. Then 
write the term that best matches each numbered definition.

2.

3.

4.

5.

6.
7.

8 .

container ships 
distributor 
innovation 
monopoly

processed goods 
raw goods 
retailer 
wholesaler

A business that distributes or sells products, usually to other 
businesses.
A business that distributes goods directly to the consumer or 
final buyer of the goods.
A firm that sells all or practically all of a product and has no 
competition in the market.
Materials gathered in their original state from natural re
sources such as land and water.
Ships that have been specially equipped to handle crates or 
containers for shipping goods.
A new way of doing things.
Natural materials that have been changed from their original 
state into a more finished state.
A business that moves goods from one business to another.

BUILDING
READING
COMPREHENSION

1. What does "interdependence” mean in our economic sys
tem?

2. What caused the shift in our economy from a majority of farms 
to a majority of business firms?

3. What advantages do consumers have as a result of specializa
tion by business firms?

4. Give an example of a business in each of the five types of busi
ness activities.

5. Name two types of distributors. How do their activities differ 
from each other?

6. What is the major advantage of railroads as movers of 
goods?

7. What advantage do trucks have over railroads and ships for 
moving goods?

8. How does the consumer benefit from competition among busi
ness firms?

9. Why does the government rule out monopolies in our eco
nomic system?

10. What three things must a business be able to do to be success
ful?
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BUILDING
BUSINESS
CONCEPTS

1.

2.

5.

6 .

7.

8 .

9.

10.

List five basic concepts on which a private enterprise system is 
based.
How did Henry Ford’s production methods affect our econ
omy? Why do you think his firm was so successful?
Why do people start businesses and try new ways of producing 
goods and services?
How do piggyback service and container ships save money for 
companies that ship goods?
How has our economy changed as a result of the shift from an 
agricultural economy to a predominantly service economy? 
Give three examples each of raw goods and processed 
goods.
Name two different types of products or services that may be 
provided best by individual entrepreneurs instead of business 
firms. Give reasons for your choices.
Shipping goods by water is slow but inexpensive. What types 
of goods are suitable for that form of transportation? Why? 
Over the past 250 years our economy has shifted from an agri
cultural economy to a manufacturing economy and then to a 
service-oriented economy. Why did these shifts occur? Do you 
think there could be another shift? Why?
Our business system has millions of firms. Why are they so 
important to our system?

BUILDING
BUSINESS
EXPERIENCE 2.

3.

1. What would our lives be like if everyone went his or her own 
way with no one sharing with anyone else?
What factors should an entrepreneur consider in trying to 
select a product for a new business firm?
Divide your class into five groups: railroad, truck, air, water, 
and pipeline transportation. Discuss the advantages and dis
advantages of the type of transportation assigned to your 
group. Report the results of your discussion to the rest of your 
class.

4. Although the average business firm in this country cams 
about 5 percent profit on sales, the typical citizen believes that 
the profit is about 40 percent on sales. Why do you think peo
ple believe profits are so much larger than they really are?

5. Using your local telephone directory, list at least three busi
ness firms in your community that fit each of these five 
groups: (a) produce raw goods, (b) process raw goods, (c) man
ufacture goods from raw or processed goods, (d) distribute 
goods, and (e) provide services. Which group seems to have the 
largest number of firms in your community?
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BUILDING
MATH
SKILLS

1. Annette started a business of her own recently. Here arc some 
of her major expenses for opening her store.
Rent on store building for three months $2,200
Furniture and equipment for building 4,000
Inventory of goods for sale 5,500
Remodeling expenses 1,850
Licenses 36
a. How much in total did she spend for these five expenses?
b. What percentage of her total expenses was for inventory? 

What percentage was for rent?
2. This graph shows the income of service businesses in the 

United States from 1970 through 1983. Study the graph and 
answer the questions that follow.

1970

1975

1980

1983

National Income of Service Businesses

—
mm

i i
50,000 100,000 150,000 200,000 250,000 300,000 350,000 400,000 450,000

Millions of Dollars

a. Over which period of time did the national income of serv
ice businesses make the greatest gain?

b. About how many millions of dollars were service busi
nesses earning in 1980? in 1983?

3. The 1983 incomes for businesses involved in transporting 
goods and people in the United States are listed below:
Railroads
Local bus lines and subways 
Motor freight (trucks) 
Passenger and cargo ships 
Airlines 
Pipelines

$15,873,000
4.641.000

36.714.000
5.818.000

16.395.000
1.772.000
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a. How much did these six industries earn in total in 1983?
b. Which industry had the largest income? What percentage 

of total income for these six industries was that figure?
4. In 1984 workers were employed in eight categories of work. 

Study this table and answer the questions below.

WORKERS EMPLOYED IN THE UNITED STATES IN 1984

Industry Number of Workers

Mining 1,002,000
Construction 4,380,000
Manufacturing 19,744,000
Transportation and Public Utilities 5,179,000
Wholesale and Retail Trade 21,775,000
Finance, Insurance, and Real Estate 5,677,000
Services 20,692,000
Government 15,931,000

a. What was the total number of people employed in 1984?
b. Which three types of employment had the largest numbers 

of employees?
c. In 1983, 90,392,000 people were employed in these eight 

industries. How much did employment increase in 1984?
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New Ways to Telephone
The business person driving to work 

and talking on the telephone is still the 
exception — right now. So, too, is the 
person sitting in an airplane and calling 
the office 37,000 feet below and 2,000 
miles ahead. But recent developments in 
communications technology have made 
such exceptions a bit more common.

Already a number of large cities have 
installed cellular telephone service. A cell 
(from which cellular comes) is an area 
nearly twenty miles across in which an 
antenna is located. An entire 
metropolitan area of a large city may be 
covered by these cells. As a car with a 
mobile phone moves through these cells, 
or zones, telephone calls are 
automatically and instantly transferred by 
computer from one cell to another.

Cellular telephone service is still fairly 
expensive. However, convenience, 
comfort, and privacy are powerful 
incentives for people to subscribe to such 
a service. Already, some car 
manufacturers are offering to install 
mobile phones as optional features on 
their cars. As more people subscribe to 
cellular telephone service, the cost will

decrease, thus making it possible for 
even more people to buy the service.

Satellites orbiting the Earth are also 
changing telephone technology. 
Telecommunications satellites already 
have the capacity for carrying 33,000 
simultaneous phone calls. Satellites can 
relay phone messages all over the world 
without phone lines.

Even the conventional method of 
transmitting telephone signals by copper 
wire is changing. New installations are 
using optical fibers rather than copper 
wire. Optical fibers are pure strands of 
glass as fine as human hairs, and they 
carry twice as many phone calJs as copper 
wire. And they can do it in a pipe the 
size of a dime as compared to the 
diameter of an ax-handle for the same 
number of copper wires.

All of these electronic developments, 
combined with new computer 
technology, are bringing about a 
revolution in the field of telephone 
communications. Consider the possibility 
that soon you'll be able to see the face 
of the person telephoning you before 
you pick up the telephone. And are you 
ready for this: your own private, personal 
telephone number that you carry with 
you all your life?



CHAPTER 10

How Businesses 
Are Organized

Businesses are set up in a certain way to produce goods and services. 
If you want to start a business, how do you begin? Do you think 
government is involved? How?
In your business you want to make a profit. You may not want to 
share all the responsibilities — or all the debts! You must make some 
decisions. How are you going to accomplish those objectives?
Going it alone may be fine if you're running a TV repair shop. But 
what if you wanted to manufacture bicycles or sell hamburgers? 
Maybe a different kind of organization would be better able to 
handle those products. Why?
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Do you know what these terms mean?

sole proprietorship stock
discount stockholders
unlim ited liab ility board of directors
partnership charter
partnership agreement bylaws
corporation cooperative
lim ited liab ility franchise 
m ultinational corporations

You’ll learn all about these terms in this chapter.
■»

W e have said that businesses are important to our private 
enterprise system. They provide the organization for producing 
goods and services efficiently and in large quantities. They have 
given our country the largest gross national product in the world. 
They have given our consumers one of the highest standards of liv
ing. W ithout businesses, we could not meet our wants and needs.

W e have seen five types of businesses: raw goods producers, 
raw goods processors, manufacturers, distributors, and service 
businesses. Each of these has a different kind of function in provid
ing goods and services to satisfy our wants. Now we are going to 
look at how businesses organize to do business. In what different 
ways are they organized? W hy is each different form of organization 
considered best for reaching certain goals?

THE SOLE PROPRIETORSHIP
Our economic system has over 17 m illion business firms. 

Almost three fourths of these businesses are organized as sole pro
prietorships. When we speak of a proprietor (pruh PRY ih tur), we 
are referring to the owner of a business or firm. A sole propri
etorship, then, is a business or firm owned by one person. Sole 
proprietorships are often found in businesses offering services to 
consumers. Examples of sole proprietorships are clothing shops, 
travel agencies, florists, TV  repair shops, and so on.

Advantages of a Sole Proprietorship
The sole proprietorship has several advantages. First, it is sim

ple to start. Depending on local laws, the only requirement for



Init 3 Doing Business in a Private Enterprise Economy 139

starting a sole proprietorship may be a license. Second, because the 
business is owned by one person, that person is free to do as he or 
she pleases. When you are the sole proprietor, you are the boss. No 
one tells you how to run your business. If  you decide to change the 
hours you are open, add or drop some products, you are free to do 
so. A third advantage is that you receive all of the profits. You have 
good reason to work hard for all of those benefits. In fact, a charac
teristic of a sole proprietorship is long hours of work. Most sole 
proprietors put in longer work days than if they worked for someone 
else as an employee. After all, they want their own businesses to do 
well. A fourth advantage comes when the sole proprietor is paying 
taxes. A sole proprietor pays taxes only once on the income from the 
firm.

Disadvantages of a Sole Proprietorship
A sole proprietorship has some disadvantages, too. Although a 

sole proprietorship may be easy to start, its owner may have trouble 
getting money. As the only owner, where do you get the money for 
buying supplies and materials, renting a building, paying for adver
tising, getting some help in marketing your product, and so on? 
Maybe you have to dip into savings or borrow money from a bank. 
Friends may come through w ith a loan —  although you may have 
to pay interest on it. A shortage of money is a common problem for 
sole proprietorships because they depend on the resources and ab il
ities of just one person.

Another disadvantage of the sole proprietorship is that the busi
ness ends when the owner leaves. Someone may buy the business 
from the owner, but in that case a new business is started. A sole 
proprietorship has a lim ited life. It is lim ited to the time the owner 
is willing and able to run the business.

Most sole proprietorships remain small businesses. When it 
comes to buying materials, small size can be a handicap. Large 
businesses can buy cheaply in large quantities and can also save 
money on shipping costs. A reduction in price, or discount, is often 
given for buying in large amounts, saving time and money in col
lecting and shipping goods. Such a discount may not be available 
to a small firm.

S till another problem with a small but growing sole proprietor
ship is that the owner may not be able to do all of the work. The 
owner may be able to hire some fam ily members or be forced to 
employ other workers. Good workers who w ill continue to make the
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business a success may be difficult to find, train, and keep. Equally 
important, a sole proprietor may not have all the various skills to 
run a successful business. The owner may be good in one aspect of 
the job, such as making repairs on a television. But he or she may 
not be able to deal well w ith the public. And, an individual who 
deals well w ith the public may not be able to handle taxes and other 
recordkeeping tasks.

When you operate a sole proprietorship, you take all the risks.

It is nice to be your own boss and to make 100 percent of the 
profits. But what if the business doesn’t make a profit? You’re 100 
percent responsible for the losses! There is no one to share them 
with. In addition, as the owner you must make all of the decisions. 
Even if you do not have the special skills to make all kinds of deci
sions in the right way, it's still your show.

If  the debts of the proprietorship are greater than the things it 
owns, or its assets, the owner is still held responsible for the differ
ence. Responsibility for debts —  even if they are more than the 
assets of the business —  is called unlim ited liability. In some cases 
the owner may lose savings or property to pay the business’s debts.

Which o f the businesses in your community are sole 
proprietorships? Do you suppose there are more sole 
proprietorships in your area than any other form of 
business?
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THE PARTNERSHIP
A person who starts a sole proprietorship may line! that it grows 

and grows. More money must be found to expand the business, and 
that isn’t easy. Banks want certain guarantees before they make 
loans, even to old, successful businesses. One wav, then, to expand a 
business is to add skills and spread out the responsibility by form
ing a partnership. A partnership is a business organization with two 
or more owners who share responsibility.

Advantages of a Partnership
Starting the partnership has few requirements. Depending on 

the nature of the business, a partnership may need a license. The 
partners should draw up a partnership agreement, a kind of con
tract in which they declare certain understandings between them. 
For instance, they put into writing how they w ill share the work and 
profits, how they w ill end the partnership, and other matters. A 
written agreement from the start may prevent problems later on.

At least two people, but as many more as are wanted, are 
needed to form a partnership. Some firms have dozens of partners. 
Each partner can contribute skills, as well as money, to running the 
business. One advantage of a partnership is that each partner can 
bring special skills to the business. Another advantage is that, unlike 
sole proprietorships, partnerships find it easier to acquire money 
because there are more owners who can contribute to the business. 
All partners who share in the business have good reasons to work 
hard for its success. Each shares in the profits according to the part
nership agreement. Like the income of the sole proprietorship, the 
income of the partnership is taxed only once.

Let’s say that you and a partner open a restaurant. Your special 
skills include keeping business and financial records. Your partner 
is a chef and likes to work w ith people in the day-to-day operation of 
the restaurant. If you were to open a restaurant as a sole proprietor
ship, you might find that the cooking and operation of the business 
were your weakest areas. Because of your partner’s special skills, 
the two of you might have a more successful business.

Disadvantages of a Partnership
Certainly the partnership has disadvantages. Like sole propri

etors, partners have unlim ited liab ility for debts. Wrong decisions
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may cause the business to lose money. And any partner can act for 
the partnership. If one partner makes wrong decisions that are 
expensive for the partnership, the other partners are bound by that 
person’s decisions. If  your partner in the restaurant makes some bad 
decisions, you both are responsible for them. For that reason alone, 
making a partnership agreement is wise. It spells out the duties of 
each partner so that each knows exactly what responsibilities are 
his or hers.

A partnership can be a very successful form of business operation, as long as the 
partners agree.

However, even with a partnership agreement, partners may 
disagree. Those disagreements may become such a problem that the 
partners no longer can work together. The partnership agreement 
should provide for adding new partners and for ending the partner
ship, to avoid problems. The partnership is also legally ended if one 
partner decides to leave the partnership or dies. The remaining 
partners may reorganize, but they really are starting a new busi
ness. Many partnership agreements provide a way for the remain
ing partner or partners to buy the share of ownership of a partner 
who leaves the business or dies. B y  having a partnership agreement 
that allows the partners to do this, they can keep the business and 
continue it as a new one.
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THE CO RPO RATIO N

A corporation is a business that is legally regarded as a separate 
entity. An entity is defined as "something that exists independ
ently." That means that, as far as the law is concerned, the corpo
ration exists separate from the people who own it. It has a life of its 
own. As a consequence, owners in a corporation have lim ited liab il
ity. W ith limited liab ility, the owners are responsible for the debts 
of the business only to the extent of the amount they have invested. 
Even if the business fails, the owners cannot lose more than they 
have invested. Their personal savings and possessions cannot be 
taken to pay the corporation’s debts.

Although only about 16 percent of all businesses are corpora
tions, they earn about 79 percent of the income. Some corporations 
have offices and plants in more than one country. These are called 
multinational corporations. Indeed, they may operate in several 
countries. A number of corporations in the United States are among 
the largest businesses in the world. And a few of our corporations 
have annual sales that are larger than the budgets of some small 
countries.

Do any multinational corporations have headquarters or 
branches in or near your community? Which 
corporations are they?

The original owners of a corporation may decide to issue stock, 
or shares in the ownership. The new owners, called stockholders, 
pay a certain amount for their shares, many buying the stock 
through a stock exchange. Each stockholder has one vote in the 
management of the corporation for each share of stock he or she 
owns. Some of the largest corporations in the United States have 
over a million stockholders, or owners.

The stockholders of a corporation elect a board of directors, a 
group of individuals chosen to make the major decisions for the 
company. The board of directors then appoints officers to make the 
day-to-day decisions of the firm. The officers, such as the president, 
vice presidents, treasurer and so on, make most of the decisions for 
the corporation.

Both the officers and the board of directors are responsible to 
the owners. By law the board of directors must oversee the work of 
the officers. The board also must provide a wav for the owners to 
vote on important decisions and to be informed about the opera
tions of the corporation. Most companies hold an annual meeting
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for stockholders. In addition, they issue an annual report giving full 
information about the year’s activities.

In a small corporation, the original owners may run the busi
ness, much as a sole proprietor or partners do. In that case, the 
owners act as the officers of the corporation and make up much or 
all of the board of directors. There is no reason that a small corpo
ration has to sell shares of ownership to the public.

Advantages of a Corporation
Since the owners have lim ited liab ility, corporations often find 

it easier to get additional money by selling stock'. The corporation 
also has unlim ited life. Because it is a legal entity quite apart from 
the owners, the corporation does not end if one or more owners 
decide to sell their shares. Ownership can easily be transferred to 
new stockholders, and the corporation goes on.

Disadvantages of a Corporation
One major disadvantage of a corporation is that it is subject to 

special taxes. Owners are taxed on their income from the corpora
tion. Then the corporation itself, which is legally regarded as a 
person, is also taxed. In one sense, this is double taxation.

A corporation is more difficult to start than a sole proprietor
ship or partnership. A charter, a legal form giving the corporation 
the permission to operate, must be obtained. The owners apply to 
the state in which they wish to operate for the charter. It outlines 
some of the regulations of the corporation, such as the number of 
shares of stock that may be sold. Corporations are more closely reg
ulated by government than other business organizations. For 
instance, before a state issues a charter, an application must be 
filled out by the owners and certain fees must be paid. Only after the 
application is approved and a charter is issued can the owners draw 
up the bylaws, or rules of operation, for the corporation. Those 
bylaws also outline the duties of the officers of the business.

THE COOPERATIVE
A cooperative is a business firm owned and, in many cases, 

operated by its members. To start a cooperative, a group of people 
apply for a charter from the state government. After the charter has
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Physicians and dentists often form corporations to gain the advantage of limited liability.

been given, a board of directors is elected. Managers and staff mem
bers are hired or appointed to operate the business.

A cooperative, unlike a corporation, is not set up to make a 
profit. Rather, its purpose is to help its members get the best prices. 
A cooperative helps its members buy or sell at lower prices through 
working together. If the cooperative sells products for its members, 
it attempts to get a good price by selling in large quantities. If it 
buys goods for its members, it attempts to get a low cost by buying
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in large amounts. Food cooperatives have become a part of our busi
ness and economic system. A group of people band together to bm 
food in large quantities, thus saving money. That savings is passed 
on to the members in the form of lower prices. If the cooperative 
buys for its members, it is a consumers’ cooperative. If it sells goods 
or services, it is a producers’ cooperative.

Insurance companies, electric power companies, savings and 
lending agencies, agricultural buying and selling organizations, 
bookstores, apartment buildings, and even restaurants may be 
cooperatives. The largest number of cooperatives in this country are 
credit unions, in which members can save and borrow money. 
Credit union membership is usually available through the com
pany, agency, or organization in which a member works.

THE FRANCHISE
A franchise is a grant or right to sell some other company's 

product or service w ithin a given area or territory. A franchise is not 
so much a business as a method of doing business. It permits people 
to organize as a sole proprietorship, a partnership, or a corporation 
The individual or individuals enter into an agreement to sell 
another company's product or service in one area. The franchise 
agreement spells out the duties of both parties. The person or per
sons agree to certain ways of running the business in return for help 
from the parent company selling the franchise. Many restaurants, 
motels, and small shops are operated as franchises.

Are there any franchises in your community? Which ones?

Before purchasing a franchise, you must consider the local competition.
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The franchise has advantages and disadvantages. A person can 
start a business w ith the help of the parent company. Such help cuts 
down the risk of failure because the parent company shares its expe
rience and business techniques. However, in return for that help, 
the franchise owner pays a share of the sales or a yearly set fee to the 
parent company. Too, the purchase of a franchise often requires an 
investment of a fairly large amount of money.

SUMMARY

A person starting a new business must decide which ̂ tvpe of 
organization is best. To some extent, the answer depends on the 
person, the type of business, the money needed, and the kind of 
product or service to be provided. If you are going into the restau
rant business, you may decide on a sole proprietorship or a part
nership. Perhaps you want to become a part owner of a corporation 
bv buying shares in it. You may want to invest in a cooperative, 
such as a credit union. Or you may want to look into franchises.

There are more sole proprietorships than any other type of 
business in our economic system, but it is the giant corporation that 
has become to many a symbol of our private enterprise system. 
Nevertheless, any kind of business w ill work in our economy.

The United States has more sole proprietorships than any other form of business.
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper I through 15. Then 
write the term that best matches each numbered definition.

1.

2.
3.
4.

5.
6 .

7.
8 . 
9.

10.

11.

12.
13.

14.
15.

board of directors
bylaws
charter
cooperative
corporation
discount
franchise
limited liability

multinational corporation 
partnership 
partnership agreement 
sole proprietorship 
stock
stockholders 
unlimited liability

A business organization with two or morc"owners who share 
responsibility.
The owners of a corporation.
A legal form giving a corporation permission to operate. 
The responsibility for debts, even if they are more than the 
assets of the business firm.
A business firm owned and operated by its members.
A kind of contract in which partners declare certain under
standings between them.
Shares of ownership in a corporation.
A business owned by one person.
A business that is legally regarded as a separate "person.”
A corporation that has offices and plants in more than one 
country.
A grant or a right to sell some other company’s product or 
service within a given area or territory.
A reduction in price.
A group of individuals elected by the stockholders of a corpo
ration to make major decisions for the company.
Rules of operation for a corporation.
An owner’s responsibility for the debts of a business up to the 
amount invested.

BUILDING
READING
COMPREHENSION

1.
2.
3.
4.

6.

Why is a sole proprietorship called by that name?
What are the four advantages of a sole proprietorship? 
What is the best way for partners to avoid problems?
How many people must be involved in a partnership? Is there 
a limit on the number of partners a firm may have?
Sole proprietorships and partnerships both have unlimited 
liability. What does that mean to the owners?
What choices do partners have if one of them dies or leaves the 
firm?
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7. What is a multinational corporation?
8. How is starting a corporation different from starting a part

nership? a sole proprietorship?
9. What are the special features of a cooperative that make it 

different from other business organizations?
10. Describe how a franchise differs from other businesses.

BUILDING
BUSINESS
CONCEPTS 2 .

3.

4.

5.
6 .

9.

10.

What do you consider to be the biggest advantage of a sole 
proprietorship?
There are more sole proprietorships than partnerships and 
corporations combined in the United States. Wh^doyou think 
so many businesses are organized this way?
Why would two or more people decide to form a partnership 
instead of forming a sole proprietorship with one of them as 
owner?
Why should a person choose with care those people with 
whom he or she forms a partnership?
List the advantages and disadvantages of a partnership. 
What is the major way that a corporation is different from a 
sole proprietorship and a partnership?
Stockholders of corporations have one vote for each share of 
ownership. What effect do you think that rule has on the oper
ation of the business?
What are some of the duties of the board of directors of a cor
poration?
What is the difference between a consumers’ cooperative and a 
producers' cooperative?
Why would an individual prefer to operate a franchise rather 
than a new business based on his or her own ideas?

BUILDING
BUSINESS
EXPERIENCE

2.

3.

What companies make your TV, your refrigerator, your laun
dry detergent? Go to the library and find out as much as you 
can about one of those companies. How is it organized? When 
was it started? How many different products does the com
pany offer? Who are its main competitors?
Franchise businesses are a growing part of our economy. List 
some of the franchise businesses in your community. 
Interview the manager of a franchise business in your commu
nity. Discuss the unique features of the franchise business with 
him or her. Find out what kinds of services the parent com
pany furnishes, what agreements the business has made with 
the parent company, and some of the advantages of the fran
chise business for that person.
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BUILDING
HUMAN RELATIONS 
SKILLS

4. Some of the fastest-growing types of business in our economy 
are computer hardware and computer software companies 
List some of the businesses in your community that sell com
puter wares. How are they organized?

5. Ryan Industries manufactures switches for electrical appli
ances. The cost of one switch is as follows:

What is the total cost of producing one switch? The company 
sells the switch for $4.26. How much profit does the company 
make on one switch? What percentage of the selling price is 
that profit?

Glenn has formed a partnership with his friends, Juan and Bev
erly. They will make and sell works of art. Each friend has an 
interest in a specific area of art: Glenn is a sculptor, Juan is a 
potter, and Beverly is a painter. Each artist contributed money to 
the business. The business has been in operation for three months, 
but the friends are having some difficulties that are threatening 
their friendship as well as their business. Some of the major prob
lems they are having include the following:

• Recordkeeping for the business is haphazard, making it irri
tating to try to figure out the company’s taxes and profits.

• Each partner is receiving an equal share of the income, 
which Glenn thinks is unfair since he invested the most 
money.

• Beverly spends very little time at the business and has con
tributed only three paintings, while Glenn and Juan have 
stocked the business with their goods.

• Bills are beginning to mount up for the business. Juan 
decided he wanted a new potter’s wheel and a new kiln, so 
he went out and bought them. Glenn, not realizing that 
Juan had made these purchases, invested in display coun
ters and carpet for the showrooms.

1. What is the major cause of their problems?
2. Did Glenn choose his partners with care? Why or why not?
3. What will happen if Glenn decides to leave the business?
4. Can the partners save the business? What do you suggest they 

do in order to save the business? Be specific in your recom
mendations.

Raw materials 
Labor
Overhead (machines, repairs, etc.)

$1.71
1.95
.36
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The work itself involves meeting 
people, learning what interests them, 
and trying to help them plan a trip they 
will enjoy. The travel industry often 
requires long hours, but it attracts many 
people. The work is highly competitive 
and exciting. It also offers the advantage 
of free or inexpensive travel for the 
agents themselves.

Travel Agent
If you want to travel to a small island 

m the western Pacific to pursue your 
hobby in underwater photography, w hat 
will you need to know? First, you w ill 
have to find out which airlines and ships 
travel to that island, when they go, and 
how much they cost. You w ill need to 
find a hotel to stay in and a place to 
change your dollars into local money. 
Without spending hours doing all the 
research yourself, you can ask a travel 
agent to arrange all the details.

Travel agents are able to make 
reservations for ships, planes, trains, and 
hotels all over the world. They have the 
most up-to-date information on fares, 
travel restrictions, customs regulations, 
currency rates, and even the weather.

Most travel agents make their money 
from commissions that airlines and hotel 
owners give them for making 
reservations. Occasionally, they w ill 
charge customers a fee for arranging 
complicated travel plans. Agents also 
arrange group tours, offering low prices 
to clubs and other large groups.

People can prepare for careers as 
travel agents by working for an 
established agency to learn the business. 
Successful travel agents must have a 
curiosity about different places and 
cultures and an ability to get along with 
people.



CHAPTER 11

How Computers 
Affect Our Lives

• When you think of a computer, two words probably pop into your 
mind: speed and numbers. What is called "The Computer Revolution" 
had a lot to do with those two words. Why are they so important to 
the development of the computer?

• Like the consumer or the producer in our market economy, business 
has certain needs. It needs capital, labor, and natural resources. It also 
needs information to grow and it needs to process information. What 
kind of information?

• Computers are used to do most of the billing for major companies, 
processing of checks at banks, and travel arrangements for airlines. 
What other ways are computers used by business?



lidt 3 Doing Business in a Private Enterprise Economy 153

Do you know what these terms mean?
hardware
software
memory
byte

silicon chip
microprocessor
output
information processing 
word processing 
database

input
central processing unit

You’ll learn all about these terms in this chapter.

Many people think of computers either as "num ber crunchers” 
or as video game machines. But computers can do so oiuch more. 
There are very few lim its to how computers may be used today, 
from turning on our lights to guiding astronauts into space.

In 1890 the United States Census was completed in 2\ years’ 
time (versus nearly eight years for earlier censuses!) w ith the aid of a 
machine, the tabulator. Its inventor, Herman Hollerith, used stiff 
punched cards to feed census information into the tabulator. The 
card idea was borrowed from a Frenchman, Joseph Jacquard, who 
used cards with holes in pre-determined places to control the rods of 
a loom shuttle in 1801. The cards made "autom atic" the weaving of 
different patterns of cloth.

The holes in H ollerith ’s punched cards represented different 
kinds of data about the census (number of people in a household, 
ages, and so on). When tiny rods in the tabulator were driven 
through pre-arranged holes, they touched mercury in a container. 
This action created an electrical impulse, which communicated 
itself to a kind of clock, recording one unit. H ollerith ’s tabulator 
actually “ read” or scanned the cards electrically as quickly as they 
were placed on the machine and a lever pulled down.

Hollerith founded a company w ith his tabulator called the Tab
ulating Machine Company, which later grew into the giant Interna
tional Business Machines (IBM ). H ollerith ’s customers included 
railroads and even the Russian government, which used the tabu
lator to complete its own census.

Today’s computers process data much faster than anyone 
would have thought possible, even ten years ago. Let’s look at how 
computers actually work.

THE FIRST HUNDRED YEARS
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HOW DO COMPUTERS WORK?
A computer is a machine that runs on electricity. It is also a 

machine that processes data faster than you can blink an eye. 
Another name for a computer is hardware. Hardware refers not 
only to the computer, but also to any physical equipment attached 
to the computer. Hardware includes equipment such as a printer or 
a display term inal.

You have probably also heard the term software. Software is 
the computer program, or set of instructions, that tells the com
puter what to do. There are two basic types of software: system 
software and application software. Some system software is stored 
permanently in the computer. Such software tells the computer 
what to do when you first turn it on. Other system software, such as 
a disk operating system (or DOS for short), may be stored on a 
diskette. A disk operating system tells the computer how to use the 
information that is entered into the computer.

In contrast to system software, which tells the computer how to 
run, application software tells the computer how to do a certain job, 
or application. There are many different kinds of application soft
ware. Some of the more common applications are computer games, 
such as sports or adventure games. Other application software will 
allow  you to write and edit papers or to set up and maintain a 
budget. Businesses use many application programs, from calculat
ing payroll amounts for their employees to operating robots on an 
assembly line.

The types of applications that can be done on a computer 
depend, in part, on the amount of memory a computer has. Memory 
is the capacity of the computer to store information in an electronic 
form. If  you've ever looked at an ad for a computer in a magazine or 
newspaper, you may have noticed a description such as 256K. The 
term 256K refers to an amount of memory. The memory capacity of 
a computer is measured in bytes. A byte equals one character. A 
character can be a letter, a number, or a space. Although computer 
memory is measured in bytes, it is usually expressed in kilobytes. 
One kilobyte is equal to 1,024 bytes. K ilobyte is what the К  stands 
for in 256K.

Я  < rЛ/ГСЛГЛТ/СТ/Ю ГJ", O u t  it is ruugfify 
equal to 128 double-spaced, typewritten pages. M any computers
today Yiave memories tViat are so large that they are measured in 
megabytes, which are m illions of bytes!
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The computer stores the information you give it in its memory.

Using a Computer
There are three basic steps in using a computer: input, process

ing, and output. Input is the data you enter into the computer, 
including any instructions you give to the computer. One of the 
most common methods of inputting data is through a keyboard, but 
there are many other ways to input data into the computer.

One input device you’re fam iliar w ith if you've played com
puter games is the joystick. A joystick lets you move a picture, line, 
word, or cursor from one point to another on a display screen. 
Another input device is a mouse. A mouse is not a sm all, gray, furry 
creature, but a small box w ith one or more buttons. You operate a 
mouse by moving it around, thus moving the cursor to a specific 
item on the display screen. When the cursor is at the item you want, 
you press a button on the mouse and the computer performs the 
activity you have chosen.

W ith touch-sensitive keyboards and display screens, even your 
hands can be input devices. Other input devices are the graphics 
tablet and the light pen. A graphics tablet lets you use a pen or your 
finger to draw a design on a flat surface much like the etching toys 
that you may have played w ith as a child. Your drawing appears on 
the computer display screen as you complete it. A light pen has a 
light-sensitive detector in its tip. You can use the light pen to draw—— —
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and write by touching the tip of the pen to the display screen. The 
computer reads the light and creates your drawing on the screen.

S till another input device is the optical character reader (OCRl 
An OCR scans a typed or printed page and changes the characters 
into electronic signals. These signals can then be recorded on mag 
netic tape or on a disk that can be read by the computer.

One of the newest input methods is voice recognition. A voice- 
recognition device allows you to talk to a computer and have it 
follow your spoken instructions. Most voice-recognition devices rec
ognize only a few words, but they are being improved all the time

Processing
You’ve probably heard that the processor is the ‘‘brain’’ol the 

computer. The processor is the central processing unit, or CPU. The 
CPU uses instructions and data input to calculate an answer to per
form a specific activity. The CPU then sends the results of the 
activity to the user or to the computer’s memory, or to both.

The CPU has two parts: an arithmetic/logic unit and a contrul 
unit. The arithmetic/logic unit performs mathematic calculations 
and makes decisions such as whether one number is greater than 
another. The control unit directs the work of the arithmetic/logic 
unit. For example, the control unit tells the arithmetic/logic unit 
whether to add, subtract, or compare the numbers it has been given.

In early computers, the CPU required a lot of space. The size of 
the CPU today varies w ith the size of the computer, but in a micro
computer it can be as small as a single silicon chip. A silicon chip is 
a thin wafer, about |-inch square, that plugs into a computer.

The CPU in a microcomputer is called a microprocessor. Micro
processors are really m iniature computers that have been made 
possible through a process of m iniaturization. The whole processof 
m iniaturization is a wonder of modem technology. The miniatur
ization process starts w ith the design of an integrated circuit. An 
integrated circuit is made up of thousands of tiny, interconnected 
electrical circuits. An electrical circuit is sim ply a path through 
which electricity flows. Once the integrated circuit is designed, it is 
printed in very large scale on a piece of paper. This paper print is 
then reduced photographically to the size of a silicon chip.

Imagine this m iniature photo in its negative form. If you hold a 
negative up to light, you can see images through the light. Other 
parts of the negative are dark. Likewise, when you put the negative 
over a silicon chip and expose it to light, the light w ill go through
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A silicon chip is smaller than your fingertip, but covered with thousands of electrical 
circuits (right).

the clear spots in the negative but not through the dark spots. The 
parts of the chip exposed to the light (through the negative) become 
hard. The other parts (not exposed to the light) are scraped off. This 
process is called "etching the chip.” The chip is etched to create a 
pattern for w iring the chip. Thousands of very fine metal wires, 
which conduct electricity, are placed on the chip to create an inte
grated circuit. Can you imagine how difficult it is to place thou
sands of tiny wires on a surface sm aller than the tip of your finger! 
Businesses use computerized robots to do this very delicate work.

Output
Just as there are many ways to get data into a computer, so are 

there many ways to get data out of a computer. Such data is called 
output —  the result of the computer’s calculations. The most com
mon output devices are the display screen and the printer.

A display screen is commonly called a CRT, or cathode-ray 
tube. The CRT produces the same type of picture as an ordinary 
television set. Indeed, many home computers use the TV  as a dis
play screen. Another type of display screen is called a monitor. 
Monitors are made to be used only as output devices for computers. 
Monitors are available in one color, called monochrome, or in full 
color.
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Depending upon the type of program run on the computer, dis
play screens can provide output for both text and graphics. Text 
output is made up of letters and/or numbers. Graphics output pro
vides pictures or images such as charts or the design for a new car. 
Many engineers and architects work at computers to create new 
designs or building plans.

A printer is another output device. A printer is used to create a 
copy of the data shown on the display screen. Such copy is often 
referred to as a printout. A special type of printer that is used to 
create a copy of graphic images is a plotter. A plotter controls the 
movement of a pen, or several pens, to produce highly intricate 
drawings such as those needed by engineers, architects, or doctors.

Voice synthesis is also another form of output. It is used in cars 
to remind drivers to fasten their seat belts.

Can you think o f  different types o f  businesses that might 
use each type o f  output?

COMPUTERS ALL AROUND US
Can you think of any invention that has affected our lives more 

than the computer? Almost every aspect of our economy is affected 
by the computer in one way or another. Consumers, producers, buy
ers, sellers, government, business —  all use or are aided by the 
computer.

The automobile is an example of a product that has been 
changed in many different ways by the computer. Today, automo
biles are designed using computer-aided design programs. Comput
ers also are involved in the manufacturing process where they 
control assembly lines or keep track of parts. Microprocessors in 
cars control fuel injection and exhaust fumes, engine temperatures, 
radios, instrument panels, and even knocks caused by low octane 
fuel (sparkplug tim ing is slowed down by microprocessor until the 
knock disappears).

W ith  voice-activated computers already functioning, it will 
soon be possible to "ta lk  into” a video device on the dash panel and 
get weather and road conditions. Some automobile makers are 
working on video screens that can be used for trip planning or to 
display information about the car’s performance.

Computers aid in a ir traffic control by monitoring airplanes at 
all major airports, giving instructions on speed, direction, and
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Computers can "read" books and convert the words into computerized braille for 
those who are blind.

descent and ascent procedures. W ater and electrical power usage 
are controlled and monitored by computers. Computerized controls 
also help to operate nuclear power plants. The enormously com pli
cated flight plans of satellites into and beyond the solar system are 
plotted and directed by computers.

Almost everything we do brings us into contact with a 
computer, although the computer may not be obvious. 
Which o f your daily activities are affected by a com puter?

THE COMPUTER IN BUSINESS
Business deals w ith all kinds of information. There is informa

tion about sales, manufacturing, shipping, advertising, pricing, 
costs, payrolls, and inventories to be processed. Business data 
includes numerical data, graphs, text, and, in some cases, special 
symbols of all kinds. When the computer handles all those kinds of 
information, it is called inform ation processing.

When business deals w ith reports, letters to customers, and 
other alphabetic information, it may use a special program for that 
purpose, a word processing computer program. For example, w ith
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such a program, a report or letter can be corrected, added to, or 
changed right on the computer keyboard. More important, the 
document can be stored for use over and over again. A typical word 
processing activity is the preparation of a sales letter to describe 
features of a particular product. W ith  the letter stored in the com
puter system, changes in price or features can be made quickly.

Also stored in the computer system w ill be a mailing list of 
thousands of customers. Such a list is a database, which is any col 
lection of related information. When the business wants to send 
information to its customers, "ind iv idua l” sales letters w ill be ч‘Ш 
to each customer in the database.

Information processing is the most obvious^vay in which the 
computer is used in business. One of the newer areas in which the 
computer is playing a large role is that of robot control and direc
tion. Today many jobs in factories and on assembly lines an* per
formed by robots. A whole science of robotics is developing, 
especially in the United States and Japan.

The computer has also become a partner in manufacturing and 
design. The modem "drafting board” is a computer graphics termi
nal that is used to design cars, buildings, and satellites.

Can you think o f  other examples o f  innovative ways in 
which the computer is being used in today’s business 
world?

YOU AND THE COMPUTER
Like business, you also use the computer a great deal. When 

you write a check, it is one of billions each year that are sped along 
their way to computers. Computers allow  banks to provide you w ith 
around-the-clock banking services at automated teller machines. 
When you go to a doctor, a computer may "ca ll up" your medical 
history. It may also help in diagnosing and prescribing medicine for 
an illness.

When you buy an airline ticket to visit friends or relatives, the 
computer handles the transaction. It checks and locates the flights 
that are available at the time you want to fly. If  you buy tickets to a 
rock concert, they w ill most likely be issued through a computer.

Even if you do not see the computer at work, chances arc that 
you’ll find it behind the scenes. You can’t see the communications
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An increasing number of robots are being developed to perform dangerous, 
repetitive, or delicate jobs.

satellites orbiting some 22,000 miles above the Earth , but they're 
helping to send you television and radio signals and telephone mes
sages from around the world. The clothes you wear, the food you 
eat, the events and entertainment you see and hear —  all involve a 
computer somehow!
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WITH PROGRESS COME NEW CONCERNS
W ith easy access to computers, a new kind of crime has come 

along. It involves using computers illegally and breaking electronic 
safeguards to steal money or business secrets. The need to safeguard 
computer files has become a major concern of both business and 
government today. Some people are concerned that the information 
about all of us kept in credit bureau computer files or in Uncle 
Sam ’s even larger data centers w ill be too freely available to the 
general public. S till others worry about computers literally running 
amuck as scientists create more and more sophisticated machines.

Any development as sensational as the computer will have 
problems. But people have always been able to solve problems, and 
our planet is not likely to become one that is run by robots!

SUMMARY
Though the first true electronic computer is less than fifty years 

old, its development has been spectacular. From the first giant com
puter to the tiny microprocessor, the uses for the computer have 
grown as its size has shrunk. Today computers make out payrolls, 
police the skies, and plan routes through the solar system. Some 
people worry about how safe we are w ith the computer at the con
trols, but our economy would almost cease to function without it. 
The computer has become a partner in our electronic economy.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 12. Then 
write the term that best matches each numbered definition.

1.
2.
3.

byte
central processing unit
database
hardware
information processing 
input

memory
microprocessor
output
silicon chip
software
word processing

The actual computer and equipment attached to it.
Data that is entered into the computer.
The capacity of the computer to store electronic information.

4. The measurement used to describe the memory capacity of a 
computer.
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5.
6.

8

10

Sets of instructions that tell the computer what to do.
The computer’s “ brain,” which uses instructions and data 
input to calculate answers.

7. A collection of related information.
Another term for the central processing unit in a microcom
puter.
An application program that lets the user edit and store typed 
reports or letters.
Work performed by a computer using numerical data, graphs, 
text, and special symbols.
The visible results of a computer’s calculations.11.

12. A thin wafer, about |-inch square, that plugs into a computer 
and contains an integrated circuit. *

BUILDING
READING

'PREHENSION

1. What does a computer run on?
2. Name the two basic types of software. How do they differ?
3. What does a disk operating system do? Where is it stored?
4. List the three basic steps in using a computer.
5. Name seven input devices or methods.
6. Describe an integrated circuit.
7. What are two common types of display screens?
8. Name three output devices.
9. What is a plotter, and how does it work?

10. What are the three most common concerns people have about 
the increasing use of computers?

BUILDING
BUSINESS
CONCEPTS

1. As you know, businesses need capital, labor, and natural 
resources to operate and earn a profit. What fourth factor is 
necessary to businesses? How has the computer contributed to 
this additional need of businesses?

2. How did the tabulator change the way the census was 
counted? Do today’s computers bear any similarities to this 
invention? Explain your answer.

3. What does the "K "  stand for in 512K? What does 512K mean 
in terms of memory?

4. Why is the CPU often called the "brain" of the computer?
5. What are the two parts of a microprocessor, or CPU?
6. Explain the process of miniaturization. Why is it important in 

the creation of microprocessors?
7. Airlines and railroad companies use computerized reserva

tions and ticketing systems for their passengers. Give three 
other examples of how computers help businesses work more 
efficiently.
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8. Ground and air transportation have become increasingly safer 
and more efficient because of the use of computers. Explain 
why this is so.

9. What is ‘‘The Computer Revolution” ? What two factors con
tributed to this revolution and the computer’s growth?

10. Someone has estimated that if we replaced all of the comput
ers in the United States with people, we would need 400 
billion people. What docs that estimate tell you about the role 
of computers in our economy?

BUILDING
BUSINESS
EXPERIENCE

I.

2.

3.

Bring newspaper clippings and magazine articles about com
puters to class. What are the trends? Wh#t features arc being 
developed for new computers?
With widespread use of computers, some people predict that 
one day we may have a "cashless” society. No one will need to 
carry money because people w ill carry cards that allow them 
to transfer money by computer from their own accounts to 
others’ accounts. Discuss the pros and cons of such a system. 
If you have computers in your school, arrange a visit to 
observe them at work.
The computer revolution has generated dozens and dozens of 
new companies making dozens and dozens of new products 
unheard of ten or twenty years ago. List five or ten new prod
ucts on the market that have been invented because of 
increased computer use.
Check newspapers and computer magazines for stories on 
computer crime. How much is this type of crime costing busi
ness each year? What types of businesses are affected? What 
steps are businesses taking to curb crime?

BUILDING
MATH
SKILLS

1. Judy is buying a small computer from a major company. The 
company has offered her a service agreement that would give 
her regular maintenance on the computer at the rate of $165a 
year. If she keeps the computer for 3f years, how much will her 
service agreement have cost her at the end of that time?

2. The owner of J  & К  Sporting Goods is thinking of buying a 
small computer for keeping records for his store. A small com
puter that could handle all of his inventory costs about $8,500. 
He could lease a larger computer that could handle his records 
as his business grows for $350 per month. Another company 
would lease a similar computer for $375 a month. He believes 
he could pay for the first computer within 12 months. How 
much would he have paid for computer use at the end of the 
first year in each case?
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Stephen P. Jobs
An interest in electronics and an 

I unquenchable desire for excitement 
made Stephen Jobs one of the three 
original owners of the fastest-growing 
company in American history — the 
Apple Computer Company.

At age 16, Jobs met Stephen 
Wozniak. Both were avid electronics 
hobbyists who enjoyed challenges. While 
still in high school, Jobs worked with 
Wozniak and the two designed various 
electronic gadgets. Jobs' interest in 
electronics and computers was furthered 
while working for Atari, still a very 
young company, in the early 1970's.

In 1975, Jobs worked with Wozniak 
as he built his own microprocessor-based 
computer, the Apple I. Although 
Wozniak was unsuccessful at finding a 
buyer, Jobs was not. He sold one 
hundred Apple I's at $500 apiece. He and 
Wozniak then established their 
partnership, the Apple Computer 
Company.

With money from the sale of Jobs' 
Volkswagen bus and one of Wozniak's 
inventions — and a loan of $5,000 — 
they were on their way to success. At 
first, their world headquarters, sales 
office, and distribution center were 
contained in the garage of the Jobs

family home. They worked there as a 
team. Wozniak designed a more 
sophisticated computer, which became 
the Apple II. Jobs managed the business 
side of the company.

In 1977, the Apple II was officially 
introduced to the public. When the 
company went public in 1980, Job's 
shares of the stock were worth $165 
million.

In 1985, Stephen Jobs, sparked by his 
creative interests, left Apple to start 
Next, Inc. This company designs 
computers for use in laboratory 
instruction and other subjects. Jobs 
himself helps to develop the software.



CHAPTER 12

The Legal Environment 
for Business I

• In a private enterprise economy, anyone who has the money can start 
a business. Can you explain why that is so?

• What do you think would happen if businesses in different states 
operated under different laws? For example, if you live in Ohio and 
order merchandise from a company in California, how do you know 
that the business follows the same laws as the businesses in Ohio?

• Although businesses have a lot of freedom in this country, they must 
follow some rules and regulations. What role does the government 
play in regulating what businesses can and cannot do?
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Do you know what these terms mean?

common law
Uniform Commercial Code 
antitrust laws 
interstate commerce

zoning code 
price fixing
privately owned corporation 
publicly owned corporation

You’ll learn all about these terms in this chapter.

In Chapter 6 you learned that the economic system of the 
United States is called a private enterprise economy. Our private 
enterprise economy is very favorable both to entrepreneurs and to 
established businesses. In such an economy, businesses are gener
ally free to choose which products to produce, when aryl how to 
produce them, how to sell them, and at what prices. The freedom to 
operate a business exists in part because our legal system was 
designed to promote and protect private enterprise.

THE LEGAL SYSTEM OF THE UNITED STATES
Our legal system is one of the branches in our three-part system 

of government. You probably already know that those three parts 
are the President, Congress, and the judiciary. The judicial system  is 
responsible for interpreting and enforcing our laws. Only Congress 
and the President can actually make new laws or change the old 
ones.

Much of the law of the United States is based on the old English 
common law. Common law refers to the legal decisions made by 
English courts over a period of many years, as well as the customs of 
the people. One part of the English common law related to the com
mercial rights of merchants and traders. In the United States, that 
part of the common law was the basis for our Uniform  Commercial 
Code. The Uniform Com mercial Code (UCC) is a set of laws that are 
the same, or uniform, throughout the country and are used to con
trol and regulate business transactions. All states except Louisiana 
have adopted the UCC, and Louisiana has adopted parts of it.

Everyone in our economic system buys goods and services to 
satisfy wants and needs. Farms, factories, stores, and offices in this 
country produce a gross national product of trillions of dollars a

WHY IS LAW IMPORTANT?
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year. For the most part, transactions between the producers of 
goods and services and the consumers of those items go smoothly.If 
things go wrong, though, our legal system is there to help solve the 
problems. The court system, agencies at all levels, and even trade 
associations are available to help resolve legal issues.

The legal system also helps to prevent problems by setting up 
guidelines and responsibilities for both business and consumers. 
W ithout uniform laws, our economy would be in chaos!

Can you think o f  som e w ays in which you r dealings with 
business are affected by law?

4»

WHAT IS THE “LEGAL ENVIRONMENT"?
When we speak of the "legal environm ent” for business, we are 

talking about the federal, state, and local laws that affect the oper
ations of business. From the street vendor to the giant international 
corporation, all businesses are subject to laws.

Laws That Prevent Monopolies
A monopoly exists when a business has no competition. Both 

the state and federal governments have passed laws to prevent 
monopolies. These laws are called antitrust laws. Most of the activ
ity to prevent monopolies is at the federal level. Two federal anti
trust laws are the Sherman Act and the Clayton Act. The Sherman 
Act prohibits any actions by business that might lead to monopoly. 
The Clayton Act forbids companies that engage in interstate com
merce to merge if that action would create a monopoly. Interstate 
commerce refers to business activities that affect people or busi
nesses in two or more states.

The federal government does allow  some monopolies. For 
example, public utilities such as electric and gas companies are 
monopolies. Since these businesses have no competition, they are 
closely regulated by the government. Regulation applies to charges 
for services, profits, and even advertising.

Laws That Govern Competition
One purpose of our government is to regulate business activi

ties to make sure that businesses are competing fairly. The Sherman
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"Can this price really be legal?!!"

Act prohibits any agreement between businesses to restrain trade. 
For example, it is illegal for two competing businesses to agree to 
sell their products at exactly the same prices or to change prices at 
the same time to avoid competitive pricing. Such an agreement is 
called price fixing, and it violates the Sherman Act.

The Clayton Act also governs fair competition by forbidding 
practices that lessen competition. For example, a business cannot 
sell its products at cost to try to attract customers and thus drive its 
competitors out of business.

Another federal law that governs business activities is the Fed
eral Trade Commission Act of 1914. Under this law, it is illegal for 
one business to try to drive another business out of operation by 
spreading malicious rumors or doing any other act that is intended 
to eliminate a competitor.

The government also m aintains fair competition by requiring 
businesses to post their prices so that consumers can make compar
isons. For example, you may have noticed the labels on grocery 
store shelf-fronts that indicate costs of various products. These 
labels help consumers to make comparisons not only among brands 
but also from one store to another.

Laws That Protect Society
One goal of government is to protect the rights of all people. To 

safeguard the rights of the public, the government has passed laws
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that protect the environment, promote fair labor practices, and pro-1 
mote the general welfare.

Laws That Protect the Environm ent. The federal government 
has passed environmental protection laws that have a big impact on 
business. Some of these laws, such as the Clean A ir Act and the 
Clean W ater Act, require businesses to avoid polluting the air or 
water. In some cases, manufacturing plants have been required to 
spend thousands or even m illions of dollars for pollution control 
devices. Such laws affect business decisions because the manage
ment of a business must decide whether to stop making products 
whose manufacture causes pollution or to spend the money to in
stall pollution control equipment.

Laws That Prom ote Fair Labor Practices. The Civil Rights 
Act forbids businesses to discrim inate against women and minori
ties in their hiring practices. Businesses also cannot discriminate 
against employees who are eligible for a promotion or for a pav 
increase. You may have heard of the Equal Employment Opportu
nity Commission (EEO C ). That agency was created by the federal 
government to take action against businesses that have been ac
cused of discrim ination.

When businesses must damage the land as a part of operating, as in strip mining 
coal, our laws require them to make repairs to put the land back into use.



Init 3 Doing Business in a Private Enterprise Economy 171

The Fair Labor Standards Act affects business operations by 
requiring certain employers to pay their employees a m inimum 
hourly wage, plus at least one and one half times that amount for all 
hours worked in excess of forty hours per week. The Fa ir Labor 
Standards Act also regulates the employment of minors by deter
mining the hours that minors are allowed to work, the m inimum 
age for employment, and the occupations for which minors may not 
be hired.

Why do you think it is important for government to set 
labor laws that must be followed by all businesses?

Laws That Promote the General Welfare. The welfare of its 
citizens is of major interest to government. M any laws that serve to 
protect the public also have an effect on how business operates. For 
example, some businesses must obtain licenses before they may 
serve the general public. Most states require automobile repair 
businesses to obtain a license before they may begin operating. Doc
tors, attorneys, and accountants also must obtain licenses before 
they may serve the public.

The government can also control which products a business 
may sell and when. For example, pharmacies may not sell certain 
drug products without a prescription from a doctor. Other items 
may not be sold on Sundays if a state has Sunday, or "b lue,” laws.

Other Laws That Affect Business Decisions
An important area of government regulation is the taxation of 

business. Taxation affects many business decisions. The amount of 
money that businesses have to spend on creating and promoting 
their products is directly affected by tax laws.

To stimulate business growth, which helps to decrease unem
ployment and to provide a healthy economy, Congress and the 
President may pass laws that give businesses tax breaks. A tax break 
allows a business to reduce its income taxes by investing in certain 
types of projects. One example of a tax break that might be given is 
a reduction in taxes for exploring new sources of energy.

Many business decisions are made only after the tax conse
quences have been considered. For example, businesses may choose 
to incorporate in one state rather than another because one offers 
tax advantages, such as a lower tax rate or even no taxes for a spec
ified period of time. States may also offer other incentives for 
business. Sometimes they w ill set aside land on which companies
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may build their factories. Occasionally they may offer low-cost 
loans to businesses that move into the state.

The local community may also regulate business operations 
Each community has a zoning code, which is a plan describing the 
types of buildings that can be built in each area of the community 
For example, a zoning code specifically describes where factories 
can be built and operated. Local building codes govern such things 
as the wiring, plumbing, and building materials that can be used in 
the construction of buildings. Local governments also require busi
nesses to pay real estate taxes, as well as fees for trash removal or for 
licenses for any cars or trucks the business may own.

Zoning codes usually prevent factories from becoming your new next-door neighbor

Laws That Protect Business
Many laws are passed to protect the rights of people in dealing 

w ith business. Some laws, though, are passed to protect business. 
For example, many products made by businesses in other countries 
are sold in the United States at lower prices than sim ilar products 
that are made here. To protect our own industries, the federal gov
ernment may set tariffs on imported products to help businesses in 
the United States compete w ith foreign companies. Businesses in 
this country that cannot match the prices of imported products 
often ask the government to help by increasing the tariffs on those 
products. You’ll learn more about tariffs in the next chapter.
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Some of our industries want the government to charge higher tariffs on imports.

Laws That Affect Corporations
In this country people are free to start any business they want 

to, provided the purpose of the business is legal. The most common 
type of business organization is the sole proprietorship. The m ajor
ity of people in the United States, though, work for corporations. 
Since corporations may sell stock to the public, the sale of that stock 
is regulated by a special federal agency.

The federal Securities and Exchange Commission regulates 
how stock may be sold by publicly owned corporations. Pub licly 
owned corporations are those whose stock is traded on a stock 
exchange. They are owned by the people who buy the stock. M any 
corporations have thousands or even hundreds of thousands of own
ers. Privately owned corporations, on the other hand, are those 
whose stock is not traded on a public stock exchange. Generally 
such businesses are owned by fam ilies or by a very few people who 
also manage the business.

Anyone may buy stock in a publicly owned corporation. Some
times individuals or companies try to take over the management of 
a corporation by buying a large share of its stock. Such people or 
companies are often called corporate raiders. Since ours is a free 
enterprise economy, one company may take over another by buying 
a majority of its stock unless that action would elim inate competi
tion. In that case, the federal government would forbid the purchase 
of the stock.



174 C hapter 12 The Legal Environment for Businm

THE ROLE OF PROFIT
It may seem as though there are a lot of restrictions on business, 

but our laws work to promote a positive business environment 
W ithin that environment, the object of business is to earn a profit. 
W ithout adequate profits, businesses cannot pay their employees, 
buy supplies to operate, or produce new products to sell. Businesses 
are entitled to a fair profit, and the marketplace — rather than 
laws —  usually determines what that profit w ill be. In a market 
economy profits are not guaranteed. Only those businesses that 
operate efficiently and make good decisions about how to produce 
and sell goods and services are able to compete in a private enter
prise economy and earn a worthwhile profit.

SUMMARY
In a private enterprise economy, businesses have a lot of free

dom in deciding which products to make, where to sell them, and 
how much to charge for them. All businesses, though, are subject to 
rules and regulations. Laws that regulate business activities are 
important because they protect both businesses and individuals.

Anyone who wants to may start a business, provided the activ
ities of the business are legal. This freedom to start and operates 
business exists because our legal system was designed to promote 
and protect private enterprise. A private enterprise economy allows 
business to earn a profit, but it does not guarantee that profit. The 
marketplace, and the decisions made by business, determine the 
success of a business.

Understanding these business terms w ill help you to communicate 
more easily with others. Number your paper 1 through 8. Then 
write the term that best matches each numbered definition.

antitrust laws privately owned corporation
common law publicly owned corporation
interstate commerce Uniform Commercial Code
price fixing zoning code

1. Business activities between people or businesses in two or 
more states.

2. Laws that have been passed to prevent businesses from having 
no competition.

BUILDING
WORD
POWER
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BUILDING
READING
COMPREHENSION

BUILDING
BUSINESS
CONCEPTS

3. A corporation whose stock is not traded on a public stock 
exchange.

4. A comm unity plan that governs the types of buildings that can 
be built in each part of the community.

5. An agreement between two businesses to sell their products at 
the same prices.

6. A corporation whose stock is traded on a public stock ex
change.

7. A set of laws that govern business activities throughout the 
country.

8. Law that is based on legal decisions and people’s customs.

¥

1. W hat are the three parts of the system of government of the 
United States?

2. What is the basis for the United S tates’ legal system?
3. How does our legal system help to prevent legal problems?
4. Name two federal laws that help to prevent monopolies, and 

describe business practices that these laws forbid.
5. W hat are some businesses that the federal government allows 

to operate as monopolies?
6. How do pollution control laws affect businesses that pollute 

the environm ent in the m anufacture of their products?
7. W hat is the purpose of the Equal Employment Opportunity 

Commission?
8. Give two examples of how our laws promote the welfare of all 

citizens.
9. Why might a business locate in one state rather than an

other?
10. Why might Congress and the President pass laws to give tax 

breaks to business?

1. Why does our legal system help businesses in our private 
enterprise economy?

2. How might laws that restrict the products that businesses 
may make and sell affect the num ber of different products that 
you may choose to buy?

3. Our government allows public utilities to operate as monopo
lies. Can you think of any changes that would occur in elec
tricity or w ater services if several companies competed to 
provide you with electricity and water? Describe them.

4. If the only two businesses that sell television sets in a small 
town agree to sell their products a t the same price, how does 
that action restrain trade?
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5. How might competition be affected if the owner of a bakm 
tells several people in the comm unity that the bakery don 
the street uses sawdust to replace some of the (lour in it: 
bread? Why is spreading false rum ors about a competitor il
legal?

6. Why does the opportunity for you to compare prices fromont 
business to another promote competition?

7. When a business is required to install pollution control equip
ment, who ultim ately pays for the cost of that equipment?

8. Why does the requirem ent that some businesses obtain a 
license before they may begin operating protect the general 
public?

9. Why do businesses consider the tax la<ls before choosing a 
state in which to build a new plant?

10. Why is profit im portant to a business?

BUILDING
BUSINESS
EXPERIENCE

1. Visit two or three local stores and compare their prices on four 
different products. Be sure to check the same brand and size of 
product in all the stores. Compare your findings with thoseof | 
your classmates.

2. Some automobile repair businesses advertise that they hire 
only "licensed auto mechanics.” Visit a local auto repair shop I 
and find out what skills a mechanic must have to become 
licensed.

3. Go to the library and look up the current minimum wage. 
Then research which businesses are required to pay the mini
mum and which are not.

4. Get a copy of the zoning code for your community. Write a 
brief report describing the types of businesses that are allowed 
to operate in your area.

5. W rite to your local state representative and ask for informa
tion about the taxes that businesses must pay in your state

BUILDING 
HUMAN RELATIONS 
SKILLS

Marj has a part-tim e job at a local departm ent store. One of her 
classmates, Lisa, also works at the same store after school and on 
weekends. One day Lisa finds Marj between classes and tells ha 
that she will be half an hour late for work that evening. Lisa asks 
Marj to take her tim ecard and punch in for her so that she will not 
lose pay for being late. Marj believes that it is dishonest to punch in 
for Lisa, but she wants to rem ain friendly with her. What should 
Marj say to Lisa?



Bob Woolf

The field of sports management is 
relatively new, and its formation owes 
much to Robert Gary Woolf. As a sports 
and entertainment attorney, Woolf has 
over 450 clients for whom he negotiates 
contracts.

Asa 16-year-old entrepreneur, Bob 
Woolf began "Woolf Supply Company," 
serving as a middleman for household 
goods Although business-minded, Woolf 
wanted to play basketball in high school. 
So he convinced his coach to let him miss 
practices but play in the games; this way 
he could run his company and still play 
sports. His determination won him a 
basketball scholarship at Boston College.

After college and law school, Woolf 
established a law practice in Boston, but 
he did not enjoy being a trial attorney. 
Thus, when Earl Wilson, a Boston Red Sox 
baseball player, requested his services in 
negotiating his sports contract, Woolf 
was eager to accept the job and enter a 
new field of law — sports management.

As he negotiated contracts for 
athletes in hockey, basketball, and 
football, Woolf's list of clients grew to 
include such stars as Gerry Cheevers, John 
Havlicek, and Jim Plunkett. Since then, 
tarry Bird, Carl Yastrzemski, and Julius 
Erving have also become clients.

177

Woolf displayed such success in 
contract negotiations with sports figures 
that entertainers flocked to him also. He 
represents Gene Shalit, Jane Russell, and 
many home-town Boston radio and 
television personalities.

Woolf personally negotiates the 
contracts and often arranges financial 
management plans for his clients under 
which he pays their bills, manages their 
money, and gives them an "allowance." 
Of the seemingly exorbitant salaries he 
helps to negotiate for these Stars, Woolf 
says, "It's all based on fair market value 
and what someone is willing to spend."



Unit

CHAPTER 13

World Trade 
and Competition

i r

• You may have noticed a number of products made in Japan or Ireland 
or China in our stores. If you visited those countries, you might see 
our products and influence in their stores. Nations depend on one 
another. What do we call that kind of relationship?

• We don't have enough oil in our country to meet all of our wants. Do 
you think we could get along without oil? Do you like this idea?
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Do you know w h a t these te rm s  m ean?

world trade
exports
im ports
trad ing  p a rtn e rs  
foreign exchange ra te

q u o ta
tarifT
em b arg o
ba lan ce  o f  tra d e
ba lan ce  o f  p ay m en ts

You’ll learn all a b o u t these te rm s  in th is  c h a p te r.

Most coun tries  do  not p roduce  ev ery th in g  th e ir  c itizen s  w a n t. 
Som etimes the co u n try  lacks enough  o f one of the  fac to rs o f p ro d u c 
tion to do so. S om etim es it d o e sn ’t know  how  to  do  so. Apd som e
times it chooses not to  do  so. In stead  of p ro d u cin g  every th ing , m ost 
countries depend on som e form  of w orld  tra d e , o r  tra d e  am o n g  
countries, to satisfy m an y  of th e ir  w a n ts  for goods a n d  services.

For exam ple, w e d epend  on  o th e r  co u n trie s  for severa l m in e r
als, oil, and  som e m an u fac tu red  goods. O th e r co u n tr ie s  d ep en d  on 
us for things such as g ra in , co m p u te rs , a n d  technology. W hat we get 
from o ther coun tries  a n d  w h a t they  get from  us changes from  tim e  
to time. As resources becom e m ore  scarce  an d  p ro d u c ts  becom e 
more com plicated , the  in te rd ep en d en ce  of co u n tr ie s  increases.

Even though co u n tries  d epend  on  each  o th e r  for a  sh a re  o f the 
world m arket, they a lso  com pete  w ith  one a n o th e r . C om petition  is 
a part of w orld trad e , too. C oun tries  co m p ete  w ith  each  o th e r  in 
many ways. If one c o u n try  can  m ake a p ro d u c t b e tte r  o r  a t  a  low er 
cost than ano ther, it m ay  be ab le  to  sell th a t p ro d u c t on the  w orld  
market. A b e tte r  p ro d u ct o r  low er p rice  gives the  c o u n try  a n  a d v a n 
tage in trad ing  w ith  o th e r  co u n tries .

INTERNATIONAL PRODUCERS AND CONSUMERS
Buying an d  selling  am ong  co u n trie s  is the  m ost im p o rta n t p a rt  

of world trade. Goods p roduced  in one c o u n try  a n d  so ld  in a n o th e r  
are exports. Foreign-m ade goods b ro u g h t in to  a  c o u n try  a re  ca lled  
im ports. Today o u r  co u n try  dep en d s on im p o rts  as  a  m a jo r  source 
of m inerals, m eta ls, a n d  o th e r  m a te ria ls  a n d  food p ro d u cts . We use 
some of these im p o rts  in th e ir  o rig ina l form s. O thers , like la tex  for 
paint, are first processed  in to  o th e r  goods. In tu rn , m any  co u n trie s  
depend on o u r expo rts  to  m eet th e ir  needs. S om e of o u r  m ajo r  
exports include food p ro d u cts , g ra in s , chem ica ls , c o m p u te rs , a n d  
office m achines. We tra d e  w ith  a lm o s t every  o th e r  c o u n try  in the
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The United States exports many goods and services to other countries.

w orld . W e call the  c o u n trie s  w h o  a re  o u r  m ain  producers and 
co n su m ers  o u r  tra d in g  p a rtn e rs . O u r m ain  trad ing  partners are 
C anada , W est G erm any , J a p a n , a n d  G reat B rita in .

As you  know , o u r  ow n  econom ic system  is bu ilt on specializa
tion . N one of o u r  w orkers p roduces  all o f  the  goods and  services that 
he o r  she needs. In stead , each  specia lizes in  doing  a certain type of 
w ork, such  a s  be ing  a c a rp e n te r , a  d o c to r, o r  a  secretary . The money 
th a t is ea rn ed  is then  used  to  buy  goods an d  services that others 
have  specia lized  in p roducing . W ith  specia lization , we are all 
d ep en d en t on  one a n o th e r  for goods an d  services.

C ountries specialize, too. P rac tica lly  everyone knows that 
Ja p a n  a n d  W est G erm any  m ake ca rs . U sually  the kinds of resources 
ava ilab le  to  a  co u n try  influence w h a t it specializes in producing 
B ananas a re  g row n in several S o u th  A m erican  countries because 
the  c lim a te  a n d  soil co n d itio n s  a re  r ig h t for them . Somewhere else a 
co u n try  specializes in a n o th e r  c ro p  for s im ila r  reasons. Some coun
tries  have lots of peop le  b u t little  m oney. They can ’t buv the
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technology to  p roduce  goods an d  serv ices on a  large-scale basis. O n 
the o th e r  han d , they  can  specialize  in p ro d u cin g  item s th a t req u ire  
m uch m anua l lab o r b u t little  in the  w ay  o f ca p ita l e q u ip m e n t. An 
exam ple  of such  a  p ro d u c t is the  beau tifu l b asketry  o f C hina.

P roducts m ade  in the  U nited  S ta te s  a re  sold  to  a lm o st every  
o th e r  coun try  in the  w orld . Som e of o u r  co rp o ra tio n s  sell m ore  to  
o th e r  co u n tries  th an  they  sell in the  U n ited  S ta te s . Foreign firm s sell 
to  the  U nited  S ta te s , too. C onsum ers here  a re  fam ilia r  w ith  Ind ian  
rugs, F rench perfum es, Ja p an e se  ca rs , a n d  S w iss w atches . S om e 
foreign firm s a lso  have p la n ts  in the  U n ited  S ta te s . For som e of 
them , the  U nited  S ta te s  is a  m a jo r  m arke t.

An exam ple  of th is  in te rn a tio n a l m ark e t a t  w ork i» the  m a n u 
fac tu ring  o f shoes. T he U n ited  S ta te s  ce rta in ly  h as  the  resources 
necessary  for m ak ing  shoes. Y ears ago U n ited  S ta te s  firm s w ere 
m ajo r p roducers  for the  w orld  m ark e t. T hen p ro d u ce rs  from  Ita ly , 
S pa in , an d  o th e r  co u n tries  began  to  m ake shoes a n d  sell th em  in the 
U nited  S ta tes . The sty les w ere  s im ila r  to  shoes m ad e  in th is  co u n try , 
b u t the  p rices w ere  low er. F u rth e rm o re , co n su m ers  he re  p referred  
the  Ita lian  an d  S p an ish  shoes. C onsum ers in o th e r  co u n tr ie s  h ad  the 
sam e response — a n d  show ed it in th e ir  p u rch ases . A n u m b e r  of 
U nited  S ta te s  co m p an ies  w en t o u t o f business because  of a  lack o f 
d e m an d  for th e ir  shoes. The d e m a n d  for I ta lia n  a n d  S p an ish  shoes, 
on the o th e r  han d , led to  increased  o u tp u t by th e  foreign firm s. As a 
resu lt, Ita ly  a n d  S p a in  now  use m ore  o f th e ir  resou rces to  m ake 
shoes, w hile  the  U n ited  S ta te s  uses less.

TRADE AND THE U.S. DOLLAR
W hen buyers  a n d  se llers a re  in d ifferen t co u n trie s , m ak in g  p ay 

m en ts  is som etim es a  p ro b lem . M any b anks have  offices in o th e r  
coun tries  ju s t to  h an d le  foreign p ay m en ts . T hese b anks a re  p a r t  o f a 
system  for ch an g in g  foreign m oney  in to  d o lla rs  a n d  c h an g in g  d o l
lars  in to  foreign m oney. T his system  is so m etim es ca lled  interna
tional banking. To tra d e  w ith  o th e r  co u n tries , a  b u y e r in the  U n ited  
S ta te s  m ust pay  in the  currency, o r  m oney, o f o th e r  co u n tries .

An im p o rta n t p a r t  of in te rn a tio n a l tra n sa c tio n s  is the  foreign  
exchange ra te , th e  va lue  of one cu rren cy  in  re la tio n sh ip  to  an o th e r . 
Exchange ra te s  for cu rren c ies  can  ch ange  from  d ay  to  day , so there  
is som e risk  in  dea ling  w ith  d ifferen t cu rrenc ies . A U nited  S ta te s  
com pany  th a t sells to  a  G erm an  firm  m ay  receive p ay m e n t in  G er
m an  m arks. Those m ark s m u st be co n v erted  in to  d o lla rs . If the
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value  o f the  m ark  falls, the  c o m p an y  in  th e  U n ited  S ta te s  will 
receive few er d o lla rs  for those m arks. For th a t reason , com pan ies 
w atch  closely th e  value  of various cu rren c ies  a n d  co n sid e r th e  for
eign  exchange ra te  w hen  they  sell to  o th e r  co u n tries .

TRADE AND GOVERNMENT
W orld tra d e  involves reg u la tio n s  a n d  taxes on  goods m oving 

from  one c o u n try  to  an o th e r . G overn m en ts  a re  involved in oversee
ing tra d e  am ong  co u n tries . O u r federal g o v ern m en t a n d , to  som e 
ex ten t, o u r  s ta te  g o v ern m en ts  a re  im p o rta n t p a r ts 'o f  w orld  trade. 
T he federal governm en t closely w a tch es  the  a m o u n t o f goods going 
in an d  o u t of o u r  coun try .

T rade  w ith  o th e r  co u n trie s  h as  o ften  been  co n tro lled  as  a  m a t
te r  of econom ic o r  foreign policy. S o m etim es a  q u o ta , o r  fixed lim it 
on the  expo rt o r  im p o rt of a  p ro d u c t, m ay  be p laced  by  the  govern
m en t. C oun tries  th a t expo rt oil, for exam p le , m ay  im pose q u o ta s  on 
the  a m o u n t o f oil p ro d u ced  so th a t  oil p rices w ill rem a in  h igh . Q uo
tas  on im p o rted  item s a lso  can  be used  by a  c o u n try  to  show  th a t  it 
does not app rove  of a n o th e r  c o u n try ’s policies. Q uo tas  can  be used 
to  p ro tec t a  c o u n try ’s ow n  business firm s from  too  m uch  co m p e ti
tion  from  o th e r  co u n tries . In  som e in stances , q u o ta s  have  been  used 
to  help  p ro tec t new  businesses th a t have  ju s t been  es tab lish ed .

Can you think o f recent instances where the United States 
government imposed quotas on another government to 
show disapproval o f  that government’s policies?

T he federal govern m en t can  p ro tec t U n ited  S ta te s  businesses 
a lso  by se ttin g  a  ta riff  on foreign p ro d u cts . A tarifli is a  specia l tax  on 
goods m ade  in  a n o th e r  c o u n try  a n d  sold  here . It is a  sm all p a r t  of 
the  federal g o v e rn m en t’s revenue. If a  c o u n try  w a n ts  to  im port 
m ore o f a  p ro d u ct, it m ay  no t p u t a  ta riff  on  the  p ro d u c t, o r  it m ay 
im pose a  very low one. The item  can  th u s  be g iven a  low er price, 
w hich  in tu rn  w ill encou rage  m ore  people to  buy  it. If a  coun try  
w an ts  to  reduce  im p o rts , it can  increase  the  ta riff  a n d  th ereb y  the 
p rice . T ariff ra te s  can  be changed , rem oved , o r  a d d e d  as the  gov
e rn m e n t sees a  need  for increasing  o r  d ecreasing  im p o rts .

S om etim es a  govern m en t m ay  w ish  to  s to p  the  im p o rt o r 
expo rt of goods, th a t  is, it p laces a n  em b arg o  on  th em . An em b arg o  
m ay  be used  to  p rev en t foreign firm s from  co m p e tin g  w ith  a  c o u n 
t ry ’s ow n businesses. It a lso  m ay  be  used  to  show  how  a  co u n try
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The government may place quotas on imports or exports for various reasons.

feels a b o u t a n o th e r’s policies. W hen they  feel they  need  to , govern 
m en ts  use w orld  tra d e  to  help  achieve th e ir  ow n  econom ic  an d  
foreign policy goals.

Balance of Trade
S om etim es a  c o u n try  uses q u o tas  a n d  tariffs ju s t to  im prove  its 

b a lan ce  of trad e . A b a lan ce  o f  tra d e  is the  d ifference betw een  the  
to ta l va lue  of w h a t a  c o u n try  im p o rts  a n d  the  to ta l va lue  o f w h a t it 
expo rts . W hen a  co u n try  ex p o rts  m ore  th an  it im p o rts , w e say  th a t  it 
h as a  favorable balance o f  trade. W hen it im p o rts  m ore  th an  it 
expo rts , w e say  th a t it h a s  an  unfavorable balance o f  trade. A c o u n try  
m ay  have a  favorab le  ba lan ce  o f tra d e  w ith  som e tra d in g  p a rtn e rs  
a n d  an  un favo rab le  one w ith  o th ers . B ut if its  overa ll b a lan ce  of 
tra d e  is un favo rab le  —  if it buys m ore  th an  it sells — m ore  m oney  
w ill flow o u t o f the  c o u n try  th a n  is com ing  in to  th e  co u n try .

Balance of Payments
Im p o rts  a n d  expo rts  a re  no t th e  only  w ays in w h ich  m oney  

m oves from  one co u n try  to  a n o th e r . Foreign investment, o r  stock 
ow nersh ip , is a n o th e r  w ay  U nited  S ta te s  firm s a n d  in d iv id u a ls  p u t 
m oney in  foreign co u n tries . Foreign firm s a n d  in d iv id u a ls  a lso  
invest in U nited  S ta te s  com pan ies .
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When the United States takes in more than it sends out, it has an unfavorable 
balance of trade.

M oney a lso  flows from  c o u n try  to  c o u n try  th ro u g h  tourism, 
m ilita ry  a id , foreign a id , a n d  overseas b an k  deposits . T he difference 
in the  to ta l o f m oney flow ing in a n d  flow ing o u t is ca lled  th e  balance 
o f  pay m en ts . A c o u n try  cou ld  have an  un fav o rab le  b a lan ce  of trade 
an d  still have a  favorab le  ba lan ce  of p ay m en ts . In o th e r  words, 
a lthough  its im p o rts  m ay  be g re a te r  th an  its  exp o rts , it m ay  more 
th an  m ake u p  the  d ifference th ro u g h  to u rism  o r  overseas invest
m en t. Ju s t a s  you can n o t co n tin u e  to  spend  m ore  m oney  th an  you 
e a rn , a c o u n try  can n o t c o n tin u e  to  pay  o u t m ore  th an  it takes  in. If a 
co u n try  h as  an  un fav o rab le  b a lan ce  o f p ay m e n ts  over a  long period 
o f tim e, the  value o f its  m oney  in re la tio n  to  foreign c u rren c ie s  will 
p ro bab ly  decrease. W hen th is  h a p p en s, a  c o u n try ’s tra d e  policies 
m ust be exam ined  to  try  to  im prove  the  s itu a tio n .

SOME PROBLEMS OF WORLD TRADE
S om etim es the  very w ay  w orld  tra d e  w orks causes problem s. 

F or in stance, one c o u n try  specia lizes in p ro d u cin g  goods th a t it can 
tra d e  to  a n o th e r  for its  ow n  specia lized  p ro d u c ts . After a  while, 
co u n tries  can  becom e very d e p en d en t on one a n o th e r . T hen , if one 
o r  m ore c o u n trie s  c u t back  on p ro d u c tio n  o f so m eth in g , th e  im p o rt
ing co u n tries  m ay  be faced w ith  severe  econom ic  p rob lem s.
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T rade  can  be used  as  a  w eapon  to  force co u n tr ie s  to  ac t in c e r
ta in  w ays, especially  if they  a re  d ep en d en t on  an  im p o rt to  keep 
th e ir  econom y going. If a  n a tio n  th re a te n s  to  s to p  sh ip p in g  a basic  
p ro d u ct such as w h ea t o r  oil to  c e rta in  co u n tries , it m ay  get its  w ay 
in d isp u tes  w ith  the  im p o rtin g  co u n tries .

A lthough co m p etitio n  is h ea lth y  bo th  in o u r  ow n  econom ic  sys
tem and in world trade, it can be a problem, too. Competition can 
encourage  a  b e tte r  p ro d u c t a t a  low er p rice , b u t you have  seen w h a t 
it d id  to  the U n ited  S ta te s  shoe in d u stry . In c e rta in  cases, w orld  
co m p etitio n  c rea te s  p ro b lem s because  it d rives U n ited  S ta te s  firm s 
ou t of business. U nless they  can  learn  new  tra d e s  o r  get em p lo y m en t 
in o th e r  industries , a  large n u m b e r  o f peop le  m ay  be p u t o u t of 
w ork.

S om etim es w e have to  m ake choices be tw een  im p o rts  o r  jobs. 
For exam ple, is it b e tte r  to  c u t back  on  im p o rts  to  save the  jo b s  of 
o u r  c itizens o r  to  let im p o rts  c o n tin u e  so  th a t  co n su m ers  can  have 
p ro d u c ts  th a t  a re  low er in p rice  a n d , p e rh ap s , h ig h er in q u a lity ?  
T his is a  d ilem m a th a t w e m u st so m etim es face.

BENEFITS OF WORLD TRADE
W orld tra d e  c rea te s  jobs. C om pan ies th a t  can  sell th e ir  p ro d 

u c ts  o u tside  the  U nited  S ta te s  m ay  have m ore  jo b s  av a ilab le . In 
o th e r  cases, businesses rely  on  w orld  tra d e  to  keep th e ir  peop le  
em ployed . Ports, sh ip p in g  com pan ies , a n d  even ra ilro a d s  a n d  a ir 
lines a re  in b e tte r  sh ap e  w hen  w orld  tra d e  is good.

W orld tra d e  can  help  to  c re a te  a  b e tte r  u n d e rs ta n d in g  am o n g  
coun tries . W hen w e find that o th er  peop le  in the w orld  have the  
sam e w an ts  w e have, it m ay  b rin g  everyone c lo se r together.

W orld  tra d e  helps us to  have  a  h ig h er  s ta n d a rd  of living. E ach  
n a tio n  specializes in p ro d u cin g  item s th a t  it can  best p roduce . Then 
n a tio n s  trad e  w ith  each  o th e r . W e take a d v a n ta g e  o f th a t  sp ec ia l
iza tion . If w e d id  n o t tra d e  w ith  the  M ideast a n d  M exico, w e w ou ld  
have too little  o il. D iam onds, oil, gold , sp ices —  all o f these  w ould  
be in sh o rt supp ly  w ith o u t w orld  trad e . W e im p o rt rad io s , s tereos, 
a n d  tap e  reco rders . O ften these item s can  be p ro d u ced  in o th e r  
co u n tries  a n d  sold  here  a t p rices low er th a n  w e can  m ake th em . 
W ith  w orld  trad e , m any  peop le  in the  U n ited  S ta te s  can  afford  a 
b e tte r  s ta n d a rd  of living.

W orld tra d e  often  p rov ides m ore  co m p e titio n . In th e  a u to m o 
b ile  in d u stry , for in stance , c a rs  m ad e  in the  U n ited  S ta te s  co m p ete



186 C hapter 13 W orld T rade and Competition

w ith  those m ade  in S w eden , Ita ly , F rance , G erm any , an d  Japan. 
The increased  co m p e titio n  often  m ean s th a t  w e can  get a better 
p ro d u ct a t a  low er price.

Think o f a friend o f  yours who has a job. How might his 
or her job be affected by world trade?

SUMMARY
W orld tra d e  affects u s as  consum ers, w age e a rn e rs , and  citi

zens. As consum ers, w e d ep en d  on w orld  tra d e  for m any  of the 
various goods an d  serv ices w e can  buy  a n d  the  p rices a t  w hich we 
can  buy  them . As w orkers, we d ep en d  on w orld  tra d e  for m any of 
the  jobs av a ilab le  to  us. As c itizens, w e a re  affected  by  o u r  govern
m e n t’s ac tio n s  reg a rd in g  im p o rts  a n d  expo rts .

BUILDING
WORD
POWER

Understanding these business term s will help you to communicate 
more easily with others. Num ber your paper 1 through 10. Then 
write the term that best matches each num bered definition.

4.

5.
6.

8.
9.

10.

balance of payments 
balance of trade 
embargo 
exports
foreign exchange rate

imports
quota
tariff
trading partners 
world trade

1. The value of one currency in relation to another.
2. Goods made in one country and sold in another.
3. The difference between the total am ount of money flowing in 

and the total am ount of money flowing out of a country.
A government order that stops the im port or export of 
goods.
Foreign-made goods brought into a country.
A fixed limit, set by the government, on the export o r import of 
a product.

7. The difference between the total value of what a country 
imports and the total value of w hat it exports.
Countries with which we import and export goods.
Trade between countries.
A special tax on goods made in another country and sold in the 
United States.
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BUILDING
READING
COMPREHENSION

1. What are exports? W hat are imports? Name some of the ma jor 
imports and exports of the United States.

2. Which countries are the m ain trading partners of the United 
States?

3. What is m eant by specialization in relation to world trade?
4. Why has the production of shoes declined so drastically in the 

United States?
5. If the value of foreign currency changes, w hat effect does that 

change have on foreign trade?
6. Why might a country impose a quota on certain goods?
7. How is buying from or selling to a foreign company different 

from buying from or selling to a company based in the United 
States?

8. What effect does the foreign exchange rate have on world 
trade?

9. How are quotas, tariffs, and embargoes different from each 
other in their effects on imports and exports?

10. List four benefits of world trade.

BUILDING
BUSINESS
CONCEPTS

1. How are we as consumers, producers, and citizens dependent 
on other countries?

2. Should the United States trade with any country that 
produces the goods and services that we need to import, 
regardless of that country’s political beliefs? Why o r why 
not?

3. Suppose a country can produce everything its people need at a 
cost lower than firms in other countries. Should that country 
trade with other countries? Give reasons for your answer.

4. How can foreign competition create economic problems?
5. For several years, the United States has had an unfavorable 

balance of trade. What does that mean to our economy?
6. Give argum ents for having tariffs on imports. Which do you 

think are the best argum ents for tariffs? W hat reasons can you 
give for doing away with tariffs?

7. Besides shoes, what United States products have had in
creased foreign competition in the past few years?

8. Suppose our country did not take part in world trade. List as 
many items as you can that we would not have or that would 
be scarce if we had no imports.

9. Some people feel that we should cut back on imports to 
increase buying of United States products to save jobs for our 
people. O ther people insist that foreign competition is healthy 
and will promote more efficient production by our businesses. 
Which one of these positions do you agree with? Why?
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BUILDING
READING
COMPREHENSION

3.
4.

5.

6 . 
7.

8 .

10.

What are exports? W hat are imports? Name some of the m ajor 
imports and exports of the United States.
Which countries are the m ain trading partners of the United 
States?
What is m eant by specialization in relation to world trade? 
Why has the production of shoes declined so drastically in the 
United States?
If the value of foreign currency changes, what effect does that 
change have on foreign trade?
Why might a country impose a quota on certain goods?
How is buying from or selling to a foreign company different 
from buying from or selling to a company based in the United 
States?
What effect does the foreign exchange rate have on world 
trade?
How are quotas, tariffs, and embargoes different from each 
other in their effects on imports and exports?
List four benefits of world trade.

BUILDING
BUSINESS
CONCEPTS

Ш
1. How are we as consumers, producers, and citizens dependent 

on other countries?
2. Should the United States trade with any country that 

produces the goods and services that we need to import, 
regardless of that country's political beliefs? Why o r why 
not?

3. Suppose a country can produce everything its people need at a 
cost lower than firms in o ther countries. Should that country 
trade with other countries? Give reasons for your answer.

4. How can foreign competition create economic problems?
5. For several years, the United States has had an unfavorable 

balance of trade. W hat does that mean to our economy?
6. Give argum ents for having tariffs on imports. Which do you 

think are the best argum ents for tariffs? What reasons can you 
give for doing away with tariffs?

7. Besides shoes, what United States products have had in
creased foreign competition in the past few years?

8. Suppose our country did not take part in world trade. List as 
many items as you can that we would not have or that would 
be scarce if we had no imports.

9. Some people feel that we should cut back on imports to 
increase buying of United States products to save jobs for our 
people. Other people insist that foreign competition is healthy 
and will promote more efficient production by our businesses. 
Which one of these positions do you agree with? Why?
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10. Survey your class to find how many are wearing an item of 
clothing or have some item with them that was imported frum 
another country. W hat percentage of the class has some item 
made outside the United States?

BUILDING
BUSINESS
EXPERIENCE

BUILDING
COMMUNICATION
SKILLS

m

1. Go to your school library and find out the name of and the 
exchange rate for the currencies of these countries: Great 
Britain, Germany, Japan, Switzerland, and France.

2. A m anufacturer in the United States sold a product to a Ger
man firm. The German firm paid in marks. At the time of the 
sale, the mark was worth 40 cents. At the time the German 
lirm made payment, the mark was worth 38 cents. At the time 
of the sale, how many dollars did 1,000 marks equal? At the 
tim e of payment, how many dollars did 1,000 marks equal? 
How much difference is there between the two amounts? Isa 
m anufacturer in the United States better off or worse off if the 
value of foreign currency drops? Why?

3. Check recent issues of business and news magazines for arti
cles about world trade. Report to your class on recent prob
lems in world trade.

4. In 1985 imports of Japanese products into the United States 
were about $50 billion more than our exports to Japan. One 
reason for Jap an ’s increased exports was the end of a quota 
system on their products. What argum ents can you give for 
and against such quotas? What advantages do the quotas give 
consumers in the United States? what disadvantages?

5. Survey several people in your neighborhood about their opin
ions on world trade. Ask them these questions:
a. What countries do you think the United States trades with 

most?
b. What make of car do you have, if you have a car? Where 

was it produced?
c. What products do you use that are made outside the United 

States?
d. Are you for or against setting quotas for foreign goods com

ing into the United States?

Prepare a report about how importing a certain product has 
affected the m anufacture of that product in our own country's 
businesses. Choose such products as steel, shoes, or cars.

Organize your thoughts, make note cards, and give your 
report to your class. Be prepared to answer questions from the 
other students.



Are Imports Good or Bad?
For a long time, businesses have 

been able to import steel that is cheaper 
than the steel made in this country. This 
situation is also true for shoes, clothing, 
toys, textiles, TV's, and a host of other 
products from safety pins to automobiles. 
Our copper mining industry is suffering 
because it is cheaper to buy copper from 
Chile than to mine it in this country.

Many imports are cheaper than U.S.- 
made products because many other 
countries have lower manufacturing and 
labor costs. Imports are attractive to 
consumers in this country because they 
are often less expensive than our own 
products. For example, many foreign 
automobiles are less expensive than cars 
made in this country. The consumer 
benefits from the lower cost of buying 
foreign cars. On the other hand, the 
United States automobile industry suffers 
if consumers do not buy their cars.

Imports allow us to have a large 
variety of goods from which to choose. 
There are many items that we would not 
have at all if we could not import them. 
For example, we import silk from Asian 
countries and cobalt from Canada,
Nonway, and Zaire.

Today the United States has a trade 
deficit, meaning that we import more 
from other countries than we export.
With a trade deficit, we are buying more
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from other countries than they are 
buying from us. United States businesses 
would like to see that situation reversed. 
Some of them have asked the federal 
government to increase taxes on imports 
so that they will sell for the same price as 
similar, U.S.-made goods. A government 
policy of restricting or taxing imports to 
protect United States industries is called 
protectionism. But other countries are 
free to do the same, making our 
products cost more so that fewer people 
from other countries will buy them.

The problems that face our 
government in weighing free trade 
against protectionism are tough to solve. 
On the one hand, imports are related to 
jobs in this country. On the other hand, 
lower-priced goods benefit consumers. 
The solution is to reduce our trade 
deficit, keep our jobs, and sell more 
products. Easier said than done!
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fntnepnenetmhip: 
/I Simulation

In a private enterprise economy, people start new businesses every 
day. The owners of those businesses are entrepreneurs. Entrepreneurs 
must make many decisions about how to operate their businesses. If you 
owned and operated a business, you would have to make decisions about 
what to buy and when, whether to buy on credit or to pay cash, and how 
to gain new customers. Your success would depend on economic condi
tions, your competition, your efficiency in running your business, and 
several other factors.

To give you practice in making business decisions, we have supplied a 
simulation on entrepreneurship. This simulation is intended to provide 
you with the opportunity to see how different factors affect the success 
or failure, and the profit or loss, of a business. In this simulation, you will 
be the owner and operator of your own business. Dependable Lawn Serv
ice. Your goal in the simulation is to earn enough money to pay for your 
lawnmower and supplies and still earn a profit for your ten weeks of 
work.

To begin the simulation, go to your workbook Student Activities, 
Chapters 1-21. The instructions and materials for the entrepreneurship 
simulation follow Chapter 13 in the workbook. If you do not have a 
Student Activities book, check with your teacher for materials and 
instructions.
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MAKING 
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CHAPTER 14

The Consumer 
in Our Economy

• We are all consumers. We ought to have some rights. Do you agree? 
What kinds of rights do you think we should have?

• With rights, there is a trade-off: responsibilities. How can you 
possibly have responsibilities as a consumer? What makes a good 
consumer?

• "Waste not, want not." Is it necessary to use all resources wisely —  
even the small things we use often? Is wise decision making all that 
important?
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Do you know  w h a t these te rm s m ean?

com parison  shopp ing  A ir P o llu tion  C on tro l Act
U n d e rw rite rs ’ L ab o ra to ries  W a te r Q uality  Act
po llu tion  litte rin g
recycling

Y ou’ll learn  all a b o u t these te rm s  in th is  c h a p te r.

As a  consum er, you have  b o th  rig h ts  a n d  responsib ilities . O ver 
the years, p a rticu la rly  since the  ea rly  1960’s, m uch  a tte n tio n  has 
been given to  co n su m er righ ts . S ince then , five basic  r ig h ts  of co n 
sum ers  have been  identified . These a re  the  rig h t to  choose, the  rig h t 
to  be inform ed, the  r ig h t to  be h ea rd , the  righ t to  safety , a n d  the  
rig h t to  a  hea lthy  en v iro n m en t.

W ith  yo u r righ ts , you have responsib ilities . You have the  
responsib ility  o f u sing  y o u r r ig h ts  effectively. You m u st do  your 
sh a re  in p ro tec ting  these rig h ts . S om etim es you m ay  even have  to  
take ac tion . You have a  responsib ility  to  keep in form ed  a n d  to  tell 
o th e rs  o f your concerns. C onsum er r ig h ts  a re  like an y  o th e r  righ ts . 
You have them , b u t you m u st take the  resp o n sib ility  to  use  a n d  
p ro tec t them .

THE RIGHT TO CHOOSE
You have the  rig h t to  choose from  a  n u m b e r  o f p ro d u cts . O ne of 

the  best p ro tec tions  of th a t rig h t is the  co m p e titio n  th a t o u r  eco
nom ic system  encourages. As co m p an ies  co m p ete  w ith  one an o th e r , 
they  do  a n u m b er of th in g s th a t  he lp  you  as a  co n su m er. They c o m 
pete  to  give you the  best p rice . C om pan ies a lso  m ake  new  an d  
differen t p ro d u c ts  to  a t t r a c t  you. T hey a lso  try  to  m ake p ro d u c ts  
b e tte r  th an  th e ir  co m p e tito rs . And, finally , they  co m p ete  w ith  one 
an o th e r  to  give you th e  best service.

Protecting the Right to Choose
No business firm  can  p rev en t o th e rs  from  co m p etin g  for b u y 

ers. If a  firm  o r  a  few firm s a tte m p t to  do  so, w e say  they  a re  try in g  
to  con tro l the  m ark e t. If a  c o m p an y  is the  on ly  one th a t  p roduces 
cars , for exam ple, it con tro ls  th e  m ark e t for ca rs . You w ould  be ab le  
to  buy  a  c a r  only  from  th a t com p an y . W hen one  business co n tro ls  
the  m arke t, a s  you know , w e call th a t s itu a tio n  a  m onopoly. If a  few
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firm s, such  as tw o  o r  th ree , con tro l th e  m ark e t, th a t situa tion  is 
know n as  an  oligopoly (ahl ih GAHP uh lee). In m ost cases, when 
com petition  is reduced , the co n su m e r is the  one  w ho  is h u rt.

You m ay  rem e m b e r th a t in o u r  c o u n try  the  governm en t has 
stepped  in to  keep the  m ark e t open . W hen a  m onopoly  is desirable, 
as  in supp ly ing  e lec tric  po w er o r  n a tu ra l gas, the  govern m en t will 
p e rm it one  com p an y  to  have all th e  business. W hen it is no t desir
ab le , the  governm en t h as  antitrust laws  to  b reak  u p  m onopolies and 
oligopolies in to  sm alle r , co m p e titiv e  businesses. W hen a  single 
com p an y  o r  ju s t a  few co m p an ies  con tro l the  m ark e t, h ig h er prices 
an d  poo rer service an d  q u a lity  o f p ro d u c ts  u su a lly  occur.

j»

The Responsibility of Choosing Wisely
B ecause you have a  rig h t to  choose w h ich  p ro d u c t o r  service 

you will use, you need ce rta in  gu idelines to  m ake a  responsib le  deci
sion. H ere a re  som e basic  ru les to  follow:

•  C om pare  w hen  you shop.
•  Be rea lis tic  a b o u t y o u r choices.
•  Plan w isely before spend ing .

Y our rig h t to  choose m akes you responsib le  for choosing  wisely 
am o n g  the  choices av a ilab le  to  you. Check one p ro d u c t o r  service 
ag a in st o th e rs  to  be su re  you have  the  best one for y o u r needs. 
Before you buy , find o u t as  m uch  a s  you  can  a b o u t the  cho ices you 
have. Check the  p rices a n d  q u a lity  in m ore th a n  one sto re; in  o ther 
w ords, do  som e co m p ariso n  shopp ing .

Be rea lis tic  w hen  you choose. B uy the  q u a lity  o f p ro d u c t that 
fits your needs a n d  y o u r w alle t. For exam p le , d o n ’t expect to  get the 
best q u a lity  w a tch  w hen  you w an t to  spend  on ly  $4.99 for it. If you 
do  buy  a very  inexpensive w a tch  a n d  it does no t ho ld  up , it m ay  not 
necessarily  be the  fau lt o f the  m a n u fa c tu re r  o r  seller. R em em b er, in 
m ost cases you get w h a t you pay  for. And y o u ’re  the  one w h o  m akes 
the  final buy ing  decision .

Plan before you spend  so  th a t you can  m ake a  good choice. You 
a re  really  castin g  an  econom ic vote w hen  you buy . In effect, you are  
te lling  the se ller th a t one m ore of th a t  p ro d u c t shou ld  be supp lied . 
All of the econom ic choices th a t co n su m ers  m ake a m o u n t to  a  large 
vote o f confidence for the  p ro d u c ts  they  buy . Y our choices are  
im p o rta n t to  the  p ro d u ce r  a s  w ell a s  to  o th e r  co n su m ers  a n d  shou ld  
be taken seriously . E ach y e a r  co m p an ies  in tro d u ce  a  vast n u m b e r  of 
new  p roducts . C onsum ers decide, th ro u g h  th e ir  buy ing  decisions,
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w hich p ro d u c ts  w ill s tay  on  the m ark e t. In som e cases, the  m a n u 
fac tu rer m ay  im prove a  p ro d u ct, m ak ing  it b e tte r  o r  m ore  efficient, 
in o rd e r to  p e rsu ad e  con su m ers  to  buy  it. The econom ic votes of 
consum ers a re  an  im p o rta n t fac to r in the  m ark e tp lace . A fter a ll, you 
help  to decide w hich  p ro d u c ts  s tay  on the  m ark e t — a n d  w hich  
p ro d u cts  fail.

Can you think o f  an instance when people casting their 
economic votes either caused a product to fail or caused 
its manufacturer to change it?

Use all of your consumer rights in choosing the best product for your needs.

THE RIGHT TO BE INFORMED
To m ake w ise decisions, you shou ld  know  as  m uch  a s  possib le 

a b o u t p ro d u c ts  a n d  services before buy ing . B usiness firm s a re  
req u ired  by law  to give you c e rta in  in fo rm atio n  a b o u t th e ir  p ro d 
u c ts . The g rocery  sto re  o r  su p e rm a rk e t th a t sells you m ea t m u st tell 
you  w h a t g rade  o r  q u a lity  you a re  buy ing . D rug co m p an ies  m ust 
tell you w h a t m in e ra ls  a n d  v itam in s  y o u ’re g e ttin g . Y ou’re  a lso  su p 
posed to  know  exactly  how  m uch  y o u ’re g e ttin g . H ow  else can  you 
co m p are?  A n u m b e r  o f law s have been  passed  to  p ro tec t y o u r righ t 
to  be in form ed . These include  law s th a t req u ire  c lo th in g  m an u fac 
tu re rs  to  specify on  labels w h ich  n a tu ra l a n d  sy n th e tic  fibers are  
used  in m ate ria ls , law s th a t  tell you the  b u tte r fa t c o n ten t in m ilk,
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a n d  law s th a t req u ire  the  lis ting  o f in g red ien ts  acco rd in g  to  their 
vo lum e in a  foodstuff.

Where to Find the Information
W hen you com e rig h t dow n  to it, th e re 's  a  lot o f co n su m er infor

m ation  av a ilab le  to  you. In a d d itio n  to  c o n su m er guides, magazine 
a rtic les, a n d  rep o rts  on  co n su m er p ro d u c t tests , th e re  is the  source 
closest a t h an d  —  the  p ro d u c t itself. Indeed , the  p ro d u ct can  be the 
m ost com p le te  source  of in fo rm ation . Packages of foodstuffs o r cos
m etics m ay  co n ta in  im p o rta n t in fo rm ation  on  the  side  panels or 
boxtops. Booklets co n ta in in g  in stru c tio n s  for the  safest o r  best use 
of item s a re  often packed  w ith  the  item . And th e re  lire  labels. Some 
labels tell you ju s t the  p rice  of an  item . O th ers  tell you fa r more. 
They m ay  d escribe  the  co n ten ts  o r  list th e  m a te ria ls  used  in making 
the  item . S om e m ay  co n ta in  w ash ing  a n d  c lean ing  instructions. 
O thers  m ay  tell you no t on ly  w h a t to  do  w ith  a  p ro d u ct bu t also

Products are sometimes the best source of consumer information.
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w h at not to  do w ith  it. R ead labels. T h a t’s w h a t th e y ’re th e re  for —  
to help  you pick a n d  choose am o n g  p ro d u cts .

The Responsibility of Being Informed
C erta in ly , one of y ou r resp o n sib ilitie s  in reg a rd  to  th is  rig h t is 

to  use the  in fo rm ation  in m ak ing  decisions. A no ther is for you  to  
encourage  m ore p ro d u ct in fo rm ation  th a t you believe is essen tia l 
for m aking  good decisions. You a n d  o th e r  con su m ers  can  m ake su g 
gestions to  the p ro d u cers  o r  encou rage  governm en t officials to  pass 
law s req u irin g  such  in fo rm ation . In m aking  these suggestions, keep 
in m ind  th a t p rov id ing  m ore  in fo rm ation  to  the  c o n su m e r m ay  cost 
m ore m oney. An im p o rta n t q uestion  to  ask  is, Is the  increased  cost 
w o rth  the  m oney?

THE RIGHT TO BE HEARD
W hat h appens if you have a  co m p la in t a b o u t a  p ro d u c t o r  se rv 

ice? You m ay  have h e a rd  the  business m o tto  "T he c u s to m e r is 
a lw ays r ig h t.” B ut how  will businesses know  you have a  p ro b lem  —  
an d  co rrec t it — if they  d o n ’t h e a r  from  you? In m ost cases, you 
have a  righ t to  co m p la in  to  the  business from  w hich  you b ough t the  
p ro d u ct. A lm ost a lw ays the business w a n ts  you to  b rin g  a long  the  
sales receip t, especially  if you w an t to  re tu rn  the  p ro d u c t. If you 
have  a  reasonab le  co m p la in t, th e  business firm  usua lly  w ill be g lad  
to  help  you. M any large  businesses, especially  d e p a rtm e n t sto res, 
have  C ustom er Serv ice d e p a rtm e n ts  ju s t for th e  p u rp o se  o f tak ing  
ca re  o f yo u r co m p la in ts . B ut if you a re  not satisfied  w ith  th e ir  
he lp  — o r  if th ere  is no  he lp  —  w here  can  you th en  go to  co m p la in ?  
Y our telephone book m ay  list c ity  o r  s ta te  agencies in y o u r a re a  th a t 
can  help  you. The local C onsum er Affairs Office, if th e re  is one, often  
is a  good agency. S om e peop le  have  found th e ir  local B e tte r  B usi
ness B ureau  to  be a  good source  o f a ssis tan ce  in such  in stances.

Be fair an d  honest in  y o u r co m p la in ts . If a  p ro d u c t is no t s a t
isfactory , you have a  resp o n sib ility  to  tell the  person  o r  business 
from  w hich  you bough t it. Give the  person  o r  business a  ch an ce  to  
co rrec t the  p rob lem . O therw ise  the  p rob lem  m ay  not be co rrec ted . 
If the  p rob lem  is no t co rrec ted , seek help  from  o th e r  sources. Y our 
responsib ility  is to  be reaso n ab le  in ask ing  for th e  rig h t to  be 
h ea rd .
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You have a  rig h t to  speak  up  w hen  so m eth in g  is w rong. Busi
nesses w o n 't know  so m eth in g  is w rong  un less you tell them . And 
d o n ’t forget; they  like p ra ise  too! If you  a re  h ap p y  w ith  th e ir  product 
o r  service, tell th em . In th a t w ay  you encou rage  m ore  good products 
a n d  services.

Can you think o f a situation in which a consumer 
complaint might not he exactly fair and honest? How do 
such complaints affect prices?

"Of course he has the right to complain, but he could be a bit more reasonable "

THE RIGHT TO SAFETY
You have the  rig h t to  expect th a t the  p ro d u c ts  you buy  a re  safe 

to  use. This is tru e  w h e th e r  the  p ro d u c t looks safe o r  no t. For 
in stance, there  a re  m any  a u to m o b ile  sea ts  for b ab ies. M ost o f them  
look alike. N ot a ll o f  them , how ever, m eet th e  sam e  s ta n d a rd s  for 
safety . It is w ise to  look for the  s ta m p  o r  seal o f a n  ap p ro v in g  agency 
on m any  such  p ro d u cts . Law s on  safety  in c lo th ing , food, drugs, 
cosm etics, tires, toys, a n d  o th e r  p ro d u c ts  have been  passed  to  pro
tect you. C erta in  types o f tools a n d  a p p lian ces  a re  req u ired  to  have 
safety  devices for y o u r p ro tec tio n . A few fab rics have  been  ou tlaw ed  
for c lo th ing  because  they  b u m  easily . E ven som e k inds o f food have 
to  be in spected  before they  can  be so ld . S om e d ru g s  a n d  m edicines 
a re  req u ired  to  have  labels to  in d ica te  th a t they  m u st be taken  with 
a  d o c to r’s advice. —
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Meat Canned or Frozen 
Fruits or Vegetables

Poultry Fresh Fruits 
or Vegetables

The USDA inspects meats, poultry, fruits, and vegetables.

Safety Is Your Business
You have a  responsib ility  to  use p ro d u c ts  safely a n d  for the 

purpose for w hich  they  w ere in tended . R ead in stru c tio n s  carefu lly  
and follow them . If a m an u fa c tu re r  says a  toy is no t to  be used  by 
children u n d e r ten years  o f age, th a t in s tru c tio n  shou ld  be follow ed. 
And if you buy  an  unsafe  p ro d u c t, you  have  the  resp o n sib ility  to 
report it to the person  o r  firm  th a t  so ld  it to  you. You shou ld  give the 
seller the o p p o rtu n ity  to  rep lace  the  unsafe  p ro d u c t. You a lso  have 
the responsib ility  as  a  c o n su m er to  rep o rt unsafe  p ro d u c ts  to  the 
Consum er P roduct S afety  C om m ission . The C om m ission  can  re
quire businesses to  rem ove unsafe  p ro d u c ts  from  the  m ark e t.

What to Look For
You shou ld  look for safety  fea tu res  in the  p ro d u c ts  you buy. 

Some have safety  ra tin g s  on th em . Underwriters’ Laboratories (UL) 
is an o rgan ization  th a t a tta c h e s  a  seal of ap p ro v a l to  p ro d u cts . The 
seal is an  ind ica tion  th a t the  p ro d u c t h as  been  tes ted  an d  h as  m et 
the UL safety s ta n d a rd s . Those tes ts  a re  tho rough . S om etim es, how 
ever, only the  e lec tric  co rd  on an  ap p lia n ce  h as  been tes ted . You 
have to read  the  seal carefu lly  to  know  w h a t w as tes ted . UL seals 
can be found on e lec tric  ap p lian ces , m o to rs , a n d  m ach in ery . Look 
for safety w hen you buy.

THE RIGHT TO A HEALTHY ENVIRONMENT
A healthy  en v iro n m en t is one th a t  h a s  p u re  w a te r  to  d rin k , 

clean a ir  to  b rea th e , a noise level th a t is b ea rab le , a n d  a su itab le  
place to get rid  of w aste  m a te ria l. The d u s t, d ir t ,  gas, chem ica ls , an d
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w aste  p ro d u cts  th a t m ake o u r  w a te r, a ir , a n d  lan d  u n h e a lth y  cause 
po llu tion . T oday we face four m ajo r po llu tion  p rob lem s. T hey are 
a ir , w a te r, noise, an d  so lid -w aste  po llu tion .

C ontro lling  po llu tion  h as  becom e too  b ig  a  jo b  for even the 
governm en t to  hand le . K eeping th e  en v iro n m en t h e a lth y  is a  job 
ex tend ing  righ t dow n to  the  local co m m u n ity . You m ay  be involved 
in recycling, o r  reusing  m a te ria ls  for a n o th e r  p ro d u c t o r  pu rpose , to 
con tro l the tra sh  in y o u r c o m m u n ity . P aper can  be recycled. So, too, 
can  bo ttles  an d  a lu m in u m . Som e s ta te s  now  have law s requ iring  
deposits  on b o ttles  a n d  can s to  encourage  recycling . S om e co m p a
nies have p itched  in an d  a re  buy ing  back  p ro d u c ts  to  recycle. O thers 
a re  help ing  to  m ake o u r  rivers, s tre a m s, a n d  a ir  c le a n e r  by in sta ll
ing po llu tion  con tro l system s.

Controlling Pollution
The Air P o llu tion  C on tro l A ct, passed  in 1962, w as the  first of 

its kind to co m e  to  g rip s w ith  con tro l o f a  po llu tio n  p ro b lem . A great 
deal o f a ir  po llu tion  is the  resu lt o f  tra n sp o rta tio n . C ars, trucks,- 
buses, tra in s, a n d  even p lanes  send  large a m o u n ts  o f e x h au st fum es 
in to  the  a ir. O ne o f the  by -p roducts  o f a  gaso line  eng ine  is carbon  
m onoxide, a  d ead ly  gas. The Air P ollu tion  C ontro l Act, a lso  called  
the  Clean Air Act, o rd ered  a u to m o b ile  co m p an ies  to  co n tro l the 
gases com ing  o u t o f c a r  engines. And it o rd e red  in d u strie s  to  scrub 
th e  a ir  com ing o u t of sm okestacks to  c lean  o u t the  po llu tion . Som e 
o f these con tro ls  a re  w orking  a lread y , a n d  in m any  large  c ities  there  
a re  indexes o r  gauges to  m easu re  how  fit a n d  c lean  the  a ir  is.

As w ith  a ir , so it is w ith  w a te r  po llu tion . The W a te r Q u a lity  Act 
se ts s ta n d a rd s  for the  c lean ing  up  o f o u r  scarce  w a te r  supp ly . In d u s
tries, w hole co m m u n ities , a n d  ind iv iduals , too, a re  all gu ilty  of 
c o n tr ib u tin g  to  the  po llu tio n  of o u r  lakes a n d  s tre a m s. C om m un ities  
d u m p  sew age in to  rivers  a n d  lakes. M ills use  w a te r  from  rivers  in 
th e ir  o p era tio n s  a n d  then  tu rn  it back  fouled w ith  ch em ica ls  an d  
w astes. Ind iv idua ls , too, th ro w  ev ery th in g  from  food w ra p p e rs  to  
used  tires  in to  the  w a te r. B ut here , too, w e ’re  com ing  back  to  a 
h e a lth ie r  en v iro n m en t.

When lakes, rivers, and streams are heavily polluted, they 
are said to be dying. Do you know o f any such bodies o f  
water in your state or community that have "died"? Have 
any come back to life again so that they are safe to fish 
and swim  in now?
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GLASS COLLECTION
’v j l  please Sort Glass By color 
jQ|R[HCN?CAPSiNECK Bauds BtnmiUias 

1 and Place in Proper Bin 
'DO Not Break Glass

g r een HtSCOuj5
NECH.
bM»QS|

Many materials can be recycled for use in other products.

The noise from  traffic, m ach ines, a n d  a irp lan e s  is a n o th e r  kind 
o f po llu tion . People w ho  live n e a r  a irp o r ts  o r  h ighw ays know  w h a t 
it is to  have noise po llu tio n . N oise reaches levels a t w hich  it is even 
harm fu l to  hu m an s . Before th a t level is reach ed , how ever, it can  still 
affect w ork o u tp u t a n d  h u m an  nerves. F acto ries  try  to  keep the 
noise level dow n on m ach ines  a n d  even supp ly  e a r  p lugs to  th e ir  
w orkers. Federal agencies w ork  w ith  a irp o r ts  to  try  to  lim it the 
n u m b e r  o f a irp lan e  flights over heav ily  p o p u la te d  a reas . H ighw ays 
a re  sunken  o r  e leva ted  o r  lined w ith  co n cre te  w alls  to  con tro l the 
noise. N oise po llu tion  is a  difficult p ro b lem  to  solve, though . It is 
a lm o st im possib le  to  b u ild  com ple te ly  q u ie t m ach ines, trucks, and  
a irp lan es .

L itte rin g , o r  th ro w in g  aw ay  g arb ag e  a n d  tra sh  in th e  w rong 
places, is u sua lly  ag a in st the  law . It is a lso  ca lled  solid-waste pollu
tion, a n d  one o f o u r  b ig  p ro b lem s is to  get r id  of it p roperly . Som e 
co m m u n itie s  b u m  it up , b u t th en  the  fire an d  sm oke have  to  be 
con tro lled . O th e r co m m u n itie s  fill in sw am p y  o r  low  a re a s  w ith  it, 
an d  th a t ’s fine u n til you  ru n  o u t o f such  lan d . F ac to ries  m ay  be 
req u ired  to  get r id  o f th e ir  w astes  in c e rta in  co n ta in e rs  o r  places.
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W aste chem ica ls  m ay  be s to red  for y ears  in can s  o r drum s until the I  
chem icals  leak out an d  p o llu te  the  g round . No one has come up with I  
a  foolproof so lu tion  to  the so lid -w aste  p rob lem .

Creating a Healthy Environment
The slogan "G ive a  hoot; d o n ’t p o llu te ” has a  m essage for even- I  

one. It is easy  to  b lam e  po llu tion  p ro b lem s on o thers , especially big I  
com pan ies, big trucks, a n d  cities . But each  of u s shares in the blame. I  
Did you know  th a t each  of us c re a te s  six o r  seven pounds of solid I  
w aste  each  day?  T h a t’s over a  ton o f g a rb ag e  each  year!

Everyone has a  responsib ility  to  p reven t po llu tion  and to pro I 
tect the en v iro n m en t. O ne w ay w e can  do  th a t is to  do our shan' and I 
encourage  o th ers  to  do  th e ir  sh ares, too. We can  help solve pollution 
p rob lem s bv lim iting  w aste  an d  by recycling  w henever we can.This 
m ay  m ean  c u ttin g  ou t litte rin g  a n d  b u rn in g  leaves; saving empty 
bo ttles  an d  can s an d  old new sp ap ers  for recycling; or being less 
w asteful in o u r  use of sc rap  p ap e r, p a p e r  tow els, and  o ther "dispos
a b le ” item s. We hav e  a responsib ility  to  keep dow n all types of 
po llu tion  —  an d  to  ask  o th e rs  to  do  the  sam e.

No one has the right to litter. Litter hurts everyone.
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SUMMARY
All o f the  r ig h ts  a  co n su m e r has shou ld  be used . At the  sam e 

tim e, there  is a  responsib ility  to  exercise those r ig h ts  w isely. For 
in stance , in o u r  econom y you have the  rig h t to  choose from  am ong  a 
n u m b er of p ro d u cts . You shou ld  m ake such  a  choice carefu lly  on the 
basis of com p ariso n  a n d  w h a t you can  afford . You have th e  rig h t to  
be inform ed a n d  to  know  no t on ly  w h a t a  p ro d u c t is b u t how  m uch  
it will cost. O ne resp o n sib ility  is to  use  the  in fo rm atio n  in m aking  
choices. You have the  rig h t to  be h ea rd , a n d  the  resp o n sib ility  to  
m ake it know n if you have been tre a te d  un fairly . You have the  righ t 
to  safety, to  be p ro tec ted  from  h a rm , a n d  the  resp o n sib ility  to  m ake 
reasonab ly  su re  th a t p ro tec tio n  is g u a ra n tee d . F inally , you have the  
rig h t to  a  h ea lth y  en v iro n m en t — a n d  the  d u ty  a n d  som e of the 
m eans to  keep it th a t w ay. B eing a  good c o n su m er is an  im p o rta n t 
responsib ility .

BUILDING
WORD
POWER

Understanding these business term s will help you to communicate 
more easily with others. Num ber your paper 1 through 7. Then 
write the term  that best m atches each num bered definition.

Air Pollution Control Act 
comparison shopping 
littering 
pollution

recycling
Underwriters’ Laboratories 
W ater Quality Act

1. Legislation by our government that sets standards for busi
nesses and communities for the cleaning up of our scarce 
w ater supply.

2. A private organization that attaches a seal of approval to indi
cate that a product has been tested and has met safety stan
dards.

3. The dust, d irt, gas, chemicals, and waste products that make 
w ater, air, and land unhealthy.

4. Reusing m aterials for another product or purpose, which 
helps to control trash and reduce waste.

5. The act of throwing away garbage and trash in the wrong 
places.

6. Legislation that was passed by our government to control a ir 
pollution.

7. Checking the price and quality of a product or service in more 
than one store.



204 C hapter 14 The Consumer in Our Econom

BUILDING
READING
COMPREHENSION

'tiff*-

1. List the live basic rights you have as a consumer and 
responsibilities associated with each right.

2. What should you check when you do comparison shopping1
3. How do you as a consumer cast an economic vote?
4. Give three examples of information that businesses must 

vide about their products.
5. What is often the best source of product information?
6. What steps should a consumer take if a product is not satis

factory?
7. Which law was the first m ajor law for protecting our environ

ment? What is its m ajor purpose?
8. Name the four m ajor types of pollution that threaten our envi

ronment, and give an example of each.
9. How do communities and businesses deal with solid-waste 

pollution? What are the problems with these methods?
10. Explain how consumers can reduce solid-waste pollution

BUILDING
BUSINESS
CONCEPTS

1 . What are the differences between consumer rights and con
sum er responsibilities?

2. Under what circumstances do you think a consumer should 
not comparison shop?

3. Do you think consumers really can make a difference through 
their economic votes? Why or why not?

4. What would happen if we had no antitrust laws?
5. List four guidelines to follow in making a responsible buying 

decision.
6. What effect does price have on the consumer’s right tochoose? 

If prices differ on various brands of an item, what does that 
mean about consumer choice?

7. Some states have laws that require very young children to  be 
fastened in a child’s car seat while riding in a car. Do vou 
believe such laws are needed? Why or why not?

8. Until recently m anufacturing companies were allowed to 
dum p their waste m aterials into rivers and streams. Som e 
people have proposed that we enact powerful antipollution 
laws to make all of our rivers and streams "clean enough for 
swimm ing.” Is that a reasonable goal? What advantages and 
disadvantages do you see in working toward that goal?

9. W hat are the safest ways for consumers like you to disposed 
waste and trash? What ways do you think should be illegal?

10. Describe a situation in the environment around your commu
nity that is not good. List your responsibilities to help to solve 
the problem. What actions can be taken to solve the problem5
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BUILDING
BUSINESS
EXPERIENCE

1. What agencies in your comm unity provide help to consumers 
with problems? How are these agencies supported?

2. Inspect the electrical appliances in your home. Does each have 
a UL seal of approval? Does each seal cover the entire appli
ance or only part of the appliance?

3. Check your local laws on pollution. W hat kinds of laws are 
there? W hat steps has your community taken to reduce noise, 
air, water, and solid-waste pollution? Where do local busi
nesses dispose of waste products?

4. In 1983 business firms in the United States spent about 
$7,240,000,000 to control pollution of the air, land, and water. 
In 1984 they spent about $7,640,000,000. How much did they 
spend in total those two years for pollution control? How 
much more did they spend in 1984?

5. About 2j percent of the money businesses spend on capital 
goods goes toward pollution control. Should this am ount be 
higher? lower? What should a business consider when decid
ing how much money to spend on pollution control?

BUILDING
HUMAN RELATIO N S  
SKILLS

m

The town of Middlesboro held a meeting. Last week Jefferson Cor
poration, the largest employer in town, announced that about one 
hundred employees would be laid off within the next six months. 
One of the reasons for the layoff is the cost of an expensive new air 
pollution control system. Jefferson m ust cut other costs somehow.

Aaron Fleming attended the meeting. He was startled to hear 
some residents of Middlesboro protest the pollution control sys
tem. "Jobs are more im portant than that system," they said. 
Others who lived near Jefferson’s plant argued that they certainly 
did not want the a ir they breathed to be polluted with gaseous 
fumes! Tempers flared, and finally the meeting ended with a 
shouting match between the two groups. Jefferson Corporation 
representatives who attended the meeting were confused. Didn't 
Middlesboro residents appreciate their efforts to prevent a ir pollu
tion? Were jobs more im portant than the safety of Middlesboro's 
people? Aaron was confused too. What is the "best” solution?

1. What is the main issue here?
2. W hat could have been done to prevent the meeting from turn

ing into a shouting match?
3. W hat do you think is the best solution in this case?
4. Should Jefferson Corporation install the equipm ent if it is 

needed, even if it means that the company m ust lay off work
ers?

5. Are the people who live near the plant right to protest?
6. What could be done to help people understand the problems?
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What Should We Do with 
Waste?

The more we use, the more we 
throw away. The more we throw away, 
the greater the problem of where to put 
it — finally and safely. There are 
different kinds of waste, and not all of it 
is hazardous to health. The kind that is 
hazardous is toxic waste, which is deadly 
and harmful if not disposed of properly. 
Toxic waste disposal is one of the biggest 
problems we face in keeping our 
environment clean.

A few short years ago, millions of 
drums of acids, barrels of corrosive 
liquids, and other toxic waste left over 
from manufacturing were simply dumped 
into landfills, stored in warehouses, or 
dropped into vacant lots. The drums, 
many of them stored for years, corroded, 
spilling their liquid poison into rivers, 
streams, and underground waters. People 
in the immediate area of some of these 
dumping grounds had an unusually large 
number of cases of cancer and other 
health problems. Could it be the waste?

The Environmental Protection 
Agency (EPA) took notice of the 
complaints, and Congress decided to act. 
It set up a "superfund" to help clean up 
the toxic waste sites across the nation.

After decades of ignoring the toxic waste 
problem, we are finally beginning to do 
something about it.

Some toxic waste products can be 
"scrubbed" out of liquids before they are 
released into the environment. Chemicals 
can be buried in huge pits lined with clay 
or in underground shafts far below water 
level. Some kinds of concrete, lead-lined 
containers will hold radioactive wastes 
safely for many years, although they are 
still very expensive.

Other kinds of solutions to the waste 
problem are more promising. Bacteria 
have been produced in laboratories that 
will literally feed on toxic wastes. Such 
bacteria have been used already to help 
clean up oil spills. Corrosive by-products 
of videotape manufacture can be 
converted into fertilizer. Some dangerous 
solid waste can be turned into ashes in 
high-powered furnaces. We have not 
solved the problem of what to do with 
waste, but we are making progress 
toward that goal.



CHAPTER 15

The Wise Shopper
• Before you buy, you ask yourself a number of basic questions. Where 

shall I buy? Why this store instead of that one? Is it quicker, cheaper, 
easier?

• You probably find that there is always a battle between quality and 
price. You want the best at the lowest possible price. How often do 
you succeed? Do you suppose that succeeding often is the mark of a 
good consumer?

• You have to match your wants with particular products and services. 
Then you've got to determine where those products and services can 
be obtained. Besides quality and price, what should you consider?

take 

the tick
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Do you know  w h a t these te rm s m ean ?

d iscoun t s to re  
specia lty  s to re

generic
im pu lse  buy ing  
u n it p ric ing
full-service sto re

w arehouse  show room  
varie ty  sto re  
ra tio n a l ad v e rtis in g  
em o tio n a l ad v ertis in g  
p ro m o tio n a l sale  
c lea ran ce  sale

fac to ry  o u tle t 

Y ou’ll lea rn  a ll a b o u t these  te rm s in th is  c h a p te r.

M aking choices in y o u r sh o p p in g  is no t easy  w hen  so many 
p roducts  a n d  services a re  av a ilab le . C onsider, too, how  m any  dif
ferent p laces there  a re  w h ere  you  m igh t find the  best buy . A super
m arke t m ay  have th o u san d s  o f d ifferen t p ro d u c ts  for sa le . You may 
find th a t even a  sm all ne ighborhood  s to re  h as  several h u n d re d  dif
feren t p ro d u cts  from  w hich  you can  choose. B eing a  co n su m er is 
h a rd  w hen you have so m any  choices.

All o f us have  a  p ro b lem  in m ak ing  o u r  m oney  s tre tc h , too. That 
p rob lem  isn ’t he lped  w hen  prices d iffer from  one s to re  to  the  next. 
Y ou’ll p ro b ab ly  find th a t one  b ra n d  o f sh am p o o  sells for one p rice  at 
a  d ru g sto re , a n o th e r  p rice  a t  a  su p e rm a rk e t, a n d  a  th ird  p rice  a t yet 
an o th e r  sto re . B ut the  s to re  th a t  h as  th e  low est p rice  for the  sham 
poo m ay  a lso  have  the  h ighest p rice  for to o th p as te . Problem s. 
P roblem s. Skillful buy ing  is no t the  easiest th in g  in the  w orld .

Can you im ag ine  w h a t it w ou ld  be  like to  have  enough  m oney 
to  buy  ev ery th in g  you w a n ted ?  You cou ld  buy  w h a te v e r  you 
w an ted , w henever a n d  w h erev er you w an te d . M ost o f us, however, 
have  to  s tre tc h  o u r  incom e to  m eet o u r  w an ts . And, m ost people 
w an t to  get th e ir  m oney ’s w o rth . T he first p ro b lem , th en , is deciding 
w h a t to  buy . Like m ost o th e r  th ings, be ing  a  co n su m e r involves 
decision m aking .

Before you buy , you  have to  decide  w hat to  buy . A fter deciding 
on  th e  goods o r  serv ices w an ted , you  m u st th en  m ake a  selection 
from  various choices. M aking choices am o n g  b ra n d  n am es m ay  be

CONSUMER CHOICES

What to Buy?
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Stretching income to meet the wants of everyone in a family isn't always easy.

h a rd . O ne sto re  m ay  c a rry  tw en ty  o r  th ir ty  d iffe ren t, w ell-know n 
b ran d s  of a  p ro d u c t. W hich do  you choose? The s to re  a lso  m ay  c a rry  
no-name p ro d u cts  w ith  no b ra n d  n am e, a  p la in  label, a n d  a  low er 
p rice . S om etim es these a re  ca lled  generic  p ro d u cts , w h ich  a re  re p 
resen ta tive  o f a  w hole g ro u p  o f com m o n  item s. For in stan ce , you 
m ay  be ab le  to  get generic  p ea n u t b u tte r , p a p e r  tow els, c a n n ed  fru it, 
vegetables, a n d  ju ices. They m ay  be  d ifferen t in size, co lo r, an d  
ap p earan ce  from  b ran d -n a m e  p ro d u cts , b u t still o f  good q u a lity . 
S om etim es, a s  in v itam in s, they  a re  exactly  the  sam e  q u a lity  as  the 
b ran d -n am e  item s. M ost im p o rta n tly , generic  p ro d u c ts  m ay  rep re 
sen t sav ings of from  30 to  even 50 pe rcen t.

What generic products can you think o /?  Which ones, if
any, would you be m ost likely to buy?

O th er qu estio n s  have  to  do  w ith  p rice . S h o u ld  you buy  th e  m ost 
expensive p ro d u ct, the  least expensive, o r  one in betw een?  The 
n u m b er of goods av a ilab le  in the  s to res  often  gives you a  w ide  range  
o f prices. Som e people th in k  th a t the  m ost expensive is a lw ay s the 
best. T hat m ay  o r  m ay  no t be tru e . In fact, the  least expensive item  
o r  the  one in th e  m idd le  p rice  range  m ay  be the  best buy . H ow  can  
you tell?  It genera lly  dep en d s on w h a t you p lan  to  d o  w ith  a  p ro d u ct 
o r  service you a re  buying . As an  exam ple , perfec tly  fo rm ed  can n ed  
peach  halves m ay  no t be the best buy  if they  a re  to  be cu t u p  for a 
fru it sa lad . Im perfec tly  fo rm ed  ca n n ed  peach  pieces, w h ich  g ener
a lly  a re  low er p riced , m ay  be the  b e tte r  buy , consid e rin g  the  use of
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the  p roduct. Even if you can  afford  to  buy  the  m ost expensive item, 
th a t d oesn ’t m ake the  choice easie r. The m ost expensive item  may 
no t best fit y o u r w an ts . W hat to  buy  m ay  be the  h a rd e s t question  to 
answ er.

When and How to Buy?
All con su m ers  face p ro b lem s in  dec id ing  how  to  sp en d  money 

to  get the  m ost from  it. S hou ld  you  buy  now  o r  la te r?  S ince we 
usua lly  buy  m ore th an  one th in g  a t  a  tim e , w e m u st decide  which 
goods a n d  serv ices a re  im p o rta n t to  have  now , a n d  w h ich  can  be 
postponed . Postpon ing  p u rch ases  takes w ill pow er. It fs som etim es 
h a rd  to avoid  im pu lse  buy ing , g e ttin g  th in g s on  th e  s p u r  of the 
m om en t. Im pu lse  buy ing  is a lso  h a rd  on  the  b u d g e t s ince  you may 
be spend ing  m ore  for an  item  o r  buy ing  so m eth in g  th a t  you  really 
do  no t need.

The D ecisions in Buying. S h ou ld  you  pay  cash  o r  buy on 
c red it?  S om etim es th e re ’s no  choice! If you  d o n ’t hav e  enough  cash, 
c red it m ay  be the  only  w ay  o u t. And c re d it is av a ilab le  for most 
th ings you  buy . T here  is a  cost for c red it, though . And you should 
consider how  the  cost o f c red it a d d s  to  the  to ta l cost o f the  item .

If a p ro d u c t is on  sa le , shou ld  you stock  u p  on  it?  Som etim es 
special sa les m ake it possib le  for you to  save m oney  on  p ro d u c ts  you 
use often . If you do  stock  up , w ill you use it a ll o r  w ill som e of it be 
w asted?  Do you still have m oney left o v e r for o th e r  th in g s you need?

Com paring P rodu cts. C om parison  shopp ing , check ing  the 
p rice  an d  q u a lity  in  m ore  th a n  one  s to re , can  rea lly  save you  m oney. 
C om parison  shopp ing  is o f m ost va lue  in m ak in g  a  m a jo r  purchase. 
H ow  well you a c tu a lly  buy  is often  a  m a tte r  o f check ing  p rices at 
several places. O f course , you need  to  co n sid e r the  cost o f y o u r tim e 
a n d  energy, a s  w ell as  w h a t you m igh t save. If you  sp en d  seventy- 
five cen ts  on gas to  save fifty cen ts  on  a n  item , th a t 's  no  barga in .

P roducts  com e in  m an y  sizes a n d  shapes . T here  a re  k ing size 
a n d  queen  size, de luxe  a n d  su p er, fam ily  a n d  g ian t. H ow  a re  they 
d ifferen t?  W hich size is the  best buy?  It c a n  be p re tty  confusing  to 
the  co n su m er in the  su p e rm a rk e t try in g  to  co m p a re  an  econom y  size 
package w ith  a regular size package. If all p ro d u c ts  o f the  sam e  kind 
w ere p riced  in  te rm s o f ounces, p o u n d s, o r  p in ts , co n su m ers  m ight 
have  an  e a sie r  tim e  in c o m p arin g  sizes a n d  p rices. U sing a  s ta n d a rd  
m easu rem en t as  a  b asis  for p ric in g  the  sam e  p ro d u c t is ca lled  unit 
p ric ing . L e t’s see how  it w orks. L au n d ry  d e te rg en t, for exam ple, 
often  com es in large-size, king-size, jum bo-size , a n d  fam ily-size con
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ta iners . And m any  d ifferen t su p p lie rs  offer th is  ran g e  o f sizes. If 
y o u ’re  co m p arin g  one b ra n d  o f d e te rg en t w ith  a n o th e r , it helps to  
know  th a t B ran d  A is $1.53 p e r  po u n d  o r  u n it, w h ereas  B rand  В is 
$1.75.

G enerally , th e  la rg e r th e  size, the  low er th e  p rice  p e r  u n it. T his 
is not a lw ays tru e , though . T h a t 's  w hy  i t ’s a lw ays im p o rta n t to  look 
a t the un it p rice  o f an  item . S om e s to res  p rov ide  u n it p ric in g  in for
m ation  for various p ro d u cts . In o th e r  cases, you m ay  have to  figure 
it o u t yourself.

The Fair Labeling and Packaging Act req u ires  a  p ro d u ce r  to  give 
specific in fo rm ation  on  the  label o r  package  o f a  p ro d u c t. On the 
label the  n am e  of the  p ro d u ct a n d  the  m a n u fa c tu re r  m u st be  given, 
a s  well as the  c o n ten ts  listed  in o rd e r  o f a m o u n t. T he in fo rm atio n  on 
labels often  he lps you to  c o m p a re  p ro d u c ts  in te rm s  o f p rice , q u a n 
tity , a n d  co n ten ts . Labels m ay  n o t give you all th e  in fo rm atio n  you 
need to  m ake a  choice, b u t they  a re  a  he lp  a  c o n su m er shou ld  use.

Deciding which is the best buy can be difficult if unit prices aren't provided.

Where to Buy?
At w hich  s to res  w ill you  shop? The w ise sh o p p e r w ill m ake such  

decisions before buy ing . Do you w a n t to  go do w n to w n ?  to  a  sh o p 
p ing  cen te r?  to  a  large d e p a r tm e n t s to re?  to  a  s to re  w h ere  you  know  
the  salesclerks? W here? In som e cases it m ay  b e  w ise to  pay  a  h ig h er 
p rice  a t  a  n ea rb y  s to re . Y our tra n sp o rta tio n  costs m ay  cancel o u t 
sav ings from  shopp ing  a t a  d is ta n t  s to re  w ith  low er prices.
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In a p riv a te  e n te rp rise  system  such  as  ou rs, th ere  is a wide 
choice o f p laces w here  you can  buy . T here  a re  th ree  reasons for the 
large range  o f p laces to  buy: the  k inds o f goods a n d  serv ices sold, the 
p rices, an d  the  convenience p rov ided .

Full-Service Stores. A sto re  th a t offers a s  m uch  help  as possi
ble to a  c u s to m e r is ca lled  a  fu ll-serv ice sto re . It w ill p robab ly  cost 
you m ore for full service, b u t it m ay  be w o rth  it. Such  stores sell 
m any  d ifferen t k inds of p ro d u c ts  as  w ell as  a  n u m b e r  o f different 
b ran d s . C lerks help  th e  c u s to m e r m ake decisions by  offering infor
m atio n  a b o u t the  p ro d u c ts  they  sell. Full-service s to res  usually  offer 
c red it. T here  m ay  be o th e r  services, too, such  a s  deUvery of large 
packages to  y ou r hom e, shopp ing  by  m ail o r  te lephone, charge 
accoun ts , an d  bank  c red it c a rd  use.

Discount Stores. A low er p rice  is the  m a jo r  a ttra c tio n  of a 
discount store. At such sto res you ca n  u su a lly  find brand-nam e 
p ro d u c ts  as w ell as  lesser-know n p ro d u cts . D iscount s to res  buy in 
large  q u a n titie s  so they  can  u sua lly  sell a t  p rices low er th an  their 
co m p etito rs . M any c u t costs in se lling  by le ttin g  c u s to m ers  serve 
them selves. In fact they  offer few er serv ices th a n  the  full-service 
stores. In th a t w ay  they  can  keep th e ir  costs dow n  an d  p rices  lower. 
S om etim es, though , s to res  th a t call them selves d isco u n t s to res  may 
not c a rry  low er p rices on som e item s w hen  co m p a red  w ith  other 
sto res.

Supermarkets. S u p e rm a rk e ts  a re  th e  first cho ice  o f m ost con
sum ers  for buy ing  food a n d  househo ld  p ro d u cts . T hey u sua lly  are 
large, have a  g rea t n u m b e r  o f d ifferen t p ro d u cts , a n d  c a rry  most 
b ran d -n am e  p ro d u c ts  a s  w ell a s  generic  p ro d u c ts . A large  super
m arke t m ay  c a rry  th o u san d s  o f d ifferen t item s on  its shelves. Many 
su p e rm ark e ts  use e lec tron ic  e q u ip m e n t to  p rov ide  q u ick  a n d  accu
ra te  checkout. By read in g  the U niversal P roduct Code (UPC) on 
p roducts , e lec tron ic  scan n ers  can  pick  up  th e  p rices  a n d  figure the 
to ta l cost o f p u rchases . T he c o m p u te r  then  reco rds  the  sa le  o f those 
p ro d u cts  a n d  keeps an  up -to -d a te  reco rd  o f inven to ry .

Convenience Stores. If a  s to re  is close by  a n d  stocks few but 
very p o p u la r  item s, i t ’s p ro b ab ly  a  convenience store. C onvenience 
s to res c a rry  m ostly  g roceries. C om pared  w ith  su p e rm a rk e ts , con
venience s to res ca rry  far few er item s a n d  b ran d s . T h e ir sole purpose 
is to  be conven ien t. O ften they  a re  located  close to  o r  in residen tia l 
neighborhoods. They m ay  be open  n ig h ts  a n d  on  ho lidays. For that 
convenience, how ever, you  g enera lly  pay  a  h ig h er  p rice .

Specialty Stores. A specialty store ca rr ie s  on ly  a  c e rta in  line of 
p ro d u cts . S p ec ia lty  s to res  inc lude  pe t shops, d ress  shops, book-
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stores, and  shoe sto res, am o n g  o th ers . M ost sp ec ia lty  s to re s  are  
small, and th e ir  p rices vary . O ne s to re  m ay  c a rry  expensive b ran d s , 
while an o th er m ay  try  to  a tt ra c t  c u s to m ers  w h o  w a n t low er prices.

Catalogs. In recen t years , m ail-o rd er ca ta lo g s  have becom e 
more popu lar as a  w ay  to  buy  a  va rie ty  o f m erch an d ise . C ata logs are  
convenient because they  a llow  you to  shop  rig h t in y o u r hom e. 
Some m ail-o rder co m p an ies  even p rov ide  a  toll-free te lephone  n u m 
ber to m ake it easy  to  o rd e r  from  th em .

Catalogs offer m erch an d ise  as  s im p le  as  a  sleep ing  bag  o r  as 
exotic as a  co m p u te rized  robo t th a t does chores a ro u n d  the  house! 
Many catalogs offer m erch an d ise  th a t  is so ld  on ly  by m ail o rder. 
Others offer m erchand ise  th a t  can  be p u rch ased  e ith e r  tn  a  s to re  o r 
from the s to re ’s ca ta log .

Factory O utlets. A s to re  located  on  facto ry  g ro u n d s  o r  ru n  by 
a factory is referred  to  as  a  fac to ry  o u tle t. S ince it se lls  p ro d u c ts  
directly from  the  factory , th ere  a re  few ad d itio n a l co sts  be tw een  
producer an d  buyer. O ften the  p ro d u c ts  a re  factory rejects, w hich

Shopping by catalog is convenient and can save you time and money.
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have sligh t Haws. If  the  facto ry  m akes c lo thes, it m ay  sell those that 
a re  not perfect in its  facto ry  o u tle t sto re . O ccasionally  first-quality 
products  a re  also  sold. G enerally  a factory ou tle t's  p rices a re  lower 
th an  those in full-service sto res.

Warehouse Showrooms. Like fac to ry  o u tle ts , warehouse 
show room s do  no t need  som e of the  m id d lem en , so  they  pass  along 
th e  sav ings in low er p rices. A w arehouse  show room  is a  p lace  where 
goods, often fu rn itu re , a re  p u t on  a  show room  floor. The custom er 
can  o rd er an  item  like the  one  show n  d irec tly  from  the  warehouse 
connected  to  the  show room . B ecause few c lerks a re  needed  an d  the 
c u s to m er goes to  a  ce n tra l location  to  p ay  for a n d  pick  u p  the  order, 
costs can  be held  dow n. The w areh o u se  show room  u su a lly  features 
low er prices.

Variety Stores. If a  s to re  sells a  large n u m b e r  o f inexpensive 
p roducts , it m ay  be a  varie ty  sto re . In fact, v a rie ty  s to re s  a re  some
tim es ca lled  5-and-10-cent stores. They a re  self-service, p rices are 
low, an d  every th ing  from  p a in t to  g ree tin g  c a rd s  m ay  be sold.

For what items would you m ost likely go to a convenience 
store? a specialty store? a variety store?

PLAYING IT SMART
As a sh o p p e r you have to  decide  w h a t a re  rea lly  b a rg a in s  for 

you. To be a  good sh o p p e r you can n o t buy  p ro d u c ts  th a t  a re  a  w aste 
o f yo u r m oney. If you buy  so m eth in g  you can n o t use , it is no  bargain  
a t  any  p rice . A w ise sh o p p e r checks to  be su re  th a t  p rices rea lly  are 
special an d  th a t  those special buys a re  useful.

How can  you p lay  it sm a rt in  shopp ing?  O ne w ay  is to  be pre
p a red  in advance . You can  check to  see w h a t a re  good buys. News
p a p e rs  an d  m agaz ines include  ad v e rtis in g  th a t  can  he lp . O ften  big 
s to res  do  th e ir  ow n advertis ing .

Studying Advertisements
A dvertisem ents a re  an  im p o rta n t source  o f in fo rm atio n  for 

p lan n in g  y o u r shopp ing . B usiness m u st th in k  it is w orthw hile , 
because  it spends ab o u t seven ty  b illion  d o lla rs  a  y e a r  on  ad v e rtis 
ing. And ad v e rtis in g  in  n ew sp ap ers  h eads th e  lis t. To be a  wise 
shopper, you shou ld  lea rn  how  to  read  a d v e rtise m e n ts . H ere  are 
som e h in ts  th a t  w ill h e lp  you  u n d e rs ta n d  a d v e rtisem en ts .
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A dvertisem en ts com e in tw o  k inds. T here  is rational ad v e rtis 
ing an  ad  th a t a tte m p ts  to  conv ince you w ith  fac ts a n d  o th e r  
in fo rm ation . It tries  to  p e rsu ad e  you th a t  you shou ld  choose a sp e 
cific p ro d u ct because  it is th e  best one for y ou r p u rpose . "Y ou can  
m ake y ou r decision  on  the  b asis  of th is  in fo rm a tio n ,” the  a d  im plies. 
On the o th e r  h an d , emotional advertising is an  ad  th a t a p p ea ls  to  
your feelings. It suggests th a t  you  buy  so m eth in g  b ecause  y o u ’ll be 
the  m ost p o p u la r  person  in tow n  as a  consequence . "U se th is  p ro d 
u c t,” the  ad  im plies, “ a n d  y o u r friends w ill like you b e tte r .” E m o
tional ad v e rtis in g  is o ften  d irec ted  a t  y o u r p rid e  o r  com fo rt.

Smart shoppers check advertisements as well as product information.
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Look a t ad v ertis in g  a n d  decide  w h e th e r  it g ives you useful 
in fo rm ation . An a d v e rtisem en t th a t  s im p ly  an n o u n ces  "The best 
buy  in tow n!” w ill no t necessarily  he lp  you  becom e a  w ise r shopper. 
W hy is it the  best buy  in tow n? Is it the  ch eap est p rice  you  can get? 
Is the q u a lity  so good th a t the  item  is w o rth  m ore  th a n  you pay for 
it?  On the  o th e r  h an d , an  ad v e rtise m e n t th a t says “ 9 oz. Super- 
W hite T oo thpaste , $1.79” m ay  be very  help fu l indeed . If you know 
th a t Super-W hite  T oo thpaste  is good, a n d  th a t  it u su a lly  sells for 
$ 1.99 for 9 ounces, y o u ’ve got yourse lf a  good buy.

Also look a t  the  ad v e rtise m e n ts  to  d e te rm in e  w h e th e r  they 
include any  cents-off coupons. M ore a n d  m ore  businesses a re  using 
coupons to  encourage  the  co n su m er to  buy , especially  w hen they 
in troduce  new  p ro d u cts .

Shopping at Sales
Som e shopp ing  experts  say  the  average  c o n su m er can  save up 

to  15 percen t by w a tch in g  for a n d  u sing  sales. S to res  m ay  use two 
different k inds of sales. A p ro m o tio n a l sa le  is one th a t  gives you a 
special buy  on  a  new  p ro d u c t o r  a  p ro d u c t th a t is in  season . First 
check to  m ake su re  th a t the  p rice  is low er th an  u su a l. In Ja n u ary , for 
exam ple, m any  d e p a rtm e n t s to res have w hite sales. T hese sto res sell 
tow els, sheets, tab lec lo th s, a n d  o th e r  househo ld  supp lies  a t  lower 
p rices d u rin g  the w h ite  sale. P rom otional sa les a re  u sua lly  held  at a 
tim e  w hen c o n su m er buy ing  is dow n. A fter the  C h ris tm as  buying 
spree , a J a n u a ry  w h ite  sa le  is in ten d ed  to  b rin g  peop le  in to the 
s to res  again .

A second k ind o f sa le  s to res  use  is a  c lea ran ce  sa le  to  c le a r  o r get 
rid  o f goods th a t  a re  going o u t of sty le  o r  th a t a re  no  longer profit
ab le . C learance sales m ay  o ccu r a t the  en d  o f a  season  o r  when 
p ro d u c ts  have been  on  the  m ark e t too  long. A c lea ran ce  sale  is a  wav 
to  m ove those p ro d u c ts  to  m ake w ay  for new  m erch an d ise . Prices 
m ay  be cu t as  m uch  as  one th ird  o r  one half.

D uring sales look a ro u n d  for th ings th a t  a re  a d v e rtised  as going 
at a loss o r  below cost. These ad v e rtised  specia ls  a re  ca lled  loss lead
ers. W hy? Even though  s to res lose m oney  on  these  p ro d u cts , they 
b ring  custom ers  in to  the  sto re . O ne w ord  o f cau tio n : even  loss lead
ers  sh o u ld n ’t be b ough t un less you need  th em .

Are there certain times o f the year when special sales are 
traditionally held in your community? What kinds o f  
sales are they?
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Consumers can save money by taking advantage of sales.

Doing Your Consumer Homework
Plann ing  y o u r shopp ing  w isely involves m uch  m ore  th an  the  

how , w h a t, w hen, a n d  w here  o f buy ing . P lay ing  it sm a r t  m eans 
p rep a rin g  ah e ad  for w h a t you w ill buy . W hat do  the  a d v e rtisem en ts  
say? W here a re  the  sa les be ing  held? W h a t’s sm a r t  to  buy  now  an d  
w h a t shou ld  you postpone?  H ow  else can  you  be a  w ise shopper?
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Shop  a ro u n d  for p ro d u c ts  th a t a re  labeled  Seconds  o r  Irregulars 
o r  Imperfects. D iscount s to res a n d  facto ry  o u tle ts  a re  good places to 
look. Such p ro d u cts  a re  less th an  first q u a lity . Check th em  carefully. 
Som etim es a  good c lean ing  is a ll th a t a  p ro d u c t needs — and the 
p rice  is w orth  it. A p ro d u c t m ay  be m ark ed  dow n because  of some
th ing  th a t is h a rd ly  no ticeab le . O r the  flaw  m ay  be som eth ing  that 
m akes the p ro d u ct o f no  use to  you. If a  p ro d u c t isn 't u sab le , it's no 
b a rg a in  a t any  price.

Using Shopping Lists
I t ’s fairly  easy  to  fall in to  the  tra p  o f im pu lse  buyirfg w hen you 

d o n ’t have a  firm  idea of w h a t you w a n t before you e n te r  a  store. To 
cu t dow n on a im less buying , w ise sh o p p ers  p rep a re  shopp ing  lists. 
Like these shoppers, you w ill find th a t  a  sho p p in g  list w ill help you 
save tim e a n d  m oney. O ften, it m ay  keep you from  m ak ing  unnec
essary  shopp ing  trip s . And because  each  tim e  you go to  the  store  you 
a re  p resen ted  w ith  a n o th e r  o p p o rtu n ity  to  buy  on  im pu lse , a  shop
p ing  list m ay  he lp  you save m oney.

SUMMARY
Shopp ing  is no t easy . M ost o f u s have too  m any  w a n ts  an d  too 

little  m oney. The choices w e finally  m ake m ay  not be easy . When 
you shop, ask  tw o  q u estio n s  as  a  g u ide  to  y o u r choices. The first 
question  is "D o I need  i t? ” If you decide  you need  the  item , your 
second q uestion  shou ld  be "C an  I afford  i t? ” If you a n sw e r Yes to 
b o th  questions, th en  you  a re  rea d y  to  shop.

H ow can  you get the  best buys a n d  be a  b e tte r  sho p p er?  A few 
ru les  can  be useful.

Shop  a ro u n d . D on’t a ssu m e th a t  y o u r first im p u lse  is the best 
buy . L eam  prices. Pay a tte n tio n  to  p rices w eek a fte r  w eek so you 
can  choose the  best buy  m ore  easily . K now  w hich  s to re  you w an t to 
go to, an d  for w h a t reasons. S hop  d u rin g  the  off season . F ind the 
item s you can  buy  a t  low  prices a t  the  en d  o f the  season , o r  after a 
ho liday . P lan  before you go shopp ing . Check the  ad v e rtise m e n ts  for 
a s  m uch in fo rm atio n  as  you can  find. W atch  for sales a n d  sales 
features. All shoppers have th e  sam e  fou r th ings: som e inform ation, 
tim e, energy , a n d  m oney. I t ’s h ow  they  use th em  th a t  m akes for a 
w ise shopper.
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BUILDING
WORD
POWER

Understanding these business term s will help you to comm unicate 
more easily with others. Num ber your paper 1 through 13. Then 
write the term  that best matches each num bered definition.

1.

2 .

3.

4.
5.

8.

9.
10.

11.
12.
13.

clearance sale 
discount store 
emotional advertising 
factory outlet 
full-service store 
generic
impulse buying

promotional sale 
rational advertising 
specialty store 
unit pricing 
variety store 
warehouse showroom

Using a standard measurement as a basis for pricing different 
brands of the same product.
A sale to clear or get rid of goods that are going out of style or 
that are no longer profitable.
A store in which the custom er orders an item on display 
directly from the warehouse.
The purchase of things on the spur of the moment.
A store that sells a large num ber of inexpensive products, is 
self-service, and has lower prices.
A store that specializes in a certain line of products, such as a 
pet shop, a dress shop, or a bookstore.
An ad that attem pts to convince you with facts and other infor
mation.
A sale that gives a special buy on a new product or a product 
that is in season.
Having no brand name, a plain label, and a lower price.
A store located on factory grounds o r run by a factory, in 
which products with slight flaws may be sold.
A store that offers as much help as possible to a customer. 
An ad that appeals to your feelings.
A store that buys brand names as well as lesser-known prod
ucts in large quantities and sells a t a lower price than the 
competition.

BUILDING
READING
COMPREHENSION

1. How do generic products differ from brand-nam e products?
2. Give an example of a time when it m ight be wisest to buy a 

product that costs less than any competing product.
3. Why is unit pricing im portant in getting the best buy?
4. Name five services that may be offered by full-service stores.
5. W hat is the m ain selling point of discount stores? In what 

ways do discount stores cut their costs?
6. What is the difference between convenience stores and super

markets?
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7. How is a factory outlet different from most other stores?
8. How can advertising help you before you go shopping?
9. W hat are two types of advertising? Which tvpe is more help

ful?
10. Compare a promotional sale with a clearance sale.

BUILDING
BUSINESS
CONCEPTS

1. At the superm arket, Maria found milk on sale for $ 1.59 a gal
lon. Other stores were selling milk from $ 1.99 to $2.29 a gallon. 
Why might the superm arket have such a low price on milk?

2. Listed below are eight items. For each one, list all of the 
sources or stores discussed in this chapter thatAvould proba
bly carry the item. List the type of store you probably would 
choose if you were buying the item, and give a reason for your 
choice.
a. A week’s groceries e.
b. A birthday card f.
c. A hair dryer g.
d. A quart of milk h.

A blank cassette 
A toaster 
A sweater 
A watch

3. Of the places described in this chapter where consumers can 
buy goods and services, which do you think have a bright 
future? Do you think any of them will decrease in importance 
in the next 10 to 20 years?

4. Some discount stores sell for cash only, ask you to bring your 
own shopping bags or boxes, have no carryout service, and 
display their products in the boxes in which they were 
shipped. Why do you think such stores operate this way? What 
advantages does a consumer have in shopping in these stores? 
w hat disadvantages?

5. In what ways can catalogs be helpful to you as a consumer 
besides being used for actual purchases?

6. List at least five things you would like to buy in the next three 
months. Check the prices in catalogs, advertisements, and 
stores. Where do you find the best prices?

7. In many superm arkets, racks in front of the checkout lanes 
have a wide range of "convenience” goods on display. Why do 
you think those products such as candy, magazines, razor 
blades, and chewing gum are displayed in that way?

8. Describe the last item of clothing you bought. Why did you 
buy it? Do you still like and wear it? Would you buy that same 
item again? What influenced your choice?

9. How might your decision-making differ for the following pur
chases: groceries, a sweater, a stereo, a car?

10. When is it wise to buy products in large quantities and save?
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BUILDING
BUSINESS
EXPERIENCE

1. Cheek your telephone directory to see how many of the differ
ent kinds of stores you have studied in this chapter are listed 
for your area. Visit some and compare them in these ways:
a. Price of products
b. Number of salespeople available
c. Variety of brand names offered for each product
d. Extra services available — charge accounts, credit cards, 

delivery service, etc.
2. In some countries stores specialize in only one type of goods. 

There are no superm arkets as we know them. If our stores 
were organized just as specialty stores, what problems do you 
think consumers would have?

3. Develop a shopping list for groceries, furniture-for a home, or 
clothing. W hat factors will be most im portant to you in shop
ping for each of those items?

4. Suppose you want to buy a pair of shoes, a tennis racket, a 
cam era you will use very often, and a pair of gloves. For which 
of these items would you want to buy only the best quality? 
For which would you probably be satisfied with a less expen
sive brand that might be of lesser quality?

5. Five ounces of toothpaste cost $1.09. Eight ounces cost $1.69, 
and 9 ounces cost $1.88. Which is the best buy?

6. Bring some labels, tags, seals, or packages from various prod
ucts to class. List the information you find on those items. 
Which types of information are helpful to you? Which are not 
helpful?

7. Choose a product. Now prepare a list of buying tips for that 
product. Share your tips for shoppers with the class.

8. Check in your home to see what brand your family uses of each 
of these products: shampoo, toothpaste, facial tissues, frozen 
vegetables, bread, and laundry detergent. Check with the per
son or persons who regularly buy each of those items. Why do 
their choices? What other factors are im portant to them in 
each case?

BUILDING The graph on the next page shows the sales of nine types of retail
MATH stores. Study the graph and answer the questions below.
SKILLS

~  1. Which type of store had the highest sales for the year?
2. Classify each type of business according to the types you stud

ied about in this chapter: full-service, discount, superm arket, 
convenience, specialty, or variety store.

3. About how many billions of dollars does each type of store sell 
in a year?
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Lillian Katz

if you have ever seen any of the 
thousands of mail-order catalogs sent to 

f households every year, chances are you 
have seen a Lillian Vernon catalog. Now 
a million-dollar business, Lillian Vernon 
Corp. was once just an idea in the mind 
of a woman named Lillian Katz.

In 1951, Lillian Katz, then only 23 
years old and working out of her kitchen 
and her father's warehouse, decided to 
take a chance at selling leather belts and 
purses through the mail. Starting with 
only $2,000, she bought an 
advertisement in Seventeen magazine 
and within weeks realized a $4,000 
profit. Encouraged by her success, she 
decided to continue with the mail-order 
business.

Brightly colored catalogs have 
replaced Lillian Katz's first black-and- 
white advertisement. Now such items as 
a computerized "piggy" bank and a solid 
brass postage stamp holder make up the 
more than 800 products displayed in each 
of the 75 million or more catalogs mailed 
each year. Such growth has enabled 
Lillian Vernon Corp. to have divisions in 
Hong Kong and Italy. In addition, the 
company has a wholesale division, 
Provender, which specializes in bath, gift, 
and gourmet food items.

223

The mail-order business, also called 
direct marketing, accounts for 14 percent 
of all retail sales in this country, and the 
Lillian Vernon Corp. has a large share of 
this market. But the growing popularity 
of shopping by mail cannot be the only 
reason for the company's success, for 
there are hundreds of direct marketers in 
the business.

Rather, Katz's success stems from the 
company's convenient and quick phone 
ordering service, excellent return policy, 
and constant product updating, all of 
which are done to meet the changing 
wants and needs of her customers. 
Because of her ingenuity, perception, and 
perseverance, Lillian Katz is a 
multimillionaire.
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Facts. Figures

CHAPTER 16

The Informed 
Consumer

• Being a wise shopper is not a matter of luck. Neither is being an 
intelligent consumer. What should you know as a consumer? What is 
helpful?

• Let's say you want to buy a fairly expensive item like a tape recorder. 
How do you get your "intelligence" about it? What are your sources?

• Be prepared! is a motto of the Scouts. It's also a good motto for the 
consumer. How can you get background information before you buy 
a particular product?
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Do you know  w h a t these te rm s m ean?

ob jec tiv ity  
tra d e  associa tions 
m ass m edia

C onsum er P ro d u c t S a fe ty  
C om m ission  

C o n su m er In fo rm a tio n  C en te r

Y ou'll learn  all ab o u t these  te rm s in th is  c h a p te r.

“ I really  try  to  m ake m y m oney s tre tc h  these d a y s ,” S ue told 
h e r friend Angela. ‘‘Y ou’ve got to  look for good buys. Before w e buy 
any th ing , especially  so m eth in g  expensive like a  coa t o r  a  VCR, m y 
m o th e r  a n d  I read  everything. I m ean  every th ing! And then  w e read  
the  fine p rin t on  the  labels. And check th is. And check th a t  . . .”

Sue is m erely  try in g  to  be an  in form ed  consum er. G ood buys 
a re  no acciden t. T here  a re  a  n u m b e r  o f s tep s you can  take  to  en su re  
th a t you get yo u r sh a re  o f b a rg a in s . D eterm ine  w h a t k ind  o f infor
m atio n  you w an t a b o u t goods a n d  services. L earn  a b o u t one o r  tw o 
reliab le  sources of in fo rm ation . W hen you decide  to  buy  a  big item , 
be ready  w ith  all the  back g ro u n d  in fo rm atio n  you can  co llect.

T here  a re  books a n d  m ore  books on the  a r t  o f be ing  a  good 
consum er. You can  get them  in su p e rm ark e ts , d ru g sto res , book
sto res, and  d e p a rtm e n t sto res. They tell you how  to  save m oney. 
They tell you how  to  spend  it. T here  a re  books a b o u t how  to  m ake  a 
m illion  do lla rs  by buy ing  stock  o r  real e s ta te . Books a lso  tell you 
how  to  save m oney an d  how  to  m ake a b udget. W hat books d o n ’t tell 
you is how  re liab le  they a re  in he lp ing  you to  becom e a n  in form ed  
consum er! Choose carefu lly  if you p lan  to  use them  in co llecting  
yo u r in fo rm ation .

W hat shou ld  you look for to  he lp  you becom e a m ore  inform ed 
consum er?  In the  first p lace, in fo rm atio n  shou ld  have ob jec tiv ity ; 
th a t is, it shou ld  be based  on  facts. The source of those facts shou ld  
be c lear. Is the  in fo rm ation  based  on tests  o r  resea rch ?  Is it checked  
by experts?  O r is it ju s t the  op in ion  o f the  w rite r?  If it is the  w r i te r ’s 
op in ion , w h a t k ind  of re p u ta tio n  does he o r  she have?

Secondly , in fo rm atio n  shou ld  be a c cu ra te . It shou ld  be tru e  an d  
reliab le . N ot on ly  shou ld  the  in fo rm atio n  be b ased  on  facts, b u t a lso  
those facts shou ld  be tru e  enough  to  s ta n d  ex am in a tio n . If you can , 
check  accu racy  by c o m p arin g  several sources o f in fo rm atio n . L a ter 
in th is  c h a p te r  w e ’ll look in to  such  sources. M ost business firm s are

COLLECTING INFORMATION
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carefu l to  give a c cu ra te  in fo rm ation  because  they  know  that any
th in g  else m ay  h u r t th e ir  sales.

F inally , in fo rm atio n  shou ld  be c lear. C lear in fo rm ation  is im
p o rta n t, bo th  for he lp ing  you to  m ake y o u r decision  a n d  later for 
he lp ing  you to  m ake use of the  p ro d u ct. A business th a t cares about 
its rep u ta tio n  w ill be su re  to  give you full in fo rm atio n  and  also 
an sw er a ll of y o u r questions. For exam p le , in the  p a s t consumers 
had  a  h a rd  tim e  u n d e rs ta n d in g  in su ran ce  policies a n d  contracts. 
T hen the in su rance  business led the  w ay  in  rev ising  its con tracts  so 
th a t cu sto m ers  cou ld  b e tte r  u n d e rs ta n d  th em . S im ila rly , lending 
in stitu tio n s  such  as banks a n d  loan  agencies have  m ad e  th e ir  con
tra c ts  easie r for cu sto m ers  to  u n d e rs ta n d . These businesses also 
em ploy  people w ho  w ill an sw e r yo u r q u estio n s  a b o u t policies or 
loans in person .

SOURCES OF INFORMATION
Ju s t ab o u t everyw here  you look you can  find one o r  m ore  kinds 

o f co n su m er in fo rm ation . You can  find it on labels, in advertising, 
a n d  in specia l-in te rest m agazines. P roducers o f goods an d  services, 
n a tu ra lly , have  a  special in te res t in te lling  a b o u t th e ir  p ro d u cts . But 
nonprofit o rg an iza tio n s  an d  governm en t a t  a ll levels a lso  devote a 
g rea t deal o f tim e  a n d  energy  to  in fo rm ing  co n su m ers  o f the  advan
tages a n d  d isad v an tag es  o f various item s. And you ca n  a lw ays seek 
help  from  friends a n d  re la tives, m any  o f w hom  a re  on ly  too  willing 
to  share  th e ir  likes a n d  dislikes.

Producers of Goods and Services
The largest a m o u n t o f in fo rm atio n  a b o u t co n su m e r products 

a n d  services is p rov ided  by  business firm s th a t  m an u fa c tu re  and 
p rocess th em . O ne w ay  th a t  they  in form  is th ro u g h  advertising . 
B usiness firm s ad v e rtise  in m agaz ines  a n d  n ew sp ap ers  a n d  on tele
vision a n d  rad io . And all th a t ad v e rtis in g  is a im e d  a t  you, the 
consum er. In it th ere  is a  w ea lth  o f p ro d u c t in fo rm atio n , ranging  
from  full pages in n ew sp ap ers  to  30-second " sp o ts” on  TV. You m ay 
have m ore tim e  to  read  in fo rm ation  th a n  to  h e a r  it o r  see it. Ana
lyzing an  ad v e rtise m e n t on  te lev ision  is m uch  d ifferen t from  read 
ing ab o u t the  sam e  p ro d u c t in a  m agaz ine . You have to  so rt o u t all 
o f the  im pressions. Y ou’ve got to  se p a ra te  fact from  fiction. And, in 
th e  case of rad io  a n d  te lev ision , you m u st m ake ju d g m e n ts  ra th e r
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quickly. In fact, w hen  you have a  rea lly  se rious decision  to  m ake 
abou t an  expensive p ro d u c t, you shou ld  use a  n u m b e r  of sources of 
in fo rm ation .

As m en tioned  in C h ap te rs  14 a n d  15, labels a n d  packages a re  
a n o th e r m eans th rough  w hich  m an u fa c tu re rs  offer co n su m e r in for
m ation . S om etim es, the  labels s im p ly  list the  ing red ien ts . S om e
tim es, as  w ith  ce rta in  soup  m ixes, the  labels m ay  tell you several 
w ays of using  the  p ro d u c t. At o th e r  tim es, as w ith  w oolen sw eaters , 
the  labels m ay  p rov ide  ra th e r  d e ta iled  in stru c tio n s  for the  ca re  a n d  
m ain ten an ce  of the  p ro d u c t. S im ila r  in fo rm atio n  m ay  often  be 
found in se p ara te  in s tru c tio n a l booklets th a t a re  packed  w ith  the  
p ro d u ct o r d is tr ib u te d  as  o w n e rs ’ m an u a ls . <

Don't rely on emotional advertising. Use other sources of information.

P roducers of goods a n d  serv ices a lso  su p p ly  c o n su m e r in fo rm a
tion  th rough  b ro ch u res  a n d  p a m p h le ts  p u b lish ed  by tra d e  assoc ia 
tions. T ra d e  assoc ia tions a re  o rg an iza tio n s  set u p  to  serve th e  needs 
o f businesses th a t have  special com m on  in te rests . A m ong the  b e tte r  
know n of these a re  the  W ool B u reau  an d  the  A m erican  G as Associ
a tio n . The booklets th a t the  wool tra d e  assoc ia tion  issues m igh t 
describe  the differences am o n g  various fibers. They m igh t go in to  
g rea t de ta il ab o u t how  ce rta in  g a rm e n ts  a re  m ade . In th e  case of the 
A m erican G as A ssociation, they  m igh t s im p ly  d iscuss, for exam p le , 
the  ad v an tag es  o f gas stoves ov er e lec tric  stoves.

Mass Media
C onsum er in fo rm atio n  is a lso  m ade  av a ilab le  th ro u g h  the  m ass 

m ed ia . M ass m ed ia  a re  form s o f pub lic  c o m m u n ica tio n , such  as
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Trade shows provide an enjoyable way of obtaining product information.

new spapers, rad io , m agazines, an d  telev ision , th a t a re  d irec ted  at a 
large aud ience . For exam p le , th e re  a re  m agaz ines  th a t  a re  sup
p o rted  only  by co n su m er su b scrip tio n s . They accep t no  advertising , 
a n d  they  test p ro d u c ts  in th e ir  ow n  lab o ra to ries . The resu lts  o f such 
testing  a re  rep o rted  m o n th ly  in d ifferen t p ro d u c t lines. For 
in stance, one m o n th  th ere  m ay  be rep o rts  on  s te reo  sets, sp o rts  cars, 
soap  p ro d u cts , a n d  fifteen o r  tw en ty  o th e r  goods a n d  p ro d u cts . The 
p ro d u cts  a re  g raded  acco rd ing  to  how  w ell they  tes ted  in  the  labo
ra to ry . C om panies a re  not p e rm itte d  to  use  these  rep o rts  in their 
ads. These m agaz ines know  th a t th e ir  re p u ta tio n s  d ep en d  on the 
objective, a c cu ra te , a n d  c le a r  rep o rt o f th e ir  find ings. T he tw o  best- 
know n o f these m agaz ines a re  Consum er Reports a n d  Consumers' 
Research Magazine.

A nother m agaz ine  th a t tes ts  p ro d u c ts  in  its ow n  lab o ra to ries  is 
G ood Housekeeping. U nlike Consum er Reports a n d  Consumers' Re
search Magazine, how ever, G ood Housekeeping does no t p u b lish  the 
resu lts  o f its tests . T esting  is done on ly  to  m ake c e rta in  th a t adver
tising  c la im s m ade  by  p rospec tive  a d v e rtise rs  a re  a c cu ra te . The
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Good Housekeeping Seal of A pproval is given on ly  to  those p ro d u c ts  
th a t have been tes ted  a n d  passed  by G ood Housekeeping. P roducts  
sold w ith  the G ood Housekeeping Seal of A pproval a re  th en  covered  
by G ood H ousekeepings ow n w a rra n ty . The m agaz ine  p rom ises to 
rep lace  o r  refund  the  p ro d u c t if it is found to  be defective w ith in  one 
year.

O ther m agazines an d  new spapers , too, c a rry  specia l in fo rm a
tion  for consum ers. M agazines such  as M oney an d  Changing Times 
a re  exam ples. S om etim es th ere  a re  fea tu re  s to ries  o r  a rtic le s  o f p a r 
tic u la r  concern  to  the  buyer. T hey m ay  have a  co n su m e r question- 
an d -an sw er co lum n . The business section  o r  d e p a rtm e n t of a  daily  
n ew sp ap er is a n o th e r  good p lace to  go for in fo rm atiop  o f special use 
to  consum ers. Som e m agaz ines  a n d  n ew sp ap ers  reg u la rly  p u b lish  a 
list of booklets o r  p a m p h le ts  th a t con su m ers  can  o rd e r  a t  little  o r no  
cost. In ad d itio n , rad io  a n d  television s ta tio n s  o ften  fea tu re  people 
w ho  specialize  in c o n su m er affairs.

D oes y o u r  loca l new spaper, television  sta tio n , o r  radio  
s ta tio n  have a regular feature on  co n su m er in form ation?  
W hat types o f  con su m er p ro b lem s are d isc u sse d  in it?

Other Private Organizations
A n u m b er o f p riv a te  o rg an iza tio n s  a lso  give help  to  consum ers. 

O ne of the  b e tte r  know n of these is the  B e tte r  B usiness B u reau . T his 
o rg an iza tio n  rea lly  has a  tw o -p art task . Set u p  a n d  financed  by 
business people them selves, the  B u reau  supp lies  in fo rm ation  in 
p rin te d  form . It p roduces dozens of p a m p h le ts  describ in g  p ro d u cts  
an d  services. The B ureau  does no t test the  p ro d u c ts  o r  p rov ide  p rice  
in fo rm ation , b u t its p a m p h le ts  can  he lp  co n su m ers  lea rn  m ore 
ab o u t p ro d u c ts  before they  m ake a buying  decision . As a  second 
task , it a lso  fu rn ishes adv ice  a n d  a ssis tan ce  to  con su m ers  w ith  sp e 
cific p rob lem s. In som e geograph ica l a re a s  the  B ureau  h a s  a rb i t ra 
tion  panels  to  he lp  se ttle  c o n su m er p rob lem s.

A nother p riv a te  o rg an iza tio n  o f he lp  to  con su m ers  is the  
N ational Safety  C ouncil. It pub lishes  a  m agaz ine , Fam ily Safety, 
w hose m a jo r  a im  is to  p ro m o te  safety , especially  a ro u n d  the  hom e. 
C onsum ers will find in fo rm atio n  helpful to  th em  in m ak ing  dec i
sions. For in stance , an  issue of the  m agaz ine  m igh t include  an  
a rtic le  on m otorcycles. A lthough the  m ajo r p u rp o se  o f the  a rtic le  is 
to  describe  safe m otorcycle  use, the  in fo rm atio n  can  be used  in m ak 
ing a  b e tte r  choice ab o u t m otorcycles. Family Safety goes to  firm s
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The Better Business Bureau provides consumers with both printed information and 
personal advice and assistance

w ho give it as a  serv ice to  th e ir  w orkers. M em bersh ip  in the 
N ational Safety  Council includes business firm s, schools, public 
agencies, a n d  in d iv id u a ls  in te res ted  in  safety .

U n d e rw rite rs ’ L abo ra to ries , w h ich  p rov ides the  UL safety  label 
for p ro d u cts  tes ted  a n d  ap p ro v ed  by it, a lso  p u b lish es  m ateria ls . 
These p a m p h le ts  describe  p ro d u c ts  th a t  have  been  tes ted  against 
fire an d  e lec trica l p rob lem s. S afety  tes ts  a re  p a id  for by  th e  m an u 
fac tu rers  of p ro d u c ts  tested . T he p a m p h le ts  a re  p u b lish ed  free of 
charge  by U n d erw rite rs ' L aborato ries .

Government
For years, a  va luab le  source  o f co n su m er in fo rm atio n  h as  been 

the  U nited  S ta te s  D ep a rtm en t o f A gricu ltu re  (USDA). T hrough  its 
In s titu te  o f H om e E conom ics a n d  C oopera tive  E x tension  Service, 
the  USDA offers tra in in g  p ro g ram s, lec tu res, a n d  p a m p h le ts  cover
ing a  w ide range  o f co n su m er-re la ted  m a tte rs . F rom  these sources,
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you can  learn , for exam ple, how  to  can  o r  freeze vegetab les safely, 
how  to  choose various c u ts  o f m ea t, o r  how  to  buy  d ifferen t k inds of 
household  app liances.

Tw o governm en t agencies o f p a r t ic u la r  im p o rtan ce  to  co n su m 
ers a re  the Federal T rade  C om m ission  (FTC) a n d  the  Food a n d  D rug 
A dm in istra tion  (FDA). T he FTC p roduces in fo rm atio n  on  the  cost of 
c red it in various p laces, labeling  p ro d u cts , p ric ing  p rac tices , an d  
com petition  in business. The FDA has p a m p h le ts  a b o u t various 
foods an d  d ru g s  av a ilab le  for consum ers.

The federal governm en t h as  several agencies set u p  to  help  con 
su m ers  w ith  buy ing  decisions. O ne th a t is concerned  w ith  safety 
s ta n d a rd s  is the  C o n su m er P ro d u c t S a fe ty  C om m ission  (CPSC). In 
ad d itio n  to  se ttin g  s ta n d a rd s , it investiga tes acc id en ts  due  to  unsafe 
p roducts . T he C om m ission  h as  co n su m e r in fo rm atio n  an d  e d u ca 
tion  p rog ram s. It a lso  supp lies  film s a n d  speakers a t low o r  no  cost, 
a n d  its  Fact Sheets a re  free. E ach  y e a r  the  C onsum er P roduct Safety  
C om m ission w orks on  a  few special safety  p rob lem s. The C om m is
sion a lso  ru n s  a  C onsum er P roduct Safety  H otline , w h ich  gives 
consum ers in sta n t te lephone service to  rep o rt safety  p ro b lem s w ith  
p roducts .

An im p o rta n t federal govern m en t c o n su m er o rg an iza tio n  is the 
C onsum er In fo rm a tio n  C en te r  in Pueblo, C olorado . It h as  tw o 
m ajo r functions. F irst, it a tte m p ts  to  encou rage  govern m en t ag en 
cies to  release  in fo rm ation  of he lp  to  con su m ers. And second , it 
encourages consum ers  to  com e a n d  get it! The C en ter pub lishes  a 
free Consumer Inform ation Catalog th a t lists ov er 200 federal p u b li
c a tio n s  o f in te res t to  th e  consum er. These cover such  top ics as 
m oney m an ag em en t, w ays to  m ake  b e tte r  shopp ing  decisions, an d  
w ise use of p ro d u c ts  a n d  services.

At the  s ta te  a n d  local levels, the  k inds a n d  a m o u n t o f co n su m er 
in fo rm ation  av a ilab le  vary  from  co m m u n ity  to  co m m u n ity . Som e 
s ta te s  have agencies very  s im ila r  to  those a t  the  federal level. O thers  
have not m oved q u ite  so fa r  as yet. B u t m ost s ta te s  do  have  one o r  
m ore  governm en t sources of c o n su m er in fo rm atio n . Local govern 
m en ts  a lso  differ g rea tly  in  how  m uch  c o n su m er in fo rm atio n  they 
provide. O ften th is  d ifference dep en d s on th e  size o f the  co m m u n ity , 
w ith  the la rg e r ones offering a  choice o f sources. In  an y  even t, your 
local te lephone book is a  good p lace to  s ta r t  w hen  seeking co n su m er 
in fo rm ation .

What state or local government sources o f  consumer
information are available in your community?
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Friends and Relatives
S om etim es people do  not look before they  leap. Som etimes, 

too, the in fo rm ation  is rig h t next door. A friend  w h o  h as  a pair of 
shoes like those you p lan  to  buy  can  p rov ide  you  w ith  excellent 
in fo rm ation . W ord-of-m outh  ad v ertis in g  can  be very  helpful, not 
on ly  to  the  business firm  b u t to  the  p o ten tia l consum er. If you plan 
to  buy an  expensive p ro d u ct o r  service, ask  y o u r friends o r  family 
first. You m ay  not have to  go an y  fu rther.

R em em ber, how ever, th a t y o u r in te res ts  a re  not exactly  the 
sam e  as those o f o thers . O ne person  m ay  have a p reference for a 
c e rta in  p ro d u ct. A nother person  m ay  have h ad  e ith e r  very good or 
very b ad  dea lings w ith  a  p a r t ic u la r  s to re . These p references and 
dealings m ay  affect th e ir  reco m m en d a tio n s . So you have  to be 
aw a re  of the  ind iv idual differences a n d  take th em  in to  consider
a tio n  before you decide.

USING THE INFORMATION
If consum ers  do  not use the  in fo rm atio n  av a ilab le  to  th em , the 

in fo rm ation  does them  no good. S o m etim es con su m ers  do  not make 
w ise decisions. They m ay  buy  because  "a  new  sh ir t w ill ch eer me 
u p .” They give in to  th e ir  im pu lses, m oods, o r  feelings —  a n d  buy. 
They m ay not rea lly  need  the  item s. T hey ju s t w a n t "som eth ing  
new .” If you have ever bough t for an y  o f these  reasons, you have 
given in to  yo u r im pu lses a n d  feelings.

S om etim es con su m ers  ju s t do  not b o th e r  to  find o u t about 
p ro d u c ts  they  w an t to  buy . They m ay  ignore in fo rm atio n  th a t is 
easily  av a ilab le  to  them . For sm all p u rch ases , buy ing  the  w rong 
item  m ay  not be too serious. You c a n ’t m ake all o f y o u r buying 
decisions on ly  a fte r  hou rs  o f finding o u t a b o u t the  av a ilab le  buys. 
For big pu rchases , though , som e e x tra  effort to  becom e well 
in fo rm ed  is w o rth  it. You m ay  save tim e, tro u b le , a n d  m oney 
th rough  yo u r research .

C onsum ers co m p la in  th a t they  d o n 't  have enough  in fo rm ation  
to  m ake w ise decisions. B usiness peop le  co m p la in  th a t consum ers 
d o n ’t know  w h a t they  w a n t because  they  h a v e n ’t m ade  use o f the 
in fo rm ation  av a ilab le  to  them . The fau lt m ay  be som ew here  in 
betw een . For a  long tim e  co n su m ers  d id n ’t know  they  h ad  a  rig h t to 
be inform ed. And for a  long tim e  business took it for g ran te d  that 
consum ers knew  all they  w an ted  to  know .
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Som e p ro d u cts  a re  easy  to  select. Those w e buy  frequen tly  an d  
can  com pare  easily  w ith  o th e r  b ra n d s  a re  no p ro b lem  to p ick  
w isely. C om petition  helps w ith  easy  selection . P roducers of h ighly  
com petitive  p ro d u c ts  a re  qu ick  to  p rov ide  easy -to -u n d erstan d  in for
m ation  on  th em . If you  have fifteen d ifferen t b ra n d s  o f to o th p a s te  to  
pick from , som etim es i t ’s only  a  d ifference in p rice .

O n the o th e r  h an d , p ro d u c ts  th a t  change  often  o r  a re  bough t 
seldom  m ay not be so easy  to  select. For exam p le , buy ing  a  c a r  is a 
b ig decision. W hether new  o r  used , a  c a r  costs a  lot o f m oney. M ost 
people keep a  c a r  for several years , so  you d o n ’t w an t to  live w ith  a 
b ad  decision o r  a  lem on. You need all the  in fo rm atio n  you can  
get — as well a s  a  little  b it of luck. A ppearance  o f the ca r, ro o m i
ness, com fort, econom y, gas m ileage, and price  a re  a ll fac to rs to  
consider. A c a r  is a  big decision , p e rh a p s  one of the  b iggest co n 
su m e r decisions y o u ’ll m ake.

What was the last major consumer decision that you or 
your family had to make? To what source o f  consumer 
information did you go for help?

H ow  can  you  m ake b e tte r  decisions? As you know  by  now , there  
is help  ava ilab le  if y o u ’re  looking a n d  listen ing . A dvertising, g overn 
m en t agencies, p r iv a te  agencies, research  rep o rts , test resu lts , co m 
parison  shopping , in fo rm ation  on labels an d  in ca ta logs, an d  ju st 
p la in  w ord-of-m outh  can  help . In fo rm atio n  th a t is m ean ingfu l m u st 
be so rted  ou t from  puffs, o r  ex aggera ted  c la im s a b o u t a  p ro d u c t. An 
ad v e rtisem en t th a t says " C a n ’t be  b e a t!” a n d  "G u a ra n te ed  for one 
y e a r” co n ta in s  bo th  a  pu ff a n d  a  m ean ingfu l p iece o f in fo rm ation . 
"G u a ra n te ed  for one y e a r” is helpfu l —  “C a n ’t be b e a t!” is no t.

SUMMARY
T he inform ed co n su m er is the  w ise sh o p p er. All o f u s sa tisfy  o u r  

w a n ts  an d  needs in the m ark e tp lace . W e need  to  be in form ed  ab o u t 
the  goods a n d  serv ices o u t there . E ssen tia lly  th a t involves read in g , 
observ ing , a n d  listen ing . We get o u r  in fo rm atio n  from  the  m ass 
m ed ia , from  governm en t, from  special o rg an iza tio n s , from  in d iv id 
uals , a n d  from  business itself. W h eth er i t ’s an  a d v e rtise m e n t o r  a 
ca ta log  listing, w e have  to  know  w h a t to  screen  o u t a n d  w h a t to  
observe carefully .

For im p o rta n t co n su m er decisions, w e can  m ake use o f o rg an i
za tio n s  an d  in fo rm ation  th a t  a re  in ten d ed  to  he lp  us. Aid is there .
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O ften the co n su m er is h is o r  h e r  ow n  w o rs t enem y. In fo rm ation  can 
be a s  close a s  yo u r closest friend  — a n d  as  av a ilab le  as the daily 
new spaper. Use it!

BUILDING
WORD
POWER

Understanding these business term s will help you to communicate 
more easily with others. Num ber your paper 1 through 5. Then 
write the term  that best matches each num bered definition.

Consumer Information Center 
Consumer Product Safety Commission 
mass media

objectivity 
trade association

1. Public communication, such as newspapers, radio, magazines, 
and television, that is directed at a large audience.

2. A federal government consumer organization that attem pts to 
encourage government agencies to release information of help 
to consumers and publishes a catalog of federal publications of 
interest to consumers.

3. The state of being based on facts.
4. An organization set up to serve the needs of businesses with 

common interests.
5. A federal government agency formed to set safety standards, 

investigate accidents due to unsafe products, and inform and 
educate consumers.

BUILDING
READING
COMPREHENSION

1. If information is to help you make your buying decisions, what 
three characteristics should it have?

2. In what ways can you check the accuracy of information about 
products?

3. Name two of the better-known trade associations.
4. How do Consumers' Research Magazine and Consumer Reports 

help consumers?
5. What does the Good Housekeeping Seal of Approval mean to a 

consumer?
6. W hat types of information do each of these private organiza

tions provide to consumers: (a) Better Business Bureau, (b) 
National Safety Council, and (c) Underwriters’ Laborato
ries?

7. Name some services offered by the United States Department 
of Agriculture through its Institute of Home Economics and 
Cooperative Extension Service.

8. How does the Consumer Product Safety Commission help con
sumers?
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9. What is word-of-mouth advertising? What are the drawbacks 
to this kind of advertising?

10. Give an example of a puff. Why is a puff not helpful to a con
sumer in making a buying decision?

BUILDING
BUSINESS
CONCEPTS

1. If you were going to buy a new radio, what do you think would 
be your best sources of information before you bought?

2. What types of information do you find on tags and labels on 
clothing? Are there other types of information that you think 
should be included?

3. List two ways in which trade associations serve the needs of 
businesses as well as those of consumers. .*

4. How do you define a wise consumer? List several characteris
tics of a wise consumer.

5. Think of the last time you bought a "big item." What types of 
"research" did you do before you bought that item? What 
sources of information could you have used that you did not 
use before making your choice? Did you make a wise choice? If 
not, why was it not a wise choice?

6. Discuss the kinds of consumer purchases that are typical of a 
person at each of these stages of life:
•  Junior high
•  Senior high
•  A single working person
•  An elderly person
Bev is selling her car. She has advertised it as an "original- 
owner car, 52,000 miles, new tires, $5,950.” What suggestions 
would you make to someone who is interested in Bev’s car? 
What should the person do before buying?
Which of these advertising claims are helpful? Which are 
puffs?
a. New mouth-watering desserts
b. Costs 10% less than Marathon Company’s running shoes
c. Machine wash and dry on delicate setting
d. Best deal in town
e. Protects you for five full hours
f. Relieves itches and rashes immediately
g. Save 20% for these three days only
h. No additives
i. You’ll be the envy of your crowd

9. What types of information do you think salesclerks should be 
able to provide to a customer? For example, what questions 
should a salesclerk in a children’s clothing store be able to 
answer?

7.

8.
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10. Chock a recent issue of Good Housekeeping, Consumer Reports, 
Consumers' Research, Money, or Changing Times. What types of 
information do you find that would be helpful to consumers 
before buying goods or services? Does the magazine have a 
consumer question-and-answer column? Why can you gener
ally trust the information? Report to your class on an article or 
consumer service listed in the magazine.

1. Prepare a list of sources of consumer information in your city 
or local area. Use the phone book as a resource for finding 
those sources.

2. Check a recent issue of your local newspaper or tfie newspaper 
of a large city in your state. Find an example of these types of 
consumer news:
a. Reports of investigations of consumer problems on the 

local, state, or national level.
b. Reports on product tests or evaluations.
c. “Action Lines” or similar columns offering aid in solving 

consumer problems.
3. Bring five labels from various types of products to class. What 

types of information are provided on the labels? What other 
information is needed or would be helpful?

4. Study the ads for different products in magazines, newspa
pers, and catalogs. What types of information do they provide? 
Do they include puffs? Is the information accurate, objective, 
and clear?

5. Interview someone about consumer experiences he or she has 
had. Ask these questions:
a. Do you check newspaper ads before shopping?
b. Do you collect coupons to use in your shopping?
c. Do you read any consumer magazines for help in selecting 

before you buy? Which ones?
d. If you had a problem with a product, where would you turn 

for help or information?
Report your findings to your class.

6. A mail-order nursery offers live strawberry plants for home 
gardeners at these prices: 25 plants for $2.25 or 100 plants for 
$5.95. The postage and handling charge for each order is an 
additional 75 cents. A local garden center sells similar plants 
at these prices: 12 plants for 99 cents or 100 plants for $8.00. 
Considering the postage and handling charge for mail orders, 
which is the best buy for 25 plants? for 100 plants? How much 
can a consumer save by choosing one seller over the other?

BUILDING
BUSINESS
EXPERIENCE
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BUILDING
COMMUNICATION
SKILLS

m
Characters: Carolyn, a student at Riverdale High; and Willis, her 

friend, who has found a real bargain — he thinks!

Carolyn: Willis! Where did you get that headset? That’s great!
Willis: From that guy who has the display in the back of his van 

near the bank. Did you see him? He really has some good 
deals.

Carolyn: How much did it cost you? Was it a good buy?
Willis: He said it was a really good buy. He sells at a discount. He 

said I’d have to pay about five dollars more at Radio Haven. 
And he said he didn’t sell at that price to just anybody.

Carolyn: Willis, are you sure you got a good buy? Is Radio Haven 
five dollars higher?

Willis: Oh yes, I got it at a discount.

A few days later
Carolyn: Willis, where’s your headset?
Willis: It won’t work. All of a sudden it just went dead. I put new 

batteries in it, but it still won’t work.
Carolyn: That's too bad. Will the salesperson who sold it to you 

give you your money back or fix it?
Willis: No, he said that when he sold it at a discount, that was it. 

No refunds, and there is no guarantee with it.
Carolyn: What are you going to do?
Willis: I guess I can’t do anything about it this time. Next time I’ll 

just try to check things out better.
Carolyn: Maybe you should have checked with some of the elec

tronics stores around town before you bought this time, or 
you could have checked with some other places.

Willis: How could I have found out whether that salesperson was 
on the level?

Can you help Willis?

1. What advice would you give him about buying from a sales
person who has a display in his van?

2. Where would you suggest Willis go to get better information 
before buying?

3. What can Willis do now? Where can he go for help?
4. What kinds of protection do people like Willis have?
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Editor
When you hear a story on the radio, 

see a program on television, or read an 
article in a magazine, do you think of 
ways in which you could improve it? If 
so, you might make a great editor.

Editors must think about the way 
their information will look or sound in its 
final form. They are responsible for 
planning and supervising a project and 
assigning jobs to assistants and writers. 
Other duties might include coming up 
with new ideas for articles or a plot for a 
television program.

The working environments and work 
weeks for editors can vary greatly, too. 
Some editors may work in quiet, private 
offices. Others might be surrounded by 
noisy typewriters and word processing 
equipment.

In the field of broadcasting, the 
responsibilities of the editor are usually 
fulfilled by a program director. Program 
directors are likely to work weekends 
and nights to meet a deadline or to 
prepare an unexpected story. Editors of 
written materials that are published 
frequently — newspapers, magazines, 
and newsletters —  also work long hours 
to meet constant deadlines. However, the

work week of those who edit textbooks 
or best sellers may not be as hectic.

Although a college degree is usually 
required for a career as an editor, there 
is no required area of study. Some 
editors have backgrounds specific to their 
fields, such as science or history, whereas 
others have studied English or journalism. 
Editors must have excellent writing skills, i 
as well as a knowledge of correct 
grammar, punctuation, and spelling.

The future for present editors and 
those hoping to become editors looks 
promising. The field is especially good for 
those interested in computers and 
technology. As the information 
processing field grows, so too does the 
number of people using this equipment. 
These users will depend on editors more 
and more to present the information 
they need in a language they can 
understand.
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CHAPTER 17

Protecting Your 
Consumer Rights

As a consumer, you may well ask, "Why do I need protection?" 
Doesn't the government protect us? Won't a firm go out of business 
if it doesn't play fair?
Some of the same agencies that supply information also enforce 
consumer regulations. What do you think needs regulating? Do you 
feel consumers have enough muscle in the marketplace?
"You mean there's a cost for consumer protection!" Everything costs 
money. Why would safety cost? or protection? Who pays it?
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Do you know w hat these term s m ean?

grade labels 
utilities
small claims court

w arranty 
express warranty 
implied w arranty

You’ll learn all about these term s in this chapter.

There are  m any governm ental and  private organizations aimed 
a t inform ing and protecting the consum er. Som e of these agencies 
you have already heard  about: the N ational Safety Council, Under
w riters’ Laboratories, and  the Consum er Product Safety Commis
sion. Why do we have so m any?

Think about the num ber of consum er p roducts and  services 
that are available. How could one agency keep up w ith  all of them, 
handle consum er inquiries and com plaints, and  give help? No one 
agency could do that, so governm ent agencies have been set up in 
specialized areas. Som e departm en ts  of the governm ent have bu
reaus o r offices to  handle consum er affairs. Private business firms, 
too, have set up  departm en ts to work on behalf of consum ers. Large 
retailers, au to  m anufacturers, and  o ther large corporations often 
have departm en ts of consum er affairs o r panels of representatives 
to help consum ers w ho have questions about the ir p roducts or the 
servicing of those products.

N ew spapers and  television stations often have consum er affairs 
specialists. You m ay have heard  consum er affairs reporters on your 
local TV station report on products, businesses, o r  services. These 
reporters find consum er news, investigate consum er problem s, and 
advise consum ers on how to protect them selves. They try to make 
consum ers be tte r inform ed. Consum er m agazines are a help, too. 
From the national level on dow n, the w elfare of the consum er has 
received a great deal of a tten tion .

PROTECTION BY THE FEDERAL GOVERNMENT
In practically  every m ajor b ranch  of the federal government 

there is an  office o r agency set up for consum er affairs. For example, 
the Food and  Drug A dm inistration has an  Office of Consumer 
Affairs. O ther governm ental agencies have s im ilar offices tha t are 
specifically set up to provide inform ation to consum ers o r  to help 
them .
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Agencies Offering Consumer Protection
Not all of the agencies that serve and  protect the consum er 

have the w ord consumer in the ir nam es. At the national level, for 
instance, several cabinet departm en ts have considerable responsi
bility for consum er protection. Several of the m ajor federal agencies 
tha t offer consum er protection are described in the parag raphs on 
the following pages.

D epartm ent o f  Agriculture. Most of the activities of the 
United S tates D epartm ent of Agriculture (USDA) rela te  in one way 
or ano ther to m atters affecting the consum er. One of the more 
im portan t duties of the departm en t is protecting and  m ain tain ing  
standards of quality  in the daily food supply of the nation. It does 
this through inspection of m eat and  poultry  products in particu lar. 
In addition, the USDA grades m eat and  m eat products, eggs and 
bu tter, and  both fresh and  canned fruits and  vegetables. Grade 
labels, labels tha t indicate levels of quality , help consum ers to judge 
the products. The s tandards for grades are set by the USDA. For

The USDA checks the quality of much of our food supply.
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exam ple, U.S. Prime is the best quality  of beef, followed by Choice, 
Good, and Standard. The USDA also furnishes num erous pamphlets, 
booklets, and  o ther prin ted  m ateria ls on ag ricu ltu ra l program s and 
on products and  services for consum ers.

Occupational Safety and Health Administration. At least one 
agency in the federal governm ent has responsibility  for safety and 
health  standards tha t affect both w orker and  consum er. This 
agency, the O ccupational Safety and  H ealth Administration 
(OSHA), is located in the D epartm ent of Labor. OSHA conducts 
investigations to see tha t safety and  health  regulations on the job 
are m aintained.

National Bureau o f  Standards. The N ational B ureau of Stan
dards sets s tandards, particu larly  for w eights and  m easurem ents, 
and  conducts tests on consum er product safety. Once these stan
dards have been established, m anufacturers m ust m eet the stan
dards in the ir products. For exam ple, a  food package m ust contain 
the am ount specified on it. Package sizes are standard ized  to some 
extent and checked by the B ureau. It also looks into possible fire 
dangers in clothing and  o ther consum er goods.

United States Postal Service. You m ay not think of the post 
office as a place to go w ith a consum er com plain t. But anything 
having to do w ith  a m ail-order problem  is a  m a tte r  for the United 
S tates Postal Service. The m ails cannot be used to  cheat people. If 
you order by m ail and  do not receive your o rder, ask the Postal 
Service for help. If you have been cheated by a com pany, the Postal 
Service m ay take legal action to get your m oney back. On this and 
o ther m atters, it has a special departm en t to  help p ro tect your 
rights.

Federal Trade Commission. One m ajor responsibility  of the 
Federal Trade Com m ission (FTC) is to  pro tect consum ers against 
unfair advertising. If a com pany m isleads you to  believe its product 
can do things it really c a n ’t, the FTC can step  in and  have the adver
tisem ent corrected. A nother im portan t responsibility  of the FTC is 
to prom ote fair com petition. In o th e r w ords, it gets involved w ith 
possible monopolies. If a com pany tries to cheat o r  trick a  con
sum er, the com pany is guilty of fraud and  the FTC can step  in. The 
FTC has the au thority  to  stop unfair business practices, such as 
fraud, tha t lim it com petition  o r th a t m ay h u rt consum ers. The Com
m ission also enforces the Fair Packaging and  Labeling Act and  the 
Fair Credit R eporting Act.

Food and Drug Administration. Located in the D epartm ent
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of H ealth and H um an Services, the Food and  Drug A dm inistration 
(FDA) protects consum ers from im pure and  unsafe foods, drugs, cos
m etics, and health  aids. The FDA tests new health  and  drug prod
ucts and  has the pow er both to  allow  them  on the m arket and  to 
rem ove them  from the m arket if they are unsafe. It also has the 
pow er to inspect and  to judge p lan ts w here food and  health  aids are 
processed o r m anufactured.

The FDA tests a variety of health and drug products.

Do you know  o f  any products that the FDA has either 
rem oved from  the m arket or kept from  being placed on 
the market? Name some.

National Highway Safety Administration. A nother agency is 
set up just to deal w ith safety problem s in cars and  o th e r m otor 
vehicles. The N ational H ighway Safety A dm inistration has the 
pow er to  establish and  regulate vehicular safety. At tim es it m ay 
even require autom obile m anufacturers to recall, o r take back and  
fix, unsafe cars. In such cases, the m anufactu rer m ust pay the cost of 
correcting the unsafe feature.

Consumer Product Safety Commission. The m ajor responsi
bility  of the Consum er Product Safety Com m ission (CPSC) is to 
prom ote safety in the m arketplace. This agency tests consum er 
products for safety and  has the right to rem ove unsafe products 
from the m arketplace. The Comm ission also has the pow er to 
enforce safety legislation.
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Toll-Free Hotlines
The federal governm ent also provides toll-free hotlines for con

sum ers. One hotline is for product safety. Consum ers can call to ask 
about or to report on product safety. Another hotline is for questions 
about solar-energy system s for heating and  cooling. Another lets a 
ca r ow ner know w hether his o r her ca r has been recalled by the 
m anufacturer for defects. Most of the m ajor governm ent agencies 
have such hotlines for special problem s.

What areas cause consumers the m ost problems?

STATE AND LOCAL PROTECTION
Almost every consum er has a nearby source of protection. Now

adays there are consum er affairs offices all over. Som e states have 
set up  consum er protection bureaus. In o ther sta tes the sta te  attor
ney general’s office handles consum er affairs. A few states have 
“ Hot Lines,” toll-free telephone num bers tha t consum ers can call to 
report problem s. At the local level, the consum er affairs office may 
be the best bet. In all of these cases, the sources generally will help a 
consum er w ho is having trouble w ith a business.

Since utilities, com panies tha t provide electricity , gas, and 
w ater, are legal m onopolies, they could control the prices they 
charge consum ers. However, there is in each sta te  a public utilities 
commission  tha t regulates rates. It is especially im portan t in times 
of inflation and  rapidly  rising costs to  have som e w ay of checking 
and  approving ra te  increases. In tha t w ay consum ers are  protected 
from unfair high prices. Usually, a u tility ’s request for a rate 
increase is followed by a public m eeting. At tha t m eeting individual 
consum ers have a right to speak out. The com m ission listens to both 
the consum ers and  the u tility  before m aking a decision. In a similar 
way, sta te  insurance com m issions control and  approve insurance 
ra te  increases.

A nother protection for consum ers com es from a  departm ent 
som etim es called W eights and  M easures or, in o th e r states, Division 
of S tandards. As m ay be apparen t, this agency is responsible for 
checking scales, packages, gasoline pum ps, and  labels for true 
w eights and  m easures. Consum ers can be cheated by a  short weight, 
a m easure of a product tha t is less than  it should be. If short weights 
are being given, the inspector has the au tho rity  to o rder the prod
ucts rem oved from the m arket.
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Sometimes consumers are cheated by a short weight.

As a final m eans of securing the ir rights, consum ers can go to 
court. All the states have sm all claim s courts tha t, as the nam e sug
gests, deal w ith m inor legal m atters up to a certain  am ount of 
money. In m ost states, a consum er m ay bring a case to court w ith 
little cost and  w ithout a lawyer. Indeed, som e sta tes do not perm it 
lawyers, and  others allow the consum er to decide w hether he o r she 
w ants to be represented by a lawyer. A sm all claim s court can han
dle consum er problem s over m oney o r personal property . The lim it 
of the claim  varies from as little as $25 to not m ore than  $3,000. 
Typical problem s include one consum er ow ing ano ther and  not 
paying, a tenant w ith landlord trouble, and  trouble w ith  a product 
o r service purchased from a business firm.

Another problem  for sm all claim s courts has to do w ith  w ar
ranties. A w arran ty  is a prom ise tha t a product is of a certain  quality  
o r will perform  in a certain  m anner. An express w arran ty  is one that 
specifically sta tes in w riting  w hat the product is o r will do. An 
im plied w arran ty  is one tha t is understood but not necessarily 
sta ted  in w riting. For exam ple, if you buy an electrical appliance, 
you assum e tha t it will work if you tu rn  it on. Even though you do 
not have a w ritten  prom ise, you have a right to assum e tha t the 
p roduct will work, especially w hen you first purchase it. That 
understanding  is an  im plied w arran ty . Both express and  im plied 
w arran ties often becom e a m a tte r of d ispu te  in sm all claim s court 
w hen consum ers feel they have been cheated.

In some geographic areas. Legal Aid Societies provide legal 
assistance on consum er problem s for people w ith  little  money.
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There are certain  requirem ents tha t m ust be m et before a person is 
eligible to use these services.

PRIVATE CONSUMER ORGANIZATIONS
The governm ent is by no m eans the only source of help for 

consum ers. A glance a t your telephone book under the title Con
sumer will give you the nam es of m any nongovernm ental organiza
tions involved w ith  consum er welfare. These private, not-for-profit 
organizations also are  dedicated to protecting consum er rights.

One of the largest national organizations is the C6nsum er Fed
eration of America, w hich has about 30 m illion m em bers. It is made 
up of national, s ta te , and  local nonprofit groups w ho have a com
mon interest in legislation a t the federal level. W hen Congress 
considers bills affecting consum ers, the organization lets its mem
bers know. More than  keeping them  up to date, the organization 
also actively engages in prom oting o r working against specific leg
islation. The N ational Consum ers League is an o th er organization 
tha t works for o r against specific legislation affecting the welfare of 
the consum er.

Another private, nonprofit o rganization w hose m ajor purpose 
is consum er protection is C onsum ers’ Research, Inc. This organiza
tio n ’s Consumers’ Research Magazine, w hich you read about in the 
previous chapter, is an  im portan t source of consum er information. 
The organization tests and  rates products. It has three categories of 
ratings: Recom m ended, In term ediate, and  Not Recom m ended. The 
results of the tests and  the ratings are  published in the magazine. 
Since products are  tested for the ir safety o r health  features, among 
o ther things, this can be very useful to the consum er.

A sim ilar independent, nonprofit o rganization publishes the 
m agazine Consumer Reports. A subscription to the m agazine makes 
one a voting m em ber of Consum ers Union, w hich is the publisher. 
Consum ers Union also tests and  ra tes products, and  p rin ts  the 
results in the m agazine. One o r m ore p roducts are custom arily  rec
om m ended as "Best Buy." C onsum ers Union also publishes books 
and  pam phlets on subjects of in terest to consum ers.

One of the better-know n consum er protection agencies is the 
B etter Business Bureau, about w hich you have read. This nonprofit 
organization is supported  by local businesses. It collects informa
tion on business firms, handles com plain ts abou t them , and  distrib
utes consum er inform ation. If you have a com plain t against a
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You can get help with a complaint by calling the Better Business Bureau hotline.

business, the B ureau will try  to find a  satisfactory solution. How
ever, it is not a legal aid agency and  cannot enforce the law . It also 
will not recom m end one business over ano ther. The B etter Business 
B ureau can help you only if you haven’t obta ined  any satisfaction on 
your problem  from a particu la r business firm.

Som e industries have consum er assistance panels. One of these 
is the M ajor Appliance Consum er Action Panel. This o rganization is 
set up to solve problem s involving large appliances such as d ish
w ashers, w ashing m achines, kitchen stoves, freezers, an d  refrigera
tors. If a consum er cannot solve a problem  w ith  the m anufactu rer of 
a large appliance, this organization provides a panel of p rivate  cit
izens to hear the facts and  recom m end a  solution. About 80 percent 
of the cases are settled  to the satisfaction of both  sides, even though 
they are not forced to accept the recom m endation. W hat m akes this 
organization unique is tha t it uses a panel to  solve consum er p rob
lems. It is the largest and  m ost effective of its kind.

Many large businesses offer consum er assistance. For instance, 
Sears, Roebuck and  Com pany, G iant Foods, J.C. Penney Com pany,
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K raft Foods, and  M ontgom ery W ard are ju s t a  few of the companies 
tha t have special consum er affairs departm ents. These departments 
furnish consum er inform ation, including how to get the most for 
your money w ith the com pany’s products. In addition , they provide 
published m ateria ls  on consum er m atters  a t little o r no cost.

PROTECTION COSTS MONEY
Needless to say, providing for safety and  protection costs 

money. Although you m ay not pay d irectly  for a governm ent agency 
to regulate for your safety, you do pay in taxes. You m ayb lso  pay for 
protection through higher prices. Safety features tha t a manufac
tu rer builds into a product cost money. That ex tra  cost is usually 
passed along to the consum er as a h igher price for the product.

The cost of safety features added  to autom obiles is an example 
of costs being passed along to  the consum er. Suppose it costs $600 
per ca r to make safety changes in autom obile design. That cost 
includes a num ber of things. There are people w orking in both the 
office and assem bly line to m eet regulations. There are  design engi
neers. There are  test tracks and  test drivers for cars. The cost 
includes new designs in seat belts, exhaust controls, and  other 
safety features.

Every year m anufacturers try  to m ake the ir cars safer. Is the 
ex tra  cost w orth  the benefits gained? The cost of add itional protec
tion can be easily figured. The value of the benefits gained is another 
story. It is difficult to put a value on this. W hat value do you put on a 
life saved, for exam ple?

In the automobile industry, costs for safety may be fairly 
obvious. How do you measure safety costs in a new 
building, an airplane, or those o f a factory in keeping the 
air cleaner? Who pays for it? How much do they pay?

SUMMARY
Is protection w orth all tha t it costs us? There are  public and 

private organizations and  the m ass m edia all giving us help. Most of 
tha t help we pay for in one w ay o r another, probably  directly 
through the price tag on the product. I t ’s difficult to  know exactly 
w hat the cost of protection is, and  w hether tha t protection is worth
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the cost. We know tha t governm ent a t all levels helps to protect 
consum er rights. So, too, do m any businesses and  private agencies.

The consum er doesn’t go it alone. We m ust pay the cost for 
others to protect us. Let’s face up  to ou r responsibilities as inform ed 
consum ers. R em em ber, we make a m ost im portan t con tribu tion  to 
ou r business and  econom ic world!

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

express warranty 
grade label 
implied warranty

small claims codrt
utilities
warranty

1. A court that deals with minor legal matters up to a certain 
amount of money.

2. A warranty that specifically states in writing what a product is 
or will do.

3. A label that indicates the quality level of a foodstuff.
4. A promise that a product is of a certain quality or will perform 

in a certain manner.
5. Gas, electric, and water companies.
6. A warranty that is understood but not necessarily stated in 

writing.

BUILDING
READING
COMPREHENSION 2 .

3.
4.

5.

6 .
7.

8.

10.

How can a TV station’s consumer affairs reporter help con
sumers?
What is the purpose of OSHA?
How does the Postal Service protect consumers?
What products are graded by the United States Department of 
Agriculture? How do their grade labels help consumers? 
What action may the Food and Drug Administration take if it 
finds a dangerous product being offered to consumers?
Why are utilities so closely regulated?
Give three examples of types of cases that are often brought to 
small claims court.
What is the difference between an express warranty and an 
implied warranty?
What services do Consumers’ Research, Inc., and Consumers 
Union furnish to consumers?
Name several additional sources of consumer help besides 
government agencies.
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BUILDING
BUSINESS
CONCEPTSa

1. For the past few years, auto repairs have led the list of con
sumer complaints. What reasons can you give for consumers 
having more problems with that area than any other?

2. Businesses often conduct consumer research to find out what 
consumers want and need in their products. In what ways 
does such research protect consumers?

3. Of what value is a warranty to you as a buyer?
4. One warranty states: "This warranty does not cover damage 

resulting from accident, misuse, or abuse. This warranty cov
ers products purchased and retained within the United States 
wherever you may live or even if you move.” Why does the 
manufacturer make these statements?

5. Smoke and soot from a factory are ruining the paint on your 
house. What steps should you take to solve the problem?

6. Why do you think the need for consumer protection has grown 
over time?

7. Some people say that the government should not be so active 
in consumer protection. What reasons do you think they might 
give for their opinions?

8. Why do large companies have entire departments devoted to 
consumer affairs?

9. How does the Better Business Bureau help consumers?
10. Some people argue that consumers are intelligent enough to 

make wise choices in buying goods and services and don’t 
need all of the protection that is provided. Others say that 
consumer affairs offices and government agencies are needed 
for consumer protection. With which side do you agree? What 
points support your side?

BUILDING
BUSINESS
EXPERIENCE

1. What toll-free hotlines for consumers are listed in your local 
telephone directory? Check under these headings: "Govern
ment Offices — Local,” “Government Offices — State,” and 
"Government Offices — U.S.”

2. Check the warranty on a new product that you or someone else 
has bought. If you do not have a new product, check the war
ranty label on a product in a local store. What kinds of 
protection are offered by the warranty? What can a consumer 
do if the product is defective in any way? If possible, copy the 
warranty information or bring the warranty to class.

3. Bring a popular magazine to class. List all of the products that 
are advertised in that magazine. Opposite the name of each 
product, indicate whether or not a seal, label, certified test, or 
other evidence of quality is included in the advertisement. List 
the type of proof given.
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BUILDING
MATH
SKILLS

4. Study an issue of Consumer Reports or Consumers' Research 
Magazine. List the types of products that are reported. What 
types of information about each product are given to you in 
each magazine? What difference do you find in the types of 
information given?

5. Find out what the laws say about mail orders and about mer
chandise you receive that you did not order. What is your legal 
responsibility for such merchandise?

1. Kenny is shopping for some new jeans. One brand is priced at 
$30 a pair, another at $19, and a third at $22. He plans to buy 
three pairs. How much will three pairs cost him in each case? 
The sales tax in his state is 7%. What will be the amount of 
sales tax on three pairs of jeans of each brand? What will be his 
total cost for three pairs of each brand?

2. In 1985 a law was passed to allow generic copies of brand- 
name medicines whose patents had expired. John Stamps 
found the generic copy of his brand-name medicine for two 
thirds of the price he had been paying for his medicine. If a 
two-week supply of his medicine cost him $12.90, how much 
will the generic brand cost? How much will a one-week supply 
of the generic brand cost?

3. Mitzi had her car repaired. These items are listed on her 
bill:

Oil filter $ 6.95
Distributor cap 9.95
Plugs 15.00
Water pump 71.70
Labor 94.88
Oil 10.50
Air filter 8.00

Her state sales tax is 6 percent. What is her total bill?
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George E. Johnson
In 1954, George E. Johnson did not 

realize that he was forming a company 
that would someday be the first black- 
owned company to be listed on the 
American Stock Exchange. The company 
is Johnson Products, and it manufactures 
personal care products.

In his early career years, Johnson 
worked for S. B. Fuller, owner of Fuller 
Products Company, the largest black 
cosmetics company at the time. While 
with Fuller Products, Johnson invented a 
hair straightener for men. Eager to go 
into business for himself, he took $250 in 
savings and $250 as a loan, and found a 
partner. Johnson and his partner, a 
barber, agreed that Johnson would make 
the straightener and the barber would 
sell it. When this arrangement did not 
work out, the partnership was dissolved.

Johnson did not give up though. He 
tried to convince S. B. Fuller to join in the 
venture with him, but Fuller declined. Dr. 
Herbert A. Martini, a fellow Fuller 
employee, was the person who finally 
supported and assisted Johnson during 
the new company's beginning years.

Throughout the 1950's and 1960's, 
the Ultra Sheen line of hair care products 
expanded and attracted more customers. 
However, as the market changed, 
Johnson changed his products also. Thus, 
when the Afro hairstyle came into vogue, 
Johnson moved his hair straightening 
products to the back of the shelves to 
make room for the Afro Sheen line, 
products designed to accentuate the Afro 
hairstyle.

Johnson Products Company remains 
highly competitive even though several 
other companies have entered this 
specialized market. The company now 
has a subsidiary, Debbie's School of 
Beauty Culture, that operates eight 
training facilities. In addition, Johnson 
opened a manufacturing plant in Nigeria 
in 1980 that offers another market for 
his successful hair-care products.
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CHAPTER 18

Government 
and Business 
in Our Economy

• Some people feel that government is too involved in our economic 
system. Why do you think this is so?

• Suppose there were thousands of businesses doing what they 
pleased. They all used up natural resources as fast as they could. 
Some charged whatever they could and tried to control the market. 
What do you think would happen to our economy? to the consumer?

• You have rules and regulations in sports. There are rules and 
regulations for spelling bees and beauty contests. Should there be 
some for business? Who should provide the rules and regulations, 
and why?
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Do you know w hat these term s m ean?

paten t real annual interest ra te
copyright S herm an  A ntitrust Act
registered tradem arks Federal T rade Com m ission
Sm all Business A dm inistration public u tilities
subsidy m inim um  wage 
bait-and-sw itch

You’ll learn all about these term s in this chapter.

If you are looking for a street address in an  unfam iliar city, you 
m ight go to a police officer for directions. If you are looking for a job, 
you m ight go to a sta te  em ploym ent agency for assistance .If  you are 
looking for assurance of safety o r  quality  in a product, you m ight 
check for a governm ent seal of approval on the p ro d u c t’s label. In 
each case, you know tha t one governm ent agency o r ano ther can 
help make your daily activ ities a little easier.

The various levels of governm ent also regulate som e of your 
activities. A local governm ent m ay enact a law to restric t parking on 
a busy street. The sta te  governm ent m ay enact a law requiring you 
to go to school until you reach a certain  age. And the federal gov
ernm ent m ay pass a law prohibiting  the sale o r m anufacture of 
som e item  tha t you m ay w ant to buy.

Local, state, and  federal governm ents have m uch the sam e 
effect on businesses. Som e governm ental agencies help businesses 
conduct their activities m ore efficiently. O ther agencies provide 
rules and  regulations tha t serve to control the activities of business. 
How governm ent helps o r controls business will be exam ined in this 
chapter.

GOVERNMENT PROTECTION AND AID
In our private en terprise  system  it is expected tha t governm ent 

will provide the kind of environm ent o r circum stances in which 
businesses can succeed. After all, businesses are  an  im portan t part 
of ou r society. They provide incom e to individuals, produce goods 
and services tha t people w ant, and  pay taxes to the governm ent. 
They have given us as consum ers one of the highest s tandards  of 
living in the w orld. For these reasons, it is in the best interest of 
governm ent to help business.
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Protecting Rights and Property
Individuals have m any rights under ou r system  of government. 

In our private en terprise  system , business has som e sim ilar rights. 
Anyone has the right to own property  and  to  s ta rt a business. Busi
nesses have the right to fair trade  practices am ong and  between 
themselves, as well as w ith consum ers. Businesses also have the 
right to governm ent protection of the ir p roperties. Som e of the gov
ernm ental agencies tha t protect businesses include city  councils, 
sta te  legislatures, and  federal departm en ts  such as the Department 
of Commerce. The courts and  police and  fire departm en ts  also pro
tect the rights and  property  of business.

G overnm ent also protects business firm s in ano thef way. Busi
ness has special techniques, inventions, and  innovations tha t it may 
wish to protect. For instance, a business m ay invent a m achine or a 
process that it w ants to protect. E ntrepreneurs som etim es get their 
s ta rt in a business by inventing som ething. A business tha t develops 
a new m anufacturing technique w ould like to decide w ho can use 
that technique. The United S tates Patent Office will g ran t a patent, 
a legal " r ig h t” tha t prevents anyone else from m aking the same 
thing for seventeen years. Som etim es a business will decide to sell 
its patent to  o ther businesses if the paten t is particu larly  valuable. 
O ther businesses are w illing to pay for the use of the paten ted  item 
o r idea because they need it. They cannot ju s t steal the idea without 
violating the law.

A copyright is also a kind of protection. In this case, the protec
tion is for au thors o r creators of books, plays, softw are, movies, and 
musical com positions, as well as for photographers, pain ters, and 
sculptors. This protection extends for the lifetim e of the person or 
persons w ho produce the item , plus fifty years. Copyright is also a 
kind of right to property  and  a protection against persons copying 
w hat others have already m ade. Publishers, m usic recording stu
dios, and movie studios are  all exam ples of businesses tha t m ay be 
involved w ith copyrights.

G overnm ent fu rther protects business firm s by g ran ting  them 
the sole right to use certain  identifying m arks. Registered trade
m arks are nam es, brands, o r sym bols tha t have been listed w ith the 
governm ent by a business. Once registered, these tradem arks may 
not be used by o ther businesses.

Some registered trademarks are so well known that they 
now are mistakenly used when speaking o f  sim ilar goods 
or services. Name five such trademarks.
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Providing a Trained Labor Force
G overnm ent plays several roles in helping to supply business 

w ith trained workers. G overnm ent-supported schools provide 
courses and  instruction in skills tha t d irectly  re la te  to jobs in busi
ness. Vocational education, for exam ple, receives encouragem ent, 
both in legislation and  funds, from all levels of governm ent. Because 
governm ent assum es the p rim ary  responsibility  for education, the 
train ing of w orkers does not have to fall solely on business. As a 
result, business can decide to use its tim e and  m oney in o ther wavs 
if it wishes.

Business firms also depend on sta te  and  local em ploym ent 
agencies to provide a source of workers. These agencies enable 
unem ployed workers to see w hat types of jobs are available to them . 
And because they are  fam iliar w ith the specific needs of local busi
nesses, the agencies can send only those app lican ts w ho m atch these 
needs. Businesses can hire those w orkers w ho fit the ir jobs. The 
governm ent agency aids business by bringing businesses and  w ork
ers together.

Job matching is a valuable function performed by state employment agencies.
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Supplying Information
Various governm ental agencies ga ther and  publish information 

that businesses can use. Inform ation such as the rates of inflation 
and unem ploym ent and  the level of consum er spending can be help
ful to business. For exam ple, business firm s cannot afford to have 
huge am ounts of products on hand tha t they cannot sell. If govern
m ent agencies find tha t the general level of consum er spending is 
going down, som e businesses m ay decide to cu t back on production. 
Such inform ation from the governm ent influences the decisions 
businesses make about production, hiring new w orkers, setting 
prices, and building new plants. „

The various levels of governm ent also publish guides designed 
to help individuals s ta rt and  run businesses. They offer advice on 
obtaining financing, m ain tain ing  records, m anaging personnel, and 
m aking all kinds of decisions in business.

Providing Tax Advantages
G overnm ent a t all levels can aid  business through reduced 

taxes o r special tax trea tm en t. For instance, local governm ents may 
give special tax advantages to businesses tha t w ant to move into the 
area. Taxes m ay be lowered for a certain  num ber of years on prop
erty  that a new business is using. If businesses locate in the com
m unity, there will be jobs. If jobs develop, there will be more 
prosperity in the com m unity . The tax advantage a ttrac ts  business, 
but the local governm ent gains, too.

Tax advantages are available to businesses tha t borrow  money. 
Interest paid on money borrow ed can be deducted from the am ount 
of federal taxes owed by a business.

O ther businesses m ay receive special tax benefits for building 
new plants and  adding new equipm ent. By low ering taxes because 
of these purchases, governm ent encourages businesses to  build  new 
p lants o r update the ir technology. These im provem ents can, in turn, 
increase productivity .

Still ano ther w ay the federal governm ent helps business is by 
pu tting  a tariff, o r special tax, on goods m ade in ano ther nation and 
sold here. The tariff is paid by the foreign producer th a t m akes the 
goods. The purpose of the tariff is to place the foreign p roducer a t a 
price disadvantage. Tariffs protect United S ta tes businesses from 
foreign com petition. In m any cases, the foreign m anufacturers can
not sell the ir goods for less than  the p roducts m ade in the United
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Local businesses benefit from the money spent when a movie is made in the area. 
Many cities and states have film bureaus that encourage filmmakers to come to their 
area to film "on location."

States. In some instances, we use tariffs to help o u r new businesses 
to grow.

Giving Financial Help
Often a m ore d irect form of help is needed by businesses. N ew er 

o r sm aller businesses in particu la r face the problem  of getting 
enough money. W hen starting  up a business, an  en trep reneu r needs 
cash. The federal governm ent established the Sm all Business Ad
m inistration  to assist sm aller businesses. This agency provides not 
only low-cost loans bu t also advice and  o th e r help.

A num ber of businesses have been helped d irectly  by the federal 
governm ent. As you m ay rem em ber, som e very large corporations 
experienced serious financial problem s in the last ten years. 
Because the governm ent did not w ant them  to go out of business, 
throw ing people out of work and  giving a jo lt to the econom y, a 
special kind of arrangem ent w as m ade. The governm ent guaran teed  
tha t loans m ade by banks to these businesses w ould be repaid. The 
governm ent did not lend the money, bu t its guaran tee encouraged 
lending agencies to provide the needed loans.
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An outrigh t form of financial assistance, called a subsidy, has 
been used by the governm ent to  help ag ricu ltu ra l businesses. Some
tim es a subsidy has been given for the grow ing of a certain  crop that 
m ight not be profitable w ithout a governm ental subsidy. For exam
ple, the grow ers of rice, cotton, and  peanuts have received subsidies. 
The governm ent has also given subsidies for not growing crops 
because of the possibility tha t too m uch production would drive 
down prices. In the last few years, the am ount of these subsidies has 
declined.

Distributing Goods and Services
G overnm ent also helps businesses bv providing som e of the 

m eans by which they d istribu te  products. G overnm ents at various 
levels pay for and  m ain tain  m any of the highw ay and  transport 
system s over which goods and  services are  moved. Goods are also 
carried  through the United S tates Postal Service, w hich is a govern
m ental agency. Many business firm s also depend heavily on postal 
services to deliver prin ted  advertising m aterial.

Acting as Buyer and Partner
G overnm ent a t all levels also purchases goods and  services 

from business. Total federal, state, and  local governm ent purchases 
of goods and  services account for about 20 percent of all the goods 
and  services produced in the United S tates. In som e industries the 
federal governm ent m ay be the biggest consum er of all. Automobile 
com panies sell thousands of specially built cars and  trucks to  police 
and  fire departm en ts and  o ther governm ental agencies. F irm s make 
equipm ent and uniform s for the arm ed  services. It is business that 
constructs the highw ays and  builds the schools. G overnm ent is 
dependent on business for goods and services.

Besides those just mentioned, what other goods and  
services does the government purchase from business?

It is in the best interest of both governm ent and  business that 
the econom y go along sm oothly. In this respect the tw o act almost 
like partners. W hen there are few unem ployed w orkers and  unused 
factories, both governm ent and  business benefit. Through taxes and 
o ther financial policies, the governm ent can help to provide an  envi
ronm ent in which business has the best chance to p rosper and  stay 
healthy.
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GOVERNMENT REGULATIONS
Although governm ent w ants business to  succeed, it is also a 

governm ent of all the people. It has to satisfy and  even protect o ther 
groups. Som etim es the activities of certain  businesses do not go 
along w ith w hat o ther groups, such as consum ers, believe is best. 
Som etim es governm ent is called on to judge the com plain ts of some 
businesses against o ther businesses. In these cases the governm ent 
serves as a referee o r judge. The governm ent m akes judgm ents that 
involve m aking and  enforcing laws. Let’s see how this process 
com es about.

Government sometimes has to act as a referee.

Helping the Consumer
One of the ways in which governm ent helps the consum er is bv 

settling differences between consum ers and  business. Consum ers 
often w ant m ore inform ation about the goods and  services they p u r
chase than  is available from business. They w ant protection against 
unfair business practices and  unsafe products. They w ant more 
com m on o r sim ilar features in products so they can com pare those 
products.

The various levels of governm ent have responded to consum er 
requests. U nfortunately, the increased help costs the governm ent 
money. The cost m ust be passed along to consum ers in the form of 
higher taxes. Som e m easures increase the costs of business; and
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these costs, too, are passed on to  the consum er in h igher prices. 
W hether the increased costs are  w orth  it to the consum er depends 
on the individual and  the situation.

The governm ent helps the consum er through a variety of rules 
and  regulations. Here are exam ples of a few w ays tha t government 
protects the consum er:

1. Certain business practices tha t are  regarded as dishonest are 
not perm itted  in various states and  local areas. For instance, a busi
ness may not use dishonest advertising practices. One such unlaw
ful practice is bait-and-sw itch advertising. Using this technique, a 
business advertises a product for a low price in o rder to  get con
sum ers into the store. W hen people inquire about the*advertised 
item , they are sw itched to a m ore expensive one for possible pur
chase. This practice is not perm itted  by law. The consum er is 
protected from such trickery.

Some salespersons bait you with one item and then try to hook you on another.

2. When consum ers borrow  money, e ither d irectly  o r through a 
charge account, the real annual in terest ra te , the interest ra te  actu
ally charged for a year, m ust be shown. For instance, the interest 
charge for installm ent loans is often sta ted  as Ц percent per month 
on the unpaid  balance. The real annual interest ra te  is 18 percent. 
By law, business firm s m ust be sure the consum er is told that 
annual interest rate.

3. Meat and  m eat p roducts m ust satisfy standards of whole
som eness before being sold to the public.
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4. C ertain safety features m ust be s tan d ard  equipm ent on such 
products as law nm ow ers and  autom obiles.

5. C ertain fabrics tha t will catch fire quickly can no longer be 
used in clothing.

6. New drugs m ust be tested by the United S ta tes Food and 
Drug A dm inistration before they can be sold in this country.

7. The form ulas for some item s, such as asp irin , v itam ins, and  
certain  types of food, are  set by the governm ent. All firm s that 
produce the item  m ust then m eet the standard .

These seven exam ples are only a few of the ways in w hich gov
ernm ent assists the consum er. To protect the consum er, govern
m ent m ust force business firms to  follow certain  rules. Following 
these rules m ay cost money. In som e cases, people question w hether 
o r not the rules are w orth the cost. In fact, som e governm ental reg
ulations have been changed because of this concern. W hether they 
agree w ith the rules o r not, business firms m ust obey o r be in vio
lation of the laws passed by the governm ent.

Why might it be helpful to consumers to have standards 
set for aspirin or vitamins?

Helping Competition
In a way, com petition  is ano ther form  of consum er protection. 

Com petition encourages the production of the best quality  item  at 
the lowest price. W hen several firm s produce the sam e item , they 
have to ou tdo  each o ther to a ttrac t custom ers. Price and  quality  are 
tw o m ajor areas in w hich they com pete.

When only one firm controls the m arket for p articu la r goods o r 
services, there is little  o r no com petition. As you know, th is firm is 
said to have a monopoly. There is also little o r no com petition  when 
a few firms agree together on one price. Both situations encourage 
high prices, lim ited supply, and  the w asting of resources. When 
there is little  com petition, supplies and  prices are  controlled  by a 
few firms to get the m ost profit. S im ilarly , there is less encourage
m ent for firms to be efficient.

To encourage com petition, the S herm an  A ntitrust Act was 
passed near the end of the n ineteenth  century . This act perm itted  
the federal governm ent to  break up  com panies tha t had  control of a 
particu la r m arket. Oil, telephone, and  railroad  com panies have 
been broken up under provisions of tha t act.
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One of the federal agencies w atching out for m onopolies is the 
Federal T rade Com m ission (FTC). It has the responsibility  to  make 
sure that com petition is m ain tained . The FTC can request a busi
ness firm to correct any action tha t is unfair to com petition .

There are certain  kinds of businesses tha t the governm ent actu
ally perm its to be m onopolies. Gas, w ater, and  electric power 
com panies, which are  called public utilities, are  allow ed to operate 
as legal m onopolies. The reason for this is tha t the cost for estab
lishing each of these u tilities and providing the goods o r services is 
so great tha t com petition w ould be harm ful. Im agine the tangle of 
lines in your com m unity  if m ore than one electric pow er company 
were providing service! Im agine the netw ork of pipes if m ore than 
one w ater com pany could operate. The cost, too, w ould be higher 
because of having tw o system s. Perm itting  som e firms to be monop
olies is, in this case, helpful to the consum er.

Com petition generally helps consum ers because it often assures 
better quality  a t a low er price. Activities bv the governm ent to pro
m ote more com petition  also can help businesses. In these cases the 
governm ent perm its som e business firm s to en te r a m arket that,^ 
under o ther circum stances, would have been closed.

Name some new product markets in which the lack o f  
monopolies has allowed many business firms to compete.

Helping the Worker
W orkers have also asked governm ent to help them  in the ir deal

ings w ith business. The right for w orkers to organize into unions has 
com e about w ith the active help of governm ent. Now there are 
num erous laws regulating the actions of both business and  labor.

One of the laws that has been passed concerns w orkers’ wages. 
G overnm ent sets by law the m inim um  wage, o r lowest possible 
wage, that an em ployer can pay an em ployee. C ertain types of work
ers, such as those on farm s, are not included. As the cost of living 
goes up, the m inim um  wage is set h igher by the governm ent. The 
m inim um  wage recognizes tha t w orkers need enough income to 
support them selves and  the ir families.

G overnm ent also assures tha t w orkers will have a safe and 
healthy environm ent on the job. U nder the O ccupational Safety and 
H ealth A dm inistration (OSHA), firm s are required  to follow certain 
regulations to m ain tain  the quality  of the w orkplace, and  some
tim es m ust act to im prove tha t quality .
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Helping Our Society
Because citizens have voiced the ir concern, governm ent has 

looked into the effects of business on the environm ent. Certain kinds 
of mill operations m ay pollute rivers and  stream s, for instance. 
Som e industries require huge quan tities  of w ate r in their opera
tions. After they use the w ater, they do not necessarily re tu rn  it in 
the sam e condition. Som e industries have buried used chem icals, 
which are now leaking, polluting the ground and even causing dis
ease. Som e types of fish have disappeared entirely  from lakes and  
rivers because of w ater pollution. O ther types of fish have been poi
soned by industrial w aste products and  passed tha t poison on to 
hum ans. Smoke from industries and  ca r exhausfs has polluted the 
air. So the governm ent has said, "Clean up  your ac t!”

Both federal and  sta te  laws and  regulations have gone into 
effect to deal w ith the problem s. At the national level, the Environ
m ental Protection Agency (EPA) w as established to enforce and  
m ain tain  the laws. Som e states have sim ilar agencies. New equ ip 
ment and  procedures m ust be used by business to  cu t down on the 
pollution. For instance, som e industries have put "sc rubbers” into 
their sm okestacks to scrub out the im pure particles in the smoke.

Some businesses have made the environment unhealthy.
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The extra costs to business are passed along to the consum er in the 
form of higher prices.

G overnm ent also helps society by transferring  incom e from one 
group to another. For exam ple, tax m oney paid  by w ealth ier people 
and  businesses goes tow ard program s to help the poor, unem
ployed, elderly, and  disabled. O ur citizens generally believe that 
such paym ents are fair, bu t m ay disagree on the am ount of such 
paym ents and  w ho is to receive them .

Maintaining a Healthy Economy
At the federal level, the governm ent is expected to m aintain a 

healthy econom y so tha t businesses and  consum ers will benefit. The 
federal governm ent does this through tw o p rim ary  m eans: regulat
ing taxes and regulating the am ount of m oney in the economy. 
Taxes are regulated prim arily  through increases o r  decreases in tax 
rates. If taxes are lowered, for exam ple, individuals will have more 
income to spend. That spending will spu r the production of more 
goods and services. This type of policy is usually desirable during an 
econom ic recession.

The federal governm ent regulates the money supply through 
the banking system . The Federal Reserve System  can help to in
crease or decrease the money supply in several ways. For example, 
if less money is needed to help control inflation, the Federal Reserve 
Bank can require its m em ber banks to  hold a larger percentage of 
the ir total deposits. The banks will then have less m oney to lend, thus 
decreasing the m oney supply. If the percentage of total deposits to 
be held is decreased, an  increase in the money supply will occur.

The Federal Reserve Bank also controls the m oney supply 
through its discount rate , w hich is the interest ra te  charged for 
loans to m em ber banks. An increase in the discount ra te  m eans that 
banks will borrow  less money and  will therefore have less money to 
lend to the public. A decrease in the money supply will then occur. 
In contrast, a decrease in the discount ra te  will allow  banks to bor
row  more money, thus increasing the m oney supply.

The money supply also is affected by open-m arket operations, 
w hich is sim ply the buying and  selling of governm ent securities to 
the public. The Federal Reserve buys governm ent securities to 
increase the money supply, thereby placing m ore m oney in the 
hands of the public. The money supply decreases w hen the Federal 
Reserve sells securities to the public.



I nit 5 Government and Labor in a Private Enterprise System 267

THE SOCIAL RESPONSIBILITY OF BUSINESS
Once business leaders believed tha t the only social responsibil

ity of business w as to do business. In o ther w ords, they felt that 
business provided a lot of benefits to people in general ju st by being 
in operation. Their argum ent ran: We provide jobs tha t give w ork
ers income to buy goods and  services. Profits provide incom e to 
ow ners so they can buy goods and  services for them selves and 
im prove the ir businesses. Business produces goods and  services 
w anted by individuals and  society. Business pays taxes tha t help 
pay for schools, highw ays, and  o ther public goods and  services.

Som e people still believe tha t business’s only responsibility  is 
to produce goods and  services and  to m ake a profit. However, m any 
people, including business leaders, believe tha t the responsibility  of 
business goes beyond tha t. They believe tha t businesses should also 
be concerned about the effect their operations have on society.

Some businesses have responded to this challenge by providing 
funds to support com m unity  concerts, a r t exhibits, and  plays. Many 
are generous in providing scholarships for s tuden ts in the com m u
nity. Some firms help their em ployees get o ther jobs when one of 
the ir plants is being closed. M any businesses work to  clean up  the 
environm ent and  are active in all com m unity  affairs.

Many businesses believe they have responsibilities to the community as a whole.

It is im portan t to realize tha t business’s involvem ent costs 
money. In m any cases the consum er is asked to pay m ore for goods 
and  services in the m arketplace because of th is involvem ent.
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SUMMARY
G overnm ent w ants to help business because it is im portant for 

and to our society. Businesses can be helped to provide jobs and to 
produce goods and  services. Even taxes can be used as a tool to 
encourage business to grow and prosper. Yet governm ent m ust pro
vide some controls. Consum ers dem and som e controls. Products 
should be safe. Food should be healthful. Prices should not go out of 
sight. Occasionally businesses have disagreem ents am ong them
selves and need a referee in the form of the governm ent. W e’ve got to 
protect our environm ent, and business has to help. W e’re all in this 
together: consum er, business, and  governm ent.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper I through 11. Then 
write the term that best matches each numbered definition.

bait-and-switch technique 
copyright
Federal Trade Commission
minimum wage
patent
public utilities

real annual interest rate 
registered trademark 
Sherman Antitrust Act 
Small Business Administration 
subsidy

1. A form of financial assistance given by the government to agri
cultural businesses.

2. Legislation that permits the federal government to break up 
companies that have control of a particular market.

3. A legal right that prevents anyone except the inventor from 
using an idea or making a product for 17 years.

4. The lowest wage that an employer can pay an employee.
5. An agency established by the federal government to help 

smaller businesses.
6. A federal agency that is responsible for making sure that com

petition is maintained.
7. The interest rate that is actually charged on a loan.
8. A protection for authors or creators that extends for the life

time of the person plus fifty years.
9. Gas, water, and electric power companies.

10. A name, word, or symbol that is used to identify a product that 
has been listed by its maker with the government.

11. A business practice that involves advertising a product for a 
low price to get consumers into the store and then switching 
customers to a more expensive item.
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BUILDING
READING
COMPREHENSION

BUILDING
BUSINESS
CONCEPTS

BUILDING
BUSINESS
EXPERIENCE

1. Why arc businesses an important part of our society?
2. What is the difference between a patent and a copyright?
3. What types of businesses use copyrights?
4. How does the government contribute to a well-trained labor 

force for our economic system?
5. Describe how a local government can use special tax treat

ment to aid new businesses in its community.
6. Give three examples of ways in which the government acts as 

a consumer of goods and services.
7. How is competition another form of consumer protection?
8. Name a federal agency that can break up monopolies.
9. Why are public utilities allowed to operate as legal monopo

lies? Л
10. Name two ways that the federal government uses to bring 

about a healthy economy.

1. List seven benefits provided by government to businesses.
2. How does government encourage businesses to build new 

plants and put in new machinery?
3. Explain how a tariff protects our own businesses.
4. Name two ways in which government gives direct aid to busi

nesses.
5. Why is it said that various levels of government are major 

consumers in our economy?
6. In what ways can more governmental regulations increase 

costs to the individual consumer?
7. Why has the government set a minimum wage?
8. List at least four ways in which the government helps the con

sumer through rules and regulations.
9. List two areas in which workers have asked the government to 

assist them in their dealings with business.
10. Why have the social responsibilities of business become so 

important?

1. Many people say that tariffs, such as those on shoes and steel, 
may protect businesses but are hard on consumers. Why may 
this be true?

2. Minimum wage laws can help keep fair wages for workers, but 
such laws can cut down on the number of available jobs. Why 
may this be true?

3. Tax policy or the way taxes are set may encourage or discour
age development. Give two examples of how tax policy has 
encouraged development or improvement by businesses.
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BUILDING
HUMAN RELATIONS 
SKILLS

Ш

4. What would happen if the government stopped all help in the 
form of tax breaks, loans, and loan guarantees to busi
nesses?

5. Why has our government set up regulations against such 
practices as the bait-and-switch technique? Can you name 
other regulations that have been made to protect us in this 
way?

6. The Environmental Protection Agency was established to en
force and to maintain federal laws regarding the effects of 
industries on our environment. Many states have environmen
tal agencies as well. Go to your school library to find out the 
name of your state agency. What are some of the things the 
agency has done in your state? What businesscs"in your area 
have been affected by its regulations?

7. Businesses have taken on social responsibilities that include 
providing funds for scholarships. List businesses in your com
munity that have helped your school. To get information, 
interview your guidance counselor, librarian, principal, or 
coaches.

8. Some people have suggested that the minimum wage should 
be lowered for teenagers. Give arguments both for and against 
this idea.

Suppose you have just been offered a job. You are well qualified 
and really want the job. However, your prospective employer has 
offered you a wage that is much less than the minimum wage, 
explaining that after your training period of three months you will 
receive the minimum wage followed by raises at appropriate inter
vals. You are aware that by law you are entitled to receive the 
minimum wage.

1. What is your reaction to this situation?
2. Should you explain to your prospective employer that you are 

entitled by law to receive the minimum wage? How would you 
go about this? What would you say?

3. What other actions can you take besides turning down the 
job?

4. Should you take action to protect other prospective employees 
even if you do turn down the job? Why or why not?
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The copyright laws also provide for 
"fair use" of copyrighted materials. But 
what is fair use? Copying a TV movie or 
show for replaying at a later time is fair 
use. Copying rented videotapes for your 
own use is not fair use, nor is it legal. 
Such illegal copying denies the creator of 
the videotape the payment that belongs 
to the owner of a copyrighted work.

A Right to Copy?
We can all agree that a poem 

' jted by a poet and a musical 
composed by a songwriter belong to 
their creators. They own the rights to the 
poem and the musical. Those rights 
include the right to receive payment for 
use of the poem or the musical. Our 
copyright laws protect the rights of 
people who create a variety of things 
from movies to music videos.

With today's VCR (video cassette 
recorder) equipment, the copyright laws 
are harder to enforce. For example, some 
people make copies of movies or videos 
and sell them, with no payment to the 
legal owner of the movie or video.

The VCR came on the market less 
than ten years ago. Its capability for 
copying everything from your favorite TV 
show to movies and other commercial 
creations has created a storm of 
controversy in the last few years. Movies, 
music videos, TV broadcasts of sports 
events, and specials are all copyrighted 
works. The copyright laws protect the 
rights of the creators of such 
productions. One important protection of 
the copyright laws is the right of the 
creator of a copyrighted work to make 
copies and to decide whether others may 
make copies in return for a fee.

The use of the VCR has grown so fast 
that the legal considerations of how it 
should be used have lagged far behind. 
Radio stations pay fees for the use of 
records to an organization that 
distributes such fees to songwriters and 
composers, but users of VCR equipment 
do not pay fees for the right to copy 
movies or other video productions. So 
long as copies are made for reasons that 
fall into the fair use description under 
the copyright laws, no law is being 
violated. It's when copies are made to 
give or sell to others that the rights of 
the copyright holders are being ignored.
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CHAPTER 19

Government 
Spending

• What you buy has to do with your personal wants and needs. What 
the government spends money on may be very different. Can you 
think of some differences between your spending and the 
government's?

• You get income from working at a job. The income a business makes 
is from sales. How about the "income" of government? Where does 
that come from?

• Like any other consumer, the government spends money for goods 
and services. But the government is not exactly like an individual 
consumer. How does it differ? Do you know w hy it is different?
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Do you know w hat these term s m ean?

public w elfare deficit spending
transfer paym ent surp lus
national debt balanced budget

You’ll learn all about these term s in this chapter.

W hen you w ant som ething, usually you can save your money to 
buy it. But there are  som e things tha t you ca n ’t buy. You c a n ’t buy 
highw ays and  schools, even if you w anted to. You m ight be able to 
buy a car, bu t you probably cou ldn’t afford even one m ile of the 
road your ca r travels on. Som e goods and  services are  provided bv 
the governm ent, bu t obviously they’re not free. W ho determ ines 
w hat the governm ent spends? And for w hat?

O ur society needs highw ays and  schools to operate effectively 
and  efficiently. Through the ir elected officials, people in a dem oc
racy m ake known the ir social w ants tha t governm ent should help to 
satisfy. The pub! , o r well-being of society, is the "busi
ness" of governm ent. G overnm ent operates o r runs w ith taxes paid 
by the people.

You can look a t it this way. A part of your incom e goes for taxes 
to buy public goods and  services. The rest of your incom e you use to 
buy goods and  services in the m arketplace. G overnm ent officials, 
including those you elect to office, determ ine how  tax m oney will be 
spent. In the next chap ter we will see where the tax m oney com es 
from. For the m om ent, le t’s see w here it goes.

FOR THE GOOD OF ALL
Goods and  services provided by the governm ent are not ju st 

your personal responsibility. They are  also the responsibility  of 
those around you. In the case of p rivate goods and  services, busi
nesses charge a price to cover costs and  to m ake a profit. A ha ir 
stylist stays in business because consum ers buy the service offered. 
Those w ho w ant a haircu t pay the cost through the price tha t is 
charged. Those w ho do not buy the services are  not d irectly  helping 
to  support the h a ir stylist.

I t’s a little different w ith  public goods and  services. Practically 
everybody contributes to picking up the cost of public goods and 
services. You probably  pay a sales tax on the goods and  services you 
purchase. Often there are  taxes in the purchase price th a t you d on ’t
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even know about. You pay taxes for public goods and  services at the 
local, state, and  national levels of governm ent.

A lot of people pay because a lot of people benefit. T hat’s the 
idea, even though som e people m ay never receive som e of the ben
efits directly. For instance, police and  fire departm en ts  are  of value 
for everyone in the com m unity, even though som e people m ay never 
have to call them  for services. The en tire  com m unity  benefits from 
having be tte r educated  children and adults, even though some fam
ilies do not directly use the schools.

For m ost public goods and  services, the consum er is not 
charged a fee covering the full cost of the item . As exam ples, parents 
do not have to pay tu ition  to send the ir children to public elemen
tary  and  secondary schools. There is generally no charge to use city 
parks. If there is a suggested adm ission charge for a public museum, 
the money received from visitors usually is not enough to cover the 
m useum ’s costs. The charges for public health  services generally arc 
far below costs. G overnm ent uses taxes from all the people to make 
up the difference betw een actual costs and  w hat users pay.

An effective fire department is important for community safety.
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Som e people regard  public goods and  services as practically  
free, o r at least inexpensive, because they d on ’t pay a fee equal to the 
actual cost. Yet it is m isleading to think this way. Most people pay 
taxes. So m ost people help pay for the goods and  services. If you pay 
taxes, you  help pay for them . T h a t’s w hy you should take pride in 
public property, since you help to  buy an d  keep it in good repair.

GOVERNMENT AS A PROVIDER
There are a num ber of reasons why governm ent provides goods 

and  services. Running courts, m aking and  enforcing lavvs, and  pro
viding for the security  of ou r nation are  services tha t governm ent 
should provide. These services are part of the governing process. 
They would be im possible for business to  provide.

G overnm ent provides som e services sim ply because business 
has found them  to be unprofitable. For instance, the governm ent 
has taken over passenger rail service in m any p arts  of the country. 
The railroad com panies could not operate som e of the ir passenger 
lines a t a profit. G overnm ent believed the service should be con tin 
ued for the well-being of the nation. G overnm ent also provides 
health  care for the poor and m any of the elderly. A business furnish
ing tha t health  care w ould not be able to recover its costs because 
the poor and  m any of the elderly could not afford to pay the fees. 
G overnm ent provides this necessary service, supported  by the taxes 
paid by m any people.

Som etim es people w ant the governm ent, ra th e r than  a busi
ness, to provide a service because it is m ore convenient and  because 
the use of the service w on’t be lim ited. Im agine if all ou r streets and  
highw ays w ere owned by business. We w ould have to  pay tolls every 
tim e we w ent shopping o r ran  an errand . W hat an  inconvenience! 
Also, poor people w ould not be able to use the streets as often 
because of the toll charge.

What w ould it be like i f  a ll schools were run by business?

GOODS AND SERVICES AT ALL LEVELS
Public goods and  services are provided by local, state, and  fed

eral governm ents. Som etim es they’re very noticeable. At o ther 
tim es you m ay be getting goods o r services provided by governm ent 
w ithout even realizing it.
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Certain item s are provided only by a particu la r level of govern
m ent. Fire protection is provided by local governm ent and  postal 
service by the federal governm ent. Som etim es sim ilar services arc 
provided bv all three levels of governm ent, such as highw ays and 
streets, court system s, and parks. In such cases, the service is 
intended for the benelit of the p articu la r group being served. As an 
exam ple, highw ays and  streets built and  m ain tained  by the local 
governm ent are  used prim arily  by people in the local community. 
S ta te  highways link various p arts  of the s ta te  together, an advan
tage to people living w ith in  the sta te  in getting from place to place. 
Finally, the federal governm ent is p rim arily  concerned w ith inter
s ta te  highways. The federal highw ay system  links all of the states 
together so tha t transporta tion  is easier throughout the nation.

Som etim es financial support for a p articu la r kind of service is 
shared by m ore than one level of governm ent. This is certainly true 
for education, and  it is also true of aid for the poor and  needy. Every 
level of governm ent provides som e services. And alm ost every area 
of society benefits from these services.

Parks and recreational facilities are provided by all three levels of government.

The Local Level
You probably  "see” m ore of the goods and  services being pro

vided a t the local level of governm ent than  a t o ther levels. A variety 
of local governm ental units, including cities, towns, townships, 
counties, and  school d istricts, furnish these goods and  services. You 
are  involved w ith one o r m ore of these levels m uch m ore frequently 
than  w ith the state  and  federal governm ents.
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The highest percentage of total spending a t the local level is for 
public education, p rim arily  elem entary  and  secondary schools. 
Support m ay also go to vocational schools and  o ther special types of 
schools. Local governm ent also provides a court system , libraries, 
prisons, police and  fire protection, and  the m ain tenance and build
ing of streets and  highw ays in the com m unity . W ater and  sewage 
treatm ent are o ther services provided a t the local level. Special serv
ices for the poor are  usually provided by the local governm ent.

Local governm ents vary in the am ount, quality , and  kinds of' 
benefits provided for the ir citizens. Som e com m unities have m ore 
m odem  schools and  m ore parks than  others. In larger cities the 
local governm ent m ay spend quite  a bit of m oney on  m useum s and  
cultural activities. The w ay in which a local governm ent spends 
money depends to a great extent on tw o things: (1) W hat do the 
people in this com m unity  w ant in the w ay of goods and  services? (2) 
How m uch are they w illing to  spend on them ?

Other than those mentioned above, what services are 
provided at the local level in your community?

The State Level
In most states, the biggest chunk of money for services goes for 

education. This money is used prim arily  to support state-operated  
colleges and  universities o r to provide financial assistance to local 
school d istricts. The next largest spending category in most sta tes is 
d irect paym ents to the poor and  disabled. The following list gives 
only some of the o ther goods and  services provided a t the sta te  
level:

Public health  program s Parks
H ospitals Recreation areas
Highways U nem ploym ent benefits
Housing and  urban  renew al Consum er protection
Courts Aid to  w orkers
Prisons Assistance for businesses

The ways in w hich sta te  governm ents spend money vary from 
state  to  state. Again, the needs of various sta tes and  the wishes of 
their people are different. S ta te  services are also influenced by the 
kind of business tha t is m ost im portan t to them . In som e states, the 
tourist business is im portan t, so there is m uch spending on recre
ational areas, for instance. In o ther states, farm ing is im portan t, and
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Some services provided by government are also provided by private organizations.

m uch money is spent on agricu ltu ra l services. S tates, like local com
m unities, provide w hat people w ant most.

The Federal Level
The federal governm ent spends betw een 40 and  45 cents of 

every dollar for transfer paym ents. A transfer paym ent is money re
ceived by people w ho are not curren tly  producing goods o r services
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in exchange for it. Transfer paym ents are  m ade for retirem ent, d isa
bility, health  and  hospital expenses for the elderly, unem ploym ent 
benefits, and  assistance to fam ilies w hen the w age-earner has died.

A second large area  of governm ent spending is for defense. Cur
rently  about 30 cents of every do llar of governm ent spending goes to 
som e kind of m ilitary  use. The biggest share of this m oney is for 
paying the wages of m em bers of the arm ed  services. Then there is 
money used for building ships, airp lanes, and  tanks. There are  m il
itary  bases to be m ain tained , and  supplies and  equipm ent to be 
bought. Som e money is spent on w eapons and  on research into new 
types of system s for ou r national defense.

The federal governm ent also shares w ith  s ta te  and  local gov
ernm ents the financing of such services as education, assistance for 
the poor, renew al of ou r cities, and  special program s for the unem 
ployed. The list tha t follows contains only part of the services for 
which the federal governm ent provides money:

In tersta te  highw ays Science and  technology program s
Mail services Conservation of n a tu ra l resources
Farm  program s Aid to foreign countries
Energy program s System  of national parks
Pollution control Printing and  m inting of money

A nother large part of the federal budget goes to  pay the interest 
on the national, o r public, debt. The national deb t is the total of all 
loans m ade to the federal governm ent by individuals o r groups of 
individuals. For instance, you can buy a T reasury note o r a bond. In 
effect, you are  lending m oney to the federal governm ent for its oper
ations. Many tim es recently, the federal governm ent has exceeded 
its budget. It has gone into deficit spending, spending m ore than  it 
collects in taxes. If the governm ent spends less than  it brings in, a 
surp lus is created . For the past several years the governm ent has 
added  to the federal debt every year. Som e people are  concerned 
about the debt and  w ant to have a balanced budget — as m uch tax 
m oney com ing in as m oney going out in spending.

SPENDING IS GOING UP
Indeed, governm ent spending is going up. For some levels of 

governm ent, spending m ay not be going up  as fast as it used to, but 
it is still increasing. Why does governm ent spending continue to 
increase?
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The biggest reason is tha t people in the U nited S tates demand 
more and m ore services. We expect m ore spending on social secu
rity . We expect the governm ent to do m ore w ith environmental 
problem s than  we did fifteen years ago. M any people w ant a more 
sophisticated defense system  to protect ou r national security. All 
this m eans m ore money — and  m ore governm ent spending.

Inflation has also had  its effects. W ith a few exceptions in the 
last 30 o r 40 years, inflation has increased every year. The same 
goods and services cost m ore from year to year. G overnm ent cannot 
escape inflation in providing goods and  services. More money has to 
be paid to workers and  for equipm ent and  supplies.

A final reason for increased spending has been m ore people. 
Although ou r nation isn ’t grow ing as fast as it once did, o u r popu
lation is still increasing. As one of the largest nations on earth , we 
have m ore and  m ore dem ands for goods and  services. The result is 
m ore governm ent spending to satisfy those dem ands.

In the last few years there has been a big push to hold down 
governm ent spending. W hat has happened in m any cases is that 
spending for som e item s has decreased w hile spending for other
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things has increased. For exam ple, during  the early  1980’s the fed
eral governm ent’s expenses for energy program s, education, and 
social services declined w hile the expenses for national defense, 
health , and  incom e security program s increased. Yet the overall 
result w as m ore and  m ore spending.

IS THERE TOO MUCH SPENDING?
When the people of the U nited S ta tes becom e concerned about 

governm ent spending, they can alw ays do som ething abou t it. They 
can elect representatives and  officials w ho will cut it down or 
change the way in which the money is spent. O r they can vote to 
reduce taxes, or both. Actually, concerns about federal spending 
often boil down to three basic issues.

1. Are the goods and  services im portan t enough for the govern
m ent to provide?

2. Are the goods and  services efficiently provided by the gov
ernm ent? Could the service be im proved and  even cost less money 
in the process if handled entirely  by business?

3. How well does o u r spending on public goods and  services 
relate to ou r beliefs and  values? Is the governm ent spending too 
m uch on som e services and  not enough on others?

SUMMARY
Local, state, and  federal levels of governm ent provide goods 

and  services, as do businesses. The difference is tha t the goods and 
services we get from the governm ent are paid  for in the form of 
taxes. W hether you use a governm ent service o r not, you generally 
help to pay for it. G overnm ent provides som e goods o r services 
because business finds it unprofitable to do so. Som etim es people 
prefer tha t governm ent ra th e r than  business supply a  service.

G overnm ent spending has increased rapidly. There has been 
m ore dem and for services. There has been inflation. And there has 
been an increasing population in ou r country. All of these have had 
an effect on governm ent spending. We hear m any com plain ts about 
the am ount of governm ent spending. E valuating governm ent 
spending is the job  of responsible citizens. Are we getting w hat we 
paid for? Is ou r tax system  delivering the m ost for ou r m oney? W e’ll 
exam ine those questions next.
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BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

balanced budget 
deficit spending 
national debt

public welfare 
surplus
transfer payment

1. When the amount of tax money coming in is equal to the 
money going out in spending.

2. The situation that exists when the government spends less 
than it collects in taxes.

3. The total of all loans made to the federal government by indi
viduals or groups of individuals.

4. The situation that exists when the amount of money that the 
government spends is greater than the amount of money that 
it collects in taxes from its citizens.

5. The well-being of society.
6. Income that is received from the government by people 

who are not currently producing goods or services in exchange 
for it.

BUILDING
READING
COMPREHENSION

1. How do people in a democracy make known their social wants 
that government should help to satisfy?

2. Why are public goods and services not really free — or even 
inexpensive?

3. Why does the government provide certain services that busi
nesses find unprofitable?

4. What are the three levels of government? Give two examples 
of services provided by each of the three levels of govern
ment.

5. Give two examples of services provided to the public for which 
financial support is shared by more than one level of govern
ment.

6. For what purpose does the highest percentage of total spend
ing at the local level go?

7. A large share of the federal government’s money goes for trans
fer payments. What types of programs are included in that 
category?

8. Why does spending by the various levels of government con
tinue to increase?

9. What can people of the United States do about high govern
ment spending?

10. What are three important questions to ask when considering 
how to improve government spending?
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BUILDING 1. How is paying for private goods and services different from
BUSINESS paying for public goods and services?
CONCEPTS________  2. List live local government units. Which unit of local govern

ment arc you most familiar with?
3. Explain how inflation raises taxes without a change in the tax 

rate.
4. Why arc most elementary and secondary schools referred to as 

public schools?
5. Some people say that public libraries are actually not free to 

people within a community even though the libraries do not 
charge fees for each borrowed book. Why might this be true?

6. Like haircuts, tennis lessons can be provided by businesses. 
Why do some local governments use tax dollars to provide 
tennis lessons — but not haircuts — to local residents?

7. Many towns and cities have parks. Suppose your city park was 
sold to a business. What changes would probably occur? 
Would everyone be able to use it? Do you think such a move 
would be a good one for your community?

8. The local, state, and federal governments provide public edu
cation in this country. Education could be provided bv busi
ness instead. Why do you believe that the people of the United 
States want government to have this responsibility?

9. It has been said that some of the goods and services provided 
by the government are paid for through loans made to the 
government, not through taxes. What is meant by that state
ment?

10. Through transfer payments, money is moved from the produc
tive members of a society to those who are not currently 
productive. What is meant by that statement? Do you believe 
transfer payments are necessary and fair?

BUILDING
BUSINESS
EXPERIENCE

1. Think about the people in your community. Make a list of 
those you know who help to pay the cost of public goods and 
services but do not directly use them.

2. Make a list of the goods and services in your community that 
are "free" or "inexpensive." Are they really free or inexpen
sive? Why or why not?

3. Highways can benefit people who do not own cars. Explain.
4. List the services provided to you and your family by the govern

ment during the past week. Identify each service as to whether 
it was provided by local, state, or federal government.

5. Ask for a copy of your local government’s budget for this year. 
Study the budget and then answer these questions:
a. What are the government’s sources of income?
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b. Which category of spending takes the largest share of your 
local government’s budget?

c. Are there any types of spending that you did not know your 
local government was responsible for? Which ones?

BUILDING
ANALYTICAL
SKILLS

m
The graph below shows the federal budget income and expenses 
for 1965 to 1985. Study the graph, and then answer these ques
tions.

1. During which year was there a surplus?
2. During which years were income and expenses about the 

same? *
3. During which of the four five-year periods did expenses 

increase at the fastest rate?
4. During which year was the deficit the greatest? What are some 

probable causes of this deficit?
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Protective Service Occupations
Tax money provides for a variety of 

things, including roads, schools, sewers, 
and waterworks. One of the largest 
expenses for any city or town is police 
and fire protection. A career in protective 
services can be both rewarding and 
dangerous.

Duties of police officers vary from 
directing traffic and responding to 
accidents, to investigating crimes and 
arresting people under suspicion of 
breaking the law. Depending on the 
geography of the city in which they 
work, police may patrol on foot, by car, 
on horseback, by motorcycle, by boat, or 
even in a helicopter. In large cities, 
undercover work may also be part of the 
job. Police work requires good physical 
conditioning, a willingness to follow 
orders, and the ability to work well 
under pressure.

Firefighters spend only a small part 
of their time actually fighting fires. The 
rest of the time they maintain equipment 
or inspect buildings to help prevent fires 
and dangerous situations. Fire 
departments often are responsible for 
ambulance and rescue service. This work 
may involve pulling people out of car 
wrecks, rescuing people who have been 
trapped by natural disasters, and 
transporting ill people to the hospital.

285

Because of the hazardous conditions of 
firefighting, this occupation is considered 
a dangerous job.

Both police officers and firefighters 
may be required to work long hours, 
nights, weekends, and holidays. While 
much of the training is provided on the 
job, many colleges now offer programs in 
fire science and criminal justice. A civil 
service test, which measures general 
knowledge and some skills needed for a 
police or fire career, is often required 
before a person can be hired.

The job outlook for protective service 
careers is generally good. However, the 
greatest number of new openings for 
firefighters will occur in smaller towns 
with expanding populations that replace 
volunteers with career firefighters. Slow 
growth in government revenues is 
expected to limit growth in police 
employment.



CHAPTER 20

The Taxes We Pay
• Why is it necessary for us to pay taxes to the government?
• Government taxes many different things. Can you name a few ?
• What are some examples of "hidden" taxes, that is, taxes that are a 

part of the price of an item?
• People usually complain about taxes, so you would think that the 

government would try to keep taxes down. This is not always so. 
Under what conditions might the government increase taxes?
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Do you know w hat these term s m ean?

general sales tax 
excise tax 
property tax
estate  and  inheritance taxes

revenue 
tax base 
FICA

benefits-received principle 
ability-to-pay principle 
d irect taxes 
indirect taxes 
progressive tax 
proportional tax 
regressive tax

You’ll learn all about these term s in this chapter.

David and  Ray live in the sam e neighborhood. David goes to a 
private school. His paren ts pay a yearly fee, o r tu ition , for him  to 
a ttend . Ray goes to a public high school. His paren ts d o n ’t pay any 
tuition. Does this m ean th a t the public education for Ray is free? 
Not really.

The public school and  the private school have sim ilar costs. 
Teachers have to  be paid, the buildings m ust be heated and  cleaned, 
and  supplies have to be purchased for both. The tu ition  tha t D avid’s 
parents pay helps cover the private school costs. The governm ent 
pays for the costs of the public school. And all of us, including 
D avid’s parents, pay taxes to support the public school. Services 
like education are not free. Let’s see how  we — through the govern
m ent — go about paying for them .

The money the governm ent receives from people to provide all 
kinds of goods and  services is, in general term s, called revenue. 
There are  two m ajor types of revenue: nontax and  tax. Parking 
m eter fees, postage, and  tu ition  paid to  a sta te  university  are nontax 
revenue. Fees for various licenses — d river’s license, fishing license, 
occupation license, and  so on — are also nontax sources of revenue.

For governm ent a t all levels, however, taxes are  the m ajor 
source of revenue. In general, taxes have som e com m on charac te r
istics. Each tax is applied  to a  tax base, w hich is the item  o r activity  
tha t is the source of the tax. For instance, incom e, w ealth , and  con
sum ption o r buying are  tax bases. To find the am ount of tax to be 
paid, a tax ra te  is applied to  the base.

Let's look a t an  exam ple. Suppose your s ta te  has a  sales tax, o r 
tax on consum ption, of 6 percent. You buy a  $ 100 stereo com ponent,

TAXES IN GENERAL
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and pay a total of $106. The tax base w ould be the $100 purchase, 
and  the tax ra te  would be 6 percent ($6).

Let’s look a t the three m ajor types of tax bases: income, con
sum ption, and  w ealth.

TAXES ON INCOME
The income tax is the p rim ary  m eans used by the federal gov

ernm ent to raise revenue. Both individuals and  corporations pay 
federal income tax on the ir incomes. About 55 percent of the federal 
governm ent’s revenue com es from incom e tax. The m ajority of 
sta tes also have an incom e tax. Som e cities have an  incom e tax, but 
it is not a  m ajor source of revenue for them .

Federal Individual Income Tax
Individuals m ust pay federal incom e tax p rim arily  on wages 

and  salaries. Earnings from savings accounts, stocks, bonds, and the 
rent from apartm en ts  o r houses m ay also be taxed as income. Fed
eral income taxes are generally paid  on a pay-as-you-go basis. When 
you work for som eone else, a certain  am ount of your pay is withheld 
by your em ployer each pay period to be forw arded to the federal 
governm ent.

The pay-as-you-go procedure is used for a num ber of reasons. In 
the first place, m ost people do not like to w ait un til the end of the 
year to pay all of the ir incom e tax. They m ight not have enough 
money set aside. W hen taxes are  au tom atically  paid  every pay 
period, it doesn’t seem as hard  as paying them  all a t once. The 
pay-as-you-go procedure also provides a steady flow of revenue to 
the governm ent. Obviously this helps the governm ent to  operate 
m ore sm oothly.

State Individual Income Tax
State  individual incom e taxes do not differ a great deaf from 

the federal variety. In fact, those states tha t tax earnings from  work 
use a pay-as-you-go basis, ju st like the federal tax. W hile som e states 
tax earnings, o thers tax only the incom e from  savings accounts, 
dividends on stocks and  bonds, and  the selling of property  or 
stocks.
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Every working person must file a federal income tax return by April 15 of each year.

Corporate Income Tax
C orporations m ust pay a tax on the ir profits each year. At the 

federal level, corporate incom e tax provides less than  10 percent of 
total revenue. In general, the ra te  of taxation on corporate  incom e is 
m uch low er a t the sta te  level. Corporate incom e taxes are  alm ost 
nonexistent a t the local level.
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A corporation is taxed on its yearly income. Owners or 
shareholders are also taxed on the dividends they receive 
from the corporation. Many people believe that this 
double taxation is unfair. Do you agree?

Social Security Tax
Another tax on incom e tha t is handled  on a  pay-as-you-go basis 

is the social security  tax. Part of the m oney raised through this tax is 
used to pay retirem ent benefits. W hen the w age-eam er in a family 
covered by social security  becom es disabled o r dies, the family 
receives social security  benefits. E lderly people w ith health  prob
lems may also receive m edical and  hospitalization benefits.

Many people do not consider social security  a tax because it is 
really an  insurance program  run  by the governm ent. However, it is 
a form of tax because everyone m ust pay it unless they have another 
plan that does the sam e thing. Approxim ately nine out of ten work
ers in the United S tates curren tly  pay social security  taxes.

Both employers and employees contribute toward social security.

Perhaps your em ployer has w ithheld som e of your wages for 
social security taxes. The social security  tax is abbrev iated  FICA, for 
Federal Insurance C ontributions Act, on your payroll check stub. 
Your em ployer m ust also pay social security  taxes equal to the 
am ount you pay. Self-employed people pay social security  taxes, 
bu t a t a higher ra te  than  the individual rate.
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TAXES ON CONSUMPTION
Still ano ther tax base includes goods and  services tha t are con

sumed, o r used up. Consum ption taxes are a m ajor source of revenue 
for m ost sta te  governm ents, bu t not for the federal o r local govern
m ents. A pproxim ately one q u a rte r of all sta te  revenue com es from 
the consum ption tax. General sales taxes, excise taxes, and  tariffs 
are the three m ajor types of consum ption tax.

General Sales Tax
A general sales tax is one th a t is added  to the price of goods and 

services a t the tim e of purchase. Almost all of the sta tes curren tly  
have a general sales tax. Som e local governm ents receive a share of 
the revenue collected in the ir areas.

Sales tax procedures vary from sta te  to  state. In m ost sta tes the 
purchases of goods, but not of services, are taxed. Food, clothing, 
and m edicine, w hich are  often considered basic necessities, are  not 
taxed in som e states. And the sales tax ra te  varies from  sta te  to 
state.

The general sales tax is collected a t the tim e of purchase. If your 
purchase of $100 w orth  of stereo equipm ent is subject to a sales tax 
of 5 percent, you m ust pay $105 to the store. The store, in tu rn , has 
the responsibility of forw arding the $5 collected for sales tax to  the 
sta te  governm ent.

Excise Tax
An excise tax is collected on the sale of p articu la r goods and  

services. Usually the tax is a  certain  percentage of the price, o r so 
m uch for each item . Alcoholic beverages, tobacco and  oil products, 
autom obile tires, firearm s, and  a ir  travel all have a federal excise 
tax. S ta te  governm ents often tax alcoholic beverages, tobacco, gas
oline, and  u tility  services. M any local governm ents have utility , 
am usem ent, and  hotel/m otel room  taxes. In som e geographic areas, 
an item  m ay have an  excise tax from  all th ree levels of govern
m ent — local, state, and  federal.

Unlike general sales taxes, excise taxes are  au tom atically  
included in the price. For instance, a gallon of gasoline costs a cer
tain am ount, w hich already  includes the excise tax. If there is an  
additional general sales tax on the gasoline, it is added  on sepa
rately  to  the price.
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The federal government adds an excise tax to air travel

Tariff
Taxes paid  by foreign businesses on the goods they w ant to sell 

in this country are called tariffs. This tax is collected only by the 
federal governm ent. It increases the price of the foreign goods sold 
in ou r m arket because the seller passes on the cost of the tariff. Early 
in ou r history, tariffs accounted for a m ajor share of federal revenue. 
Of course, tha t is no longer true. Today tariffs are  often used as a 
m a tte r of econom ic policy to  help out o u r own businesses rather 
than  to collect revenue.

Many people have called for higher tariffs on such goods 
as textiles and shoes to protect United States 
manufacturers against foreign competition. What would 
be the advantages and disadvantages o f  such a move?

TAXES ON WEALTH
Wealth, the total of goods, p roperty , and  money ow ned by an 

individual, is ano ther source of tax revenue. There are  a  num ber of 
taxes on w ealth, all in tended to get revenue from people o r organi
zations that own things.
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Property Tax
A property tax is levied on item s ow ned by a person o r business. 

Local governm ents — including counties, cities, towns, tow nships, 
and school d istricts — get a m ajor share of the ir revenue from prop
erty  taxes. The sta te  and  federal governm ents receive alm ost no 
revenue from this tax.

A real estate property tax is one on the value of land, and  any
thing on the land such as houses, barns, garages, o r  o th e r buildings. 
A personal property tax m ay be levied on m achinery used by busi
nesses, autom obiles, furniture, and  o th e r personal property . 
Because of the ease w ith which personal property  can be hidden, the 
personal property  tax is being used less and  less. Real esta te  has 
thus become the m ost im portan t property  tax base and  source of 
revenue for local com m unities.

Estate and Inheritance Taxes
Estate and inheritance taxes are paid  on the value of real estate  

and  personal property  left a t the tim e of death . The federal govern
m ent collects an  estate  tax on the value of the property  left by an 
individual. Some states also collect an  estate  tax. Most sta tes collect 
an  inheritance tax, w hich is paid  by the heir o r heirs of an  estate. An 
heir is one w ho receives part o r all of the esta te  of ano ther. If the 
value of the estate  falls below a certain  am ount, however, no tax is 
collected.

Gift Tax
The gift tax w as created  because som e people tried  to  give aw ay 

the ir property before death , thus avoiding estate  taxes. Gift taxes 
are collected by the federal and  some sta te  governm ents. Only gifts 
above a  certain  value are taxed.

THE BASIS FOR TAXATION
You should be able to identify m ost of the taxes you pay. Then 

you can better evaluate them  and the effects they have on your own 
personal economic situation . Through ou r elected representatives 
we can make changes in how ou r governm ent raises revenue. To 
m ake inform ed decisions, though, all citizens should know some 
basic principles of taxation.
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Real estate taxes are the major source of community revenue.

One of those principles is based on the m arket concept that if 
you enjoy o r use som ething, you should pay for it. This is called the 
benefits-received principle. Those w ho get benefits from  a public 
service should expect to pay the charge o r  tax for providing it. The 
gasoline tax is an  exam ple of revenue ob ta ined  according to the 
benefits-received principle. Money from  gasoline taxes is used to 
build  and  m ain tain  highw ays. Therefore, those w ho pay for fuel 
directly  contribu te to good highw ays and  streets.

However, there is a problem  w ith  the benefits-received princi
ple of taxation. Som etim es i t ’s hard  to  know exactly how much 
benefit has been received, and  therefore how m uch tax should be 
collected from an  individual. For instance, how w ould you measure 
the benefits people receive from public education o r parks? Perhaps 
it could be done, bu t it certain ly  w ould be aw kw ard.

In addition to the example just given, what other benefits 
that people receive might be hard to measure?
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Most of our taxes are based on the ability-to-pay principle 
Q uite sim ply, this m eans tha t those w ho can  afford to pay m ore 
taxes should do so. Those w ith m ore taxable incom e, purchases, and  
w ealth are required  to pay m ore taxes than  those w ith  less.

Taxes m ay also be described according to the ir m ethod of col
lection and the effect they have on people w ith  different incomes.

Direct and Indirect Taxes
Taxes tha t are  charged to the person o r persons w ho finally pay 

them  are called direct taxes. They cannot be shifted to  ano ther 
party , and it is evident w ho is paying them . E state taxes and  some 
property  taxes are direct. So, too, is the individual incom e tax.

Indirect taxes, on the o ther hand, are those tha t are paid  by one 
party  but passed on to  another. Som etim es they are  called hidden 
taxes. Som e exam ples are  excise taxes and  custom s duties o r tariffs. 
The property taxes tha t businesses pay are  also indirect. The ow ners 
of an  apartm en t building pay property  taxes bu t pass those taxes on 
to tenants in the form of h igher rents.

Progressive and Proportional Taxes
Some taxes are described by the effect they have on people of 

different incomes. A progressive tax  is one in w hich the ra te  of tax 
ation increases as the incom e increases. The federal incom e tax is an 
exam ple of a progressive tax. People w ith very low incom es pay no 
tax a t all. As incom e increases, so does the tax rate . For instance, 
someone w ith an  incom e of $14,000 m ay pay 20 percent, o r $2,800, 
w hile someone w ho m akes $40,000 m ay pay 35 percent, o r $14,000.

Som e state  incom e taxes are also progressive. O ther sta tes have 
a tax rate tha t is the sam e a t every level of income. Such a tax is a 
proportional tax, one in w hich the amount of tax increases w ith 
incom e but the ra te  rem ains the sam e. For exam ple, incom es of 
$14,000 and $40,000 are  taxed a t 4 percent. For the person m aking 
$14,000, the tax is $560; for the person earning $40,000, it is $1,600.

Regressive Taxes
A regressive tax is one in w hich the proportion of incom e spent 

on the tax decreases as incom e increases. A sales tax is an  exam ple of 
a regressive tax. Regressive refers to the effect of the tax, w hich is 
harder on those w ith  low incomes. For exam ple, people w ith  high
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incomes generally do not spend as great a percentage of their 
incomes on necessities as do those w ith low er incom es. The poorer 
family will spend a  g reater percentage of its incom e on food, cloth
ing, and shelter. For tha t reason, m any states do not tax necessities 
such as food, m edicine, and  clothing.

WHAT IS A GOOD TAX?
Perhaps the question should be: Is there a good tax? In evalu

ating  any tax, there are  a num ber of ways of determ ining  how well 
the tax does the job. No one tax can be perfect, but some-do a better 
job than others. There are  certain  yardsticks we can use in measur
ing a tax and, as citizens, we can change the tax laws if they don’t 
m easure up.

Fairness
W hether a tax is ju s t and  even-handed in its trea tm en t of all 

people in ou r society is a m a tte r of its fairness. As a nation, we have 
adopted the ability-to-pay ra th e r than  the benefits-received princi
ple as a yardstick for m ost of ou r taxes. The ability-to-pay principle 
favors the progressive over the regressive tax. People w ith  higher 
incomes not only pay m ore tax bu t also a g reater percentage of their 
incomes. T h a t’s w hy a progressive incom e tax is considered to be 
fairer than a regressive sales tax.

Income is generally considered a fairer base to tax than  is con
sum ption o r w ealth . It is felt tha t the ab ility  to  pay is better 
indicated by incom e than  by the o ther two. For exam ple, tw o fam
ilies w ith different incom es m ay buy the sam e am oun t of clothing 
and  pay the sam e am ount of sales tax, bu t the fam ily w ith  the lower 
income will be paying a h igher percentage of th a t incom e in sales 
taxes.

Direct taxes are  considered fairer than  indirect. People have a 
b e tte r idea of w hat they are  paying to  governm ent w ith  a direct tax 
than  w ith an  indirect tax. T h a t’s one reason why excise taxes are 
often considered unfair.

Ease of Collection
A nother m ark of a good tax is its ease of collection. For most 

taxes, governm ent has to rely on som ebody else to do the collecting
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It is sometimes difficult to measure the fairness of a tax.

and forwarding. This is certain ly  true for such taxes as income, 
sales, social security, and  excise. Sales and  excise taxes are  paid  to 
the store or m anufacturer who, in tu rn , forw ards them  to the gov
ernm ent. Most social security and  incom e taxes are deducted from 
the em ployee’s wages by the em ployer and  sent to the governm ent.

Property tax is one tha t is not easy to collect. G overnm ent m ust 
value the property , send out the bills, and  then collect the taxes 
from a variety of individuals and  groups. G enerally p roperty  taxes 
are m ore expensive and  difficult for the governm ent to collect than  
o ther m ajor taxes. This is especially true  of the personal property  
tax, where it is difficult to know the real w orth of the property .

Acceptability
Taxes are  generally not very popular, bu t m ost people recog

nize the need to pay them . By and large, the federal incom e tax, 
sales tax, and property  tax are accepted. Of the three, p roperty  taxes 
are  probably the m ost objectionable. In fact, personal property  
taxes have becom e so unacceptable tha t m any local com m unities 
have dropped them . At the sta te  level, incom e and  sales taxes are 
probably the most accepted.

The a ttitu d e  of people abou t the sales tax is unusual. It is really 
not the fairest tax since it is one of the m ost regressive we have. And 
yet it is probably one of the m ost popular! The w ay the tax is col
lected and  the fact tha t people do not usually  keep a  record  of the
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total am ount of sales tax they have paid  over the year m ay account 
for its popularity.

Indirect taxes are generally m ore acceptable to  the public than 
direct ones. There are  few w ho really oppose indirect taxes. After all, 
those who pay the taxes to the governm ent know they can pass them 
along to o thers in the form of higher prices. Often those w ho pay the 
final price a re n ’t aw are tha t the cost of the tax is hidden in it. Yet 
indirect taxes do not provide citizens w ith a good idea of how much 
they are paying in taxes.

Which Tax Is Best?
No one tax m eets all the requirem ents for being a  “ good” tax. 

Of the three m ajor taxes, the incom e tax com es the closest to being a 
“good” tax. People should work tow ard  encouraging taxes that are 
the best for society, even though there is a  trad ition  of using certain 
taxes. Tax decisions, like any o ther choices, should be m ade after 
considering the trade-offs of having one tax instead of another.

EFFECT ON ECONOMIC ACTIVITY
All taxes affect econom ic activity, and  thus can be used to try to 

m ake changes in the econom y. For exam ple, periods of inflation 
m ay be caused by too m uch m oney in the econom y, so taxes may be

Those who pay the price aren't always aware that the cost of the tax is hidden in it.
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increased. On the o ther hand, during  periods of recession, too little 
money is in the econom y, so taxes m ay be decreased. W hen it com es 
to setting tax rates, though, there is no exact w ay to know how high 
is too high o r how low is too low.

In recent years, federal governm ent program s have required  
m ore and  m ore of ou r tax dollars. While the federal personal incom e 
tax rates have decreased w ithin  the recent past, over the last fifty 
years both tax rates and  do llar am ounts have increased by leaps 
and  bounds. It is estim ated  tha t in 1929 eleven cents of every do llar 
earned by the average U nited S tates citizen w as paid  in taxes. This 
am ount has increased to about th irty-three cents today.

The average taxpayer works until April 30 of each year just to pay federal taxes.

Existing taxes have been raised and  new taxes put into effect to 
raise m ore money. For the m ost part, these new and  increased taxes 
have resulted from increased governm ent spending a t all levels. 
Growing dem ands and  a grow ing population, along w ith  inflation, 
require more and  m ore revenue to keep the governm ent operating.

SUMMARY
People com m only com plain  about the taxes they pay. Many, 

however, do not really understand  e ith e r the reason for taxes o r the 
differences am ong them . G overnm ent a t all levels provides a  vast
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num ber of goods and  services, m ost of w hich are  paid  for through 
taxes. Taxes, both d irect and  indirect, a re  paid  on the basis of 
income, consum ption, and  w ealth.

To make inform ed decisions, it is im portan t tha t we under
stand  the various types of taxes we have, som e principles of taxa
tion, and some ways to determ ine w hat is a “ good” tax. In the final 
analysis, the best tax is the one tha t we least m ind paying and  that is 
the best for our society.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 14. Then 
write the term that best matches each numbered definition.

1.

2.
3.
4.

5.

6.
7.

8.

ability-to-pay principle 
benefits-received principle 
direct tax
estate and inheritance taxes
excise tax
FICA
general sales tax

indirect tax 
progressive tax 
property tax 
proportional tax 
regressive tax 
revenue 
tax base

Taxes paid on the value of real estate and personal property 
left at the time of death.
The item or activity that is the source of a tax.
A tax paid by one party but passed on to another.
A basic principle of taxation based on the idea that those who 
can afford to pay more taxes should do so.
The money received by the government from people to provide 
all kinds of goods and services.
A tax in which the tax rate decreases as income increases.
A tax that is added to the price of goods and services at the 
time of purchase.
A tax in which the rate of taxation increases as the income
increases.

9. A tax that is assessed to the party that eventually pays it.
10. A tax in which the amount of tax increases with income, but 

the rate stays the same.
11. A tax on items owned by a person or business.
12. A principle of taxation based on the concept that those who 

enjoy or use something should pay for it.
13. An often unnoted tax on the sale of certain goods and services, 

which is included in the price of those goods and services.
14. The social security tax.
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BUILDING
READING
COMPREHENSION

1.

2.

4.
5.

6. 
7.

8.

9.

10.

What are the two major types of revenue for government? Give 
three examples of each.
What are the three types of tax bases used in this country? 
Explain each one of them.
What is the primary means used by the federal government to 
raise revenue? List three other sources used by the federal gov
ernment to raise revenue.
What are the purposes of the FICA tax?
What types of taxes are most used by state and local govern
ments?
Define wealth. List three kinds of taxes on wealth.
What is the difference between the benefits-rcceived principle 
and the ability-to-pay principle? Give an*example of a tax 
based on each principle.
Explain the difference between an indirect tax and a direct 
tax. Give two examples of each.
Compare a progressive tax with a regressive tax. How are they 
different? How do they affect taxpayers differently?
List three yardsticks that can be used to measure how good a 
tax is.

BUILDING
BUSINESS
CONCEPTS

С
1.

2.

3.

4.

5.

6.
7.

1 0 .

Explain why the pay-as-you-go basis is used for federal income 
tax collection.
Do you think social security is a tax or an insurance? 
Explain.
Explain how general sales taxes, excise taxes, and income 
taxes are influenced by the ups and downs in the business 
cycle.
Why is the personal property tax not considered a very fair 
tax?
Rates for some types of taxes vary from state to state. How 
might this affect the behavior of businesses and individuals? 
How might this affect where they locate? what benefits they 
receive? their operating expenses or cost of living?
Give one advantage and one disadvantage of an indirect tax. 
Explain why it is difficult for the government to collect the 
property tax.
Explain why the sales tax is considered by many people to be 
unfair.
Explain how a personal income tax system can hurt someone 
who is promoted at work.
Under our tax system, taxes automatically go up when we 
have inflation. Why is this so?
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BUILDING
BUSINESS
EXPERIENCE

1. Make a list of several goods that have an excise tax included in 
their prices in your state.

2. Corporations are taxed on their earnings twice. Many people 
believe that a way should be found to do away with double 
taxation. How do you feel about this? Explain your answer.

3. Why have social security tax rates gone up steadily in recent 
years?

4. Do you believe more of our taxes should be based on the bene
fits-received principle rather than the ability-to-pay principle? 
Explain.

5. In 1929 eleven cents of every dollar was paid in taxes. Today 
about thirty-three cents goes to taxes. What reasons can you 
give for taxes going up? *

BUILDING
MATH
SKILLS

Your state has a sales tax rate of 6 percent. Figure the amount 
of tax and total price you must pay for the following items:

Item Price
color television set $389.00
two record albums 7.98
jeans 18.95
sweater 25.00
shoes 29.95

You have three employees for whom you must figure gross 
pay, FICA deduction, and net pay. Figure FICA tax as 7.15 per
cent of gross pay.

Employee
Hours

Worked
Hourly 

Pay Rate
Gross

Pay
Federal 

Income Tax
Health

Insurance FICA
Net
Pay

Eileen 35 $3.45 ? $36.69 $12.85 ? ?

David 40 3.75 ? 46.18 12.85 ? ?

Carla 35 3.80 ? 40.74 12.85 ? ?

3. The amount of real estate taxes is determined by multiplying 
the value of the property by the tax rate. Figure the taxes on 
the following properties. The real estate tax rate is $8 per $100 
of assessed value.

Properly Assessed Value
1 $119,000
2 64,000
3 134,000



Astronaut
Of the thousands of people who 

have applied for the job of astronaut, 
fewer than 200 have ever flown in space. 
Although the risks are great and the pay 
is not sensational, there is no lack of 
candidates for the job. During a recent 
eight-year period, the National 
Aeronautics and Space Administration 
(NASA) had more than 16,000 applicants, 
of whom just 84 were selected. How does 
one qualify?

If you want to be a commander or 
pilot of a space mission, you must have 
flown more than 1,000 hours in top 
performance jet airplanes. A college 
degree in engineering, physical or 
biological science, or mathematics is a 
requirement, and it helps if you have a 
master's degree. Some astronauts want 
to be mission specialists, performing 
experiments in space, operating shuttle 
booms, and launching and repairing 
commercial satellites. Mission specialists 
who do not know how to fly must spend 
up to a year in flight training.

Although age is not critical, 
astronauts must be in excellent physical 
condition. They must not have a phobia 
about being confined in small spaces 
over long periods of time. They must not 
suffer ill effects from weightlessness, nor 
betempermental or high-strung under 
pressure.
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Astronauts receive anywhere from six 
months to two years of training. This 
training may include work in simulators 
that imitate the actual conditions of 
spacecraft, including walking in space! 
Astronauts spend much time in 
classrooms, and they also train with 
equipment and in uniforms they will use 
in space. They are taught how to handle 
a specific assignment in realistic mockups 
at a NASA installation. In the past, some 
of the astronauts who worked with 
Russian cosmonauts had to learn how to 
speak Russian.

Many astronauts never leave the 
ground. Some serve in mission control in 
NASA's Johnson Space Center in 
Houston, Texas. Some operate computers 
or radios. Others experiment with 
equipment and work with engineers 
testing and designing new procedures 
and equipment. Regardless of their tasks, 
all are involved in sending people and 
equipment into space.



CHAPTER 21

Organized Labor 
in Our Economy

• You may belong to an organization or a club. Certainly it has a name. 
Perhaps it has rules and regulations. But what does it want to 
achieve? Why do you belong?

• When you work full time some day, you will be a part of our 
economy's labor force. Will you have any rights? How will you go 
about getting a raise?

• When you listen to the radio or TV or read the newspaper, you often 
hear about strikes. In what types of jobs are these strikes? What are 
some of the issues that bring on the strikes?
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Do you know w hat these term s m ean?

labor force 
labor union 
collective bargaining 
featherbedding 
closed shop 
right-to-work law 
locals 
union shop

open shop
fringe benefits
seniority
grievance
strike
injunction
arbitration
m ediator

You’ll learn all abou t these term s in this chapter.

All of you will be affected by unions throughout your lives. You 
may become a m em ber of a union yourself. You can even expect 
that people will ask you, "Do you belong to a un ion?” It's  im portan t 
that you know som ething about unions, how they function and  how 
they affect ou r econom ic w orld.

THE LABOR F O R C E

The United S ta tes Bureau of Labor S tatistics has an official 
definition of the labor force. It is the total num ber of people sixteen 
years or older who have jobs, o r w ho are availab le and  looking for 
jobs. Officially, those under sixteen, students, those keeping house, 
retired people, d isabled o r ill people, and  those unable o r unw illing 
to work are not considered m em bers of the labor force. Over 114 
million people in the United S tates are  in the labor force.

Each year thousands of new jobs are created . We lose som e jobs 
to autom ation and  technology. But overall, the num ber of new jobs 
is increasing steadily  year afte r year.

The federal governm ent conducts national surveys from tim e to 
time to determ ine how the labor force is changing. For one thing, 
the survey determ ines how m any in the labor force are  unem ployed. 
Unemployed workers are those who are w illing to work and  are  look
ing for work but do not have jobs. As a m a tte r of econom ic policy, 
the government often states w hat ra te  of unem ploym ent it consid
ers satisfactory. The unem ploym ent ra te  is one way to determ ine 
how healthy our econom y is a t any one tim e.

I  Do you know what the country’s unemployment rate is
I  right now? Is that rate considered to be high?
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Although many teenagers are unemployed, they are not included in the government's 
figure of unemployed workers.

O R G A N IZ E D  L A B O R
There are m any organizations o r associations of workers cm I 

ployed in the sam e types of jobs. Doctors m ay belong to the Amer I 
ican M edical Association, secretaries to  the Professional Secretaires I 
In ternational, and  lawyers to the American B ar Association. It mav I 
be tha t the organization sets o r recom m ends standards that indi I 
viduals m ust m eet before entering the occupation. There are mam 
m any such organizations.

The purposes of these organizations vary quite widely. Some 
provide continuing education for the ir m em bers through journals 
m agazines, and  even classes. O thers try  to get elected officials to 
pass laws tha t would benefit the ir m em bers. Some try to get mem
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bers to work together on a project o r activity . During elections, 
some organizations actively cam paign  to help elect people w ho 
favor their goals.

A labor union is an  organization tha t is form ed to represent 
w orkers, often in the sam e type of occupation. Som etim es a union 
o r m any unions together are referred to  as organized labor. Like 
o ther o rganizations of w orkers, unions engage in a variety  of activ 
ities. However, there is one activ ity  tha t is un ique to a labor union. 
That activity  is collective bargain ing , the com ing together of union 
m em bers and  their bosses, o r m anagem ent, to discuss basic issues 
tha t arise between them . In the course of collective bargain ing , rep 
resentatives of the union and  m anagem ent sit dow » to bargain  
about issues. Som e of those issues m ight be pay, w orking condi
tions, and  hours of work.

A union is som ew hat like a sm all dem ocracy in action. That is, 
the union m em bers elect o ther m em bers to represent them  in deal
ing w ith the m anagem ent of a business. The union m em bers send 
their dem ands to  the union representatives. The union rep resen ta
tives, in tu rn , work tow ard getting  those dem ands accepted by 
m anagem ent. The whole process of collective bargain ing  is an 
im portan t one in our econom ic system . W e’ll look a t it la ter in this 
chapter.

Why Unions?
There w as very little  reason for w orkers to join together during  

the early history of ou r country. For one thing, there w ere very few 
large businesses. O utside of the m any farm ers, there w ere only 
sm all shopkeepers and  fam ily-run businesses. There w as generally  a 
close relationship  between w orkers and  bosses. Then cam e the 
Industrial Revolution.

From  about 1850 to the early  years of the tw entieth  century  
cam e a revolution of m achines and  technology. It pu t large num bers 
of people, including w om en and  children, to work in factories. 
M achines becam e im portan t, and  w orkers w ere som etim es re
garded only as so m any num bers. Low pay, long hours, and 
unhealthy conditions were com m on. W orkers w ere easily replaced, 
and  there w ere m any w aiting for the ir jobs. Relationships betw een 
w orkers and  bosses becam e m uch m ore im personal. A big problem  
for w orkers w as tha t they w eren’t organized. Individuals w ho com 
plained abou t conditions to m anagem ent w ere not heard .
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Unions helped eliminate child labor.

Building Union Strength
W orkers soon realized tha t they had  to join forces to be heard. 

The first tru ly  effective union w as form ed in 1869. This union, the 
Knights of Labor, represented w orkers of m any different occupa
tions. It failed because of poor leadership and  differences of opinion, 
but it w as a beginning.

Som e tw enty years later, craftsm en o r skilled w orkers formed 
an organization called the American Federation of Labor (AFL). It 
w as actually  a  collection o r federation of craft o r trade unions. Each 
union generally represented a single trade such as bricklayers or 
carpenters. In 1936 the Congress of Industrial O rganizations (CIO) 
w as organized to represent blue-collar, sem i-skilled, and  unskilled 
w orkers. Unlike the AFL, the CIO sought to organize industrial 
unions, com posed of all the w orkers w ith in  an industry , like auto
mobile, coal m ining, and  steel.

N early tw enty years after that, the tw o organizations joined to 
create one g iant labor federation, the AFL-CIO. Eventually  it had 
over th irteen m illion w orkers. In addition , there are now a number
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of large independent unions such as the T eam sters and  the United 
Mine W orkers. The principle of strength  through num bers has been 
a m ajor organizing th rust of unions throughout the ir history.

Unions and Government
Unions did not have an  easy tim e in getting s ta rted  and  acqu ir

ing the pow er they have today. G etting be tte r pay, be tte r w orking 
conditions, and a shorter work week were hard-w on victories. 
Som etim es there was even violence. Finally, in 1935, the N ational 
Labor Relations Act, o r W agner Act, w as passed by Congress. This 
act gave w orkers the right to organize a union and  bargain  w ith 
m anagem ent.

A second m ajor labor law, the Taft-H artley Act, w as intended to 
control unfair p ractices on the part of unions. Two practices in p a r
ticu lar were declared illegal. One w as featherbedding, a  practice in 
which labor unions forced unnecessary ex tra  w orkers on businesses. 
The closed shop, a rule tha t businesses cannot h ire anyone w ho is 
not a union m em ber, w as also m ade illegal by this Act.

A nother im portan t effect of the Taft-H artley Act rela tes to the 
legalization of the right-to-w ork law, w hich is actually  passed by a 
sta te  governm ent. The right-to-w ork law declares tha t w orkers have 
a right to work regardless of w hether o r not they join the union in 
the place w here they are  em ployed. M any sta tes have such right- 
to-work laws.

Unions oppose right-to-work laws for a num ber of reasons. The 
strength  of a union is certain ly  hu rt w hen som e w orkers in a busi
ness do not belong to a union. Also, the nonunion m em bers get the 
benefits of collective bargaining w ithout having to support it. The 
contract tha t the m anagem ent of the business signs w ith  the union 
covers all w orkers.

Those in favor of right-to-w ork laws insist tha t w orkers should 
have the freedom  to join o r not to  join the union. Keeping a job, they 
say, should not depend on w hether one belongs to the union. Need
less to say, unions are trying to get right-to-work laws declared 
illegal. Many businesses m eanw hile are trying to get m ore sta te  
governm ents to pass them .

A nother m ajor federal law affecting unions is the Landrum - 
Griffin Act. Like the Taft-H artley Act, this act controls union activ
ities, particu larly  the behavior of union officials. A union m ust 
provide reports to  both the federal governm ent and  its own m em 
bers on how union dues are  being used o r invested.
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HOW A UNION OPERATES
W orkers have the right, legally given to  them  by the Wagner 

Act, to form and  belong to unions. In the case of craft occupations, 
the local union is form ed by those w orking in a particu la r location. 
For instance, all the carpenters, pain ters, o r bricklayers in a given 
geographic area  join together to form  a craft union. Of course, many 
craft unions have been around  aw hile, and  m any already  have cen
tral offices o r even locals, sm all b ranch  unions, in a large number of 
places. The locals for an  industria l union, such as steelmaking, arc 
often found righ t w ithin a com pany.

A local union is form ed by a m ajority  vote of the wbrkers. Most 
local unions in turn  belong to the national union. M em bers pay dues 
to support the work of both the local and  national unions. If the 
national union belongs to the AFL-CIO, p a rt of the dues are  used to 
support the federation.

Negotiating a Contract
If you’re em ployed in a  business tha t a lready has a union, you 

obviously will not be involved in setting one up. However, you prob
ably  will be involved in the m ost im portan t task a union has, 
negotiating a con tract. A contract is an  agreem ent on w orking con
ditions betw een the union and  the m anagem ent of a  business.

A prim ary  goal of discussions on a  con tract is to  reach agree
m ents that both  sides will accept. Most con tracts cover a period of 
from three to five years. W hen a con tract is abou t to end, steps are 
taken by labor and  m anagem ent to extend it for ano ther three to 
five years. The various provisions in the con tract are  reviewed. 
Som e new ones m ay be added. There are  a num ber of provisions 
com m on to practically  all contracts.

Union or Open Shop. A union shop exists w hen workers do 
not have to belong to  the union in o rder to be hired, but they are 
required  to jo in  after a given period of tim e. In sta tes w here union 
shops are  perm itted , the unions work to  require  union m em bership 
in the ir con tract w ith m anagem ent. A situation  tha t is m ore to the 
liking of m ost m anagem ent is the open shop, under w hich a worker 
is not required  to join a union before o r during  em ploym ent. But in 
m any o lder businesses, the union shop has long been accepted.

Wages. Perhaps the m ost com m on provision in a union con
trac t is for an  increase in wages. S ince the con tract period is for a 
num ber of years, the union has to look both  back and  ahead  for its
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Before settlement of a contract can be announced, both sides must agree to it.

workers. It has to  see w hether the old con tract has kept up  w ith  the 
cost of living, and  how m uch wage increase will be required  for the 
future. The union m ay try  to add  a clause to the con tract tha t ties 
increases in w orkers’ wages to the cost of living — a cost-of-living 
provision. About 53 percent of all union con tracts have a cost-of- 
living clause. O ther factors affect wages, too, such as w hether the 
w orkers have becom e m ore productive and  w hether the business 
has becom e m ore profitable.

Business m anagem ent looks a t the sam e factors. W hat will 
higher wage costs do to the costs of goods and  services? If the pro
ductivity of w orkers does not increase, are h igher wages justified? 
Can the added costs be passed on in h igher prices for the product o r 
service? Will the produced item s still be com petitive? All of this will 
not be very pleasing to the ow ners if negotiating the con tract results 
in lower profits.

Som etim es when a business has been m aking little  o r  no profit, 
w orkers agree to  take no increase o r even a reduction in wages. This 
can lower the cost of goods and  services and  m ake the business 
m ore com petitive. W orkers realize tha t if the firm goes out of busi
ness because it c a n ’t m ake a profit, there w on’t be any jobs.
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Fringe Benefits. Som e things outside of wages o r earnings, 
such as health  insurance, paid vacations, and  pensions, are called 
fringe benefits. They are “ fringe” because they often do not show up 
directly  on the paycheck. But w hether they show up  o r not, they still 
cost the em ployer money. Fringe benefits cost em ployers about 37 
cents on each do llar paid  to w orkers. More and  m ore fringe benefits, 
and particu larly  the security  they provide, are  regarded favorably 
by unions. Nowadays unions often bargain  for dental and legal 
insurance, counseling on family problem s, and  advice on financial 
planning.

Hours o f  Work. This contract provision contains information 
about the num ber of hours per day and  per week to be worked. In 
addition it defines the working day, for instance, as being between 
the hours of 7:00 a .m . and 3:00 p .m . It gives the am ount of time for 
the lunch period, and  the num ber and  am ount of tim e for breaks, if 
any.

Working hours are frequently defined in union contracts.

Seniority. The w orkers em ployed the longest are  said  to have 
seniority over those em ployed for a  sho rter tim e. In a union contract 
w ith a seniority provision, those w ho have been hired  last will be 
laid off first. Obviously o lder w orkers approve of this procedure 
because it provides g rea ter security  for them . Y ounger workers 
respond by asking tha t m ore than  ju st seniority determ ine which 
em ployees a re  laid off.
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From both the worker and managem ent po in ts o f  view, 
what do  you believe are the advantages o f  a sen iority  
system ? the disadvantages?

Working Conditions and Responsibilities. Provisions in the 
union contract require that the em ployer m ain tain  certain  kinds of 
w orking conditions. In addition, the p articu la r responsibilities of 
the em ployee are spelled out. An exam ple is the typical union con
tract between teachers and  a school d istric t. A w orking condition 
for the school d istrict to m ain tain  m ight be a certain  average n u m 
ber of studen ts per class. A teacher responsibility  m ight be the 
am ount of after-school activities required.

Grievance Procedures. A grievance is a cause for com plain t. 
In a con tract, when e ither party  believes the o ther is not living up to 
the agreem ent, grievance procedures are  followed. Perhaps a 
w orker believes a supervisor o r forem an has done him  o r her a 
wrong. The grievance can be referred to a p articu la r union rep re
sentative and  then on to a m anagem ent representative. Specific 
procedures for hearing and  taking action on the grievance are  a part 
of the con tract.

The Process of Collective Bargaining
Collective bargaining refers to the un ion ’s ability  to negotiate for 

all workers a t one tim e, collectively. Before the old con tract ends, 
the union m em bers elect a bargain ing  agent to represent them . It 
m ay be a w orker from the local o r it m ay be som eone brought in 
from the national office. The bargain ing  agent goes over w ith  the 
union m em bership w hat they w ant in the new contract. At the sam e 
tim e, m anagem ent is trying to  determ ine w hat the business feels it 
can and  cannot provide.

Finally the bargaining agent and  representatives of m anage
m ent meet. Both sides indicate the ir bargain ing  positions. G ener
ally the bargaining agent asks for m ore than  is realistically  possible. 
M anagem ent proposes less than  it can afford to give. After each side 
m akes its case, discussion follows. Each side is prepared  to move 
tow ard the m iddle. This is the tim e w hen there is give and  take 
between w hat w orkers will accept and  w hat m anagem ent will 
give.

If the con tract runs out before an  agreem ent is reached, there is 
som etim es a work stoppage, o r strike. S trikes are  usually a last 
resort. They can be effective, bu t they can also h u rt both the firm
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Workers sometimes strike when they can't reach an agreement with their employer.

and the w orkers. If no p roducts are  m ade, then none are sold, and 
certain ly  no profit is m ade. The w orkers, of course, a re  not receiving 
wages. W orkers on strike often receive m oney from a strike fund set 
up  by the union. The strike fund is financed by the dues paid  by the 
w orkers. However, the paym ents to strik ing w orkers are  usually less 
than  the w orkers’ wages.

Occasionally w orkers will have a wildcat strike, w hich is a work 
stoppage unauthorized  by the union. Such a strike can occur any 
tim e, bu t usually results from som e delay o r hitch in the collective 
bargaining process. In the case of a  w ildcat strike the courts m ay be 
called in to decide w ho is right in the circum stances. A judge may 
assess a fine against a union if the court decides tha t the union is in 
the wrong.

D uring a strike w orkers generally picket o r dem onstrate  outside 
the building w here they are  striking. One reason for the picketing is 
to call the strike to the a tten tion  of the public. A nother reason is to 
prevent o thers from entering the com pany to take the jobs. In most 
cases, strikes do not affect the general w elfare of the nation. If a
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strike is harm ful, the President of the U nited S ta tes has the pow er, 
under the Taft-H artley Act, to halt the strike tem porarily . The Pres
ident can have a court issue an  injunction, an o rder tha t prevents 
the union from continuing w ith the strike. U nder the term s of the 
Taft-Hartley Act, the injunction calls for a m axim um  eighty-day 
cooling-off period. During those eighty days, discussions betw een 
labor and  m anagem ent continue. The pressure of the injunction, 
together w ith national a tten tion , often resu lts in a settlem ent.

When the bargainers from both sides reach agreem ent, the p ro 
visions are subm itted  to the w orkers. If the m ajority  of union 
m em bers accept the provisions, the new con tract is draw n up. The 
bargaining agent signs it for the union, and  a representative of m an 
agem ent for the business. If the union m em bers tu rn  dow n the 
contract, i t ’s back to the bargaining table.

When a real hang-up occurs in draw ing up the con tract, both 
parties m ay agree to ano ther procedure. This process is arbitration, 
o r subm itting  the d isagreem ents o r differences to a th ird  p arty  w ho 
acts as a kind of judge. Since the a rb itra to r  m ust be acceptable to 
both parties, the ruling he o r she finally gives m ust also be accepted. 
A nother procedure m ay be used instead of a rb itra tio n . It involves 
bringing in a th ird  party , a m ediator, w ho listens to both sides and 
then provides a decision as to  w hat the provisions of the con tract 
should be. N either side, however, has to  go by the m ed ia to r’s judg 
m ent. O ccasionally the federal o r sta te  governm ents provide m edi
ation o r a rb itra tio n  services, if called upon. G enerally governm ent 
does not step  in w ith  decisions on a union contract.

An arbitrator listens to both sides and then tells them how the contract will read.
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THE STATUS OF LABOR UNIONS
The to tal num ber of w orkers belonging to unions has decreased 

over the last few years. For exam ple, from  1980 to 1984, union mem
bership dropped from 20.1 m illion to 17.3 m illion m em bers. There 
are a num ber of reasons for this decrease. T raditionally , unions 
have been strongest am ong w orkers in firms tha t manufacture 
goods, such as appare l, steel, autom obiles, and  tires. However, 
m any of these firms have cu t back on the num ber of workers 
because of au tom ation  o r because they are  no longer competitive 
w ith foreign m anufacturers of the sam e goods. In som e instances, 
businesses have moved to p arts  of the country  w here workers are 
not as in terested  in having unions represent them .

The grow th area for jobs is in the service sector. Unions have 
m ade som e inroads in organizing service w orkers in such areas as 
governm ent, teaching, food service, and  offices. Even so, increases 
in union m em bership  in service jobs have not kept up with 
increases in the num ber of service jobs tha t have been created. For 
exam ple, from 1980 to 1984, the num ber of service jobs increased 
greatly. Yet the percentage of service jobs tha t w ere unionized 
dropped from 13.5 to  10.5 percent.

SUMMARY
W orkers established unions to im prove the ir lives as workers. 

Through collective bargaining, unions have sought be tte r pay and 
w orking conditions for the ir m em bers. Federal laws and  union con
trac ts guaran tee the rights tha t organized labor has won.

Labor unions have brought about be tte r w orking conditions, 
be tte r pay, and  m ore security  for w orkers. They have fought for laws 
to help the w age-earner. Child labor laws setting  up  rules against 
the em ploym ent of very young children are  one exam ple. Unions 
have also gotten laws tha t provide m easures for w orkers’ health  and 
safety on the job.
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BUILDING
WORD
POWER

«Л1

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 16. Then 
write the term that best matches each numbered definition.

arbitration 
closed shop 
collective bargaining 
featherbedding 
fringe benefits 
grievance 
injunction 
labor force

labor union 
local 
mediator 
open shop 
right-to-work law 
seniority 
strike 
union shop

8.

9.

1. A rule that businesses cannot hire anyone not belonging to the 
union.

2. A work stoppage.
3. Workers who have been employed the longest in a com

pany.
4. Submitting the disagreements or differences to a third party 

who acts as a judge. The final ruling must be accepted by both 
parties.

5. A practice in which unnecessary extra workers are forced on 
businesses.

6. A practice in which an employee must join the union after a 
specified period of time.

7. A cause for complaint.
A law that gives workers the right to work whether or not they 
join the labor union where they work.
The total number of people sixteen years or older who have 
jobs, or who are available and looking for jobs.
Extras outside of wages or earnings such as health insurance, 
paid vacations, and pensions.
A court order that prevents a union from continuing a 
strike.

12. The coming together of union members and management to 
discuss basic issues that arise between them.

13. A small branch union.
14. An organization that is formed to represent workers, often in 

the same type of occupation.
15. A third party who listens to both sides and then provides a 

decision as to what the provisions of a labor contract should 
be. Neither of the two sides has to accept the third party’s 
judgment.
A practice in which an employee may or may not join the 
union before or during employment.

10.

11 .

1 6 .

>
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BUILDING
READING
COMPREHENSION

1. Define unemployed workers.
2. What is the difference between organized labor and the labor 

force?
3. What are three common issues that might be bargained for in 

collective bargaining?
4. Why were unions formed in the first place?
5. What did the National Labor Relations Act provide?

What was the purpose of the Taft-Hartlev Act? What two prac
tices were declared illegal by this law?
What is the purpose of the Landrum-Griffin Act?
In a union contract with seniority provisions, who would be 
laid off first?

9. What is a wildcat strike? *
Give three reasons that unions have lost membership in the 
last few years.

6 .

7
8

10.

BUILDING
BUSINESS
CONCEPTS

1. What activity makes labor unions different from other organi
zations of workers?

2. Why is collective bargaining more effective than individual 
bargaining by each employee?
Why do unions oppose right-to-work laws?
Explain how a union is established.
Explain what is meant by a contract between a union and 
management.
Explain why unions favor a union shop.
One of the most common provisions in a contract is the 
increase in wages. What are some things the union must con
sider? What must management consider?
Why is the grievance procedure important to union mem
bers?

9. Explain how strikes hurt both the firm and the workers.
10. Why would a court issue an injunction? What does an injunc

tion do?

3.
4.
5.

6. 
7.

8.

1. Unions are becoming more common among government 
workers, including those in police and fire departments. Do 
you feel that these organizations should be allowed to go on 
strike? Why or why not?

2. Do you think a worker should have to join the union in order to 
keep his or her job? Defend your answer.

3. Workers first began to organize into an effective union in 1869. 
Research and write a report on the need for and the beginnings 
of unions.

BUILDING
BUSINESS
EXPERIENCE
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BUILDING
HUMAN R ELA TIO N S  
SKILLSm

4. Interview your family and friends about unions. Some ques
tions you might ask are as follows:
a. Do you belong to a union? If yes, which union?
b. What benelits do you receive because of union negotia

tions?
c. For how long does the union contract exist in your com

pany before it has to be negotiated again?
d. Have you ever been elected as a union representative?
e. Do you feel the money you pay in union dues has been 

money well spent?
f. Do you favor a union shop or an open shop? Why?

5. Unemployed workers, as defined by the government, include 
those who do not have jobs but are looking for work. What 
types of individuals are unemployed but would not be counted 
as unemployed by the government?

In this activity you will participate in one of the steps of the col
lective bargaining process. Your class will be divided into groups 
for this project. One person from each group will become the arbi
trator. The remaining members of each group will then be divided 
into two teams. One team will represent the labor union, and the 
other team will represent management.

You have been bargaining and have come to the point where 
an agreement cannot be made. Both sides have agreed to arbitra
tion. As a member of the team, it is your responsibility to help 
defend your side.

The management team must give reasons why it cannot 
increase wages or fringe benefits and provide longer vacations, a 
four-day work week, a one-hour lunch period, and a fifteen-minute 
break each morning and afternoon. The company does not earn 
enough profit to support even half of the demands.

The union team must give reasons why all of the above pro
visions should be included in the contract.

The arbitrator listens to both sides and then, based on the 
defense given by each team, makes a decision.
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Working at Home
Be your own boss. Manage your own 

time. You can do that if you work with a 
computer in your own home. A mini
revolution is under way, and it is 
changing the way some people work. 
Now computers at home can be tied in 
to others almost anywhere in the world.

The relatively new practice of 
working at home computers is called 
telecommuting. It is estimated that fully 
10 percent of the work force may 
eventually work at home at least two to 
three days a week. With the proper 
equipment, the processing of huge 
quantities of data can be done just as 
well at home as at the office. So why 
isn't everyone working at home?

Many people want the 
companionship and interaction found in 
an office environment. Others actually 
work better with guidance and 
supervision. Some fear that their chances 
for promotion will be poorer if they're 
away from the office and out of sight. 
And, of course, there are many jobs that 
simply cannot be done at home by 
telecommuting.

Few people expect telecommuting to 
replace the office. However, it is another 
option to long commuter trips. It permits 
more flexible work styles as well as 
schedules. The computer has provided 
greater freedom and more alternatives. 
Now when a worker punches a clock, it 
may be the one at home.

On the other hand, there are jobs 
that require little or no support from an 
office staff. Some of these are in 
communications, such as public relations, 
advertising, or writing. Jobs that make 
use of the computer's capacity for 
collecting, storing, and adding to data 
are ideal for telecommuting.

Many parents of small children 
prefer to work at home on a flexible 
schedule. Salespeople, some of whom 
had offices in their homes before the 
home computer came into existence, now 
find it increasingly easy to do all of their 
recordkeeping, filing, and updating of 
accounts away from a central office. For 
those with physical limitations or for 
invalids, working at home can be the 
answer to a much more interesting and 
productive life.
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CHAPTER 22

Our Working World
• We live in a world where practically everybody works — or wants to. 

Have you ever thought about how many jobs are out there? What 
kinds of jobs have the most openings?

• There are over 105 million people in our country who work at 
everything from making pincushions to selling flowers. There are 
butchers and bakers and candlestick makers. Is there a convenient 
way of putting all of these occupations together? What makes some 
occupations similar to others?

• You've heard about the person who started out in the shipping room 
and wound up as president of the corporation. Then there's the story 
of the former secretary who now heads her own surgical instrument 
company. If you have a job now, what could it lead to?



I nil 6 Choosing a Career 323

Do you know w hat these term s m ean?

autom ation  
m ass production 
specialization of labor 
s tandard ization

blue-collar w orkers 
journeym an 
career ladder 
tu rnover

w hite-collar w orkers 

You’ll learn all about these term s in this chapter.

There are m any, m any different kinds of jobs in ou r country. 
Look a t your own school. Besides teachers, there are  cooks, payroll 
accountants, secretaries, bus drivers, engineers, m ain tenance peo
ple, coaches, gardeners, typists, and  nurses. You can lind a lot m ore 
occupations in the central school headquarters  for your town or 
city. The place where you live has m any m ore kinds of occupations 
from which you can choose. Perhaps you live in a ru ra l area, w here 
there is farm ing. Maybe you live in a sm all town tha t has a business 
o r factory th a t offers jobs for m any people. A large city has a variety 
of businesses and  a large choice of jobs. There are  shopkeepers, doc
tors and  dentists, restau ran t ow ners, police and  town officials, and  
others. There are hundreds of different jobs — m any of w hich 
you’ve never heard  of.

The choice of a job is largely up to you. But before m aking a 
career choice, it would be a good idea to find out about the basic 
characteristics of jobs in w hich you’re interested. You w on’t have 
the tim e o r opportun ity  to exam ine each occupation in detail. To 
s ta rt, w e’ll briefly exam ine jobs classified by the types of tasks com 
pleted by w orkers — goods-producing and  service.

The Goods-Producing Occupations
The w orker in the autom obile p lan t, the farm er, and  the ca r

pen ter who builds hom es are  producing goods. If you are a steel
w orker o r a baker, you are producing goods. The total num ber of 
jobs in the a rea  of goods-producing occupations has not increased 
m uch in this country  since the 1960’s. Surprisingly , m ore goods 
have generally been produced from year to year w ithout a great 
increase in the num ber of w orkers. Why?

JOB CLASSIFICATIONS
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One reason for this is tha t m ore and  m ore of the goods you buy 
are m ade by w orkers in o ther countries, not by w orkers in this coun
try. For exam ple, look a t all of the shoes, clothing, televisions, 
cam eras, and  even autom obiles tha t we buy tha t are m ade in other 
nations. Even m ore and  m ore of the steel in the products that we 
buy is produced in o ther countries.

A nother reason relates to ways in which goods are  produced. 
A utom ation, the substitu tion  of m achines for people, means that 
m ore goods can be m ade by about the sam e num ber of workers. In 
m ass production, a m ethod of producing m any sim ilar things at 
once, one person does the sam e task o r several s im ilar tasks over 
and  over again. This process is called the specialization of labor. 
A nother process tha t helps to produce m any goods is the moving 
belt o r arrangem ent of tasks in a row called an assembly line.

Specialization of labor means that more work can be done faster.

The au tom otive factory has long been a m arvel of ou r business 
and  econom ic w orld. It is a rem arkable exam ple of how m ore goods 
can be produced w ithout necessarily increasing the num ber of 
w orkers. As you know, no one autom otive w orker puts together an 
en tire  car. That would require som eone skilled in every step  of auto
mobile m anufacture. It would be both tim e-consum ing and  expen
sive. Instead, an  au tom ated  assem bly line moves cars through the 
p lan t until they are  com pletely assem bled. Som eone puts on fend
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ers, som eone else w indshields. O thers tighten belts, do w elding 
here, add a part there. In some factories, robots do som e of the 
assem bling, especially the m ore routine o r dangerous steps.

The assem bly-line process can be used because of still ano ther 
process. Each car can be put together in the sam e w ay because 
interchangeable p arts  are used, a concept called s tandard ization  
Mass production really could not be achieved if each car had  to be 
custom  m ade. Indeed, if each car required  a different engine and  
each engine called for different hand-m ade parts , there would be 
fewer cars than  there are  now. And the cars w ould be far m ore ex
pensive. Mass production — m ade possible by au tom ation , special
ization, and  standard ization  — enables the m anufacturers in ou r 
country  to produce m ore goods w ith fewer people.

The Service Occupations
Instead of producing goods, o ther w orkers provide services. The 

secretary, salesperson, lawyer, airlines pilot, and  social w orker p ro
vide services. So do the autom obile m echanic, the dry cleaner, and 
the ski lift operator. As you can see, m any of these jobs require 
regular contact w ith o ther people. The num ber of jobs in the service 
areas has increased quite rapidly  in the past tw enty years and  will 
continue to  increase. Service occupations are projected to account 
for about 75 percent of all new jobs by 1995. You can probably  think 
of some reasons why.

At least one fairly obvious reason is that people in the United 
S tates are spending a g reater part of their incom e for services. In 
1940 approxim ately  37 cents of each consum er do llar w as spent for 
services. Bv the m id 1980’s this am ount had increased to approx i
m ately 50 cents of every dollar. The travel and  recreational areas 
a re  an exam ple of this boom  in service occupations. People in this 
country  are  traveling m ore than  they ever have — by car, plane, 
bicycle, van, recreational vehicle, and  backpacking on foot. They’re 
also eating  out more, a t restau ran ts, fast-food places, and  drive-ins. 
At least one result of all this has been the steady grow th in service 
jobs, such as chefs, park service workers, reservation clerks, life
guards, and  hotel m aids.

About how many o f your family and friends work in 
serx’ice industries? in goods-producing industries?

More efficient work practices and  even au tom ation  have not 
m ade all tha t m uch difference in the wav som e service occupations
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Day-care workers provide a necessary service for many parents.

are  run. For instance, the cleaning of hotel and  motel room s has not 
really changed m uch in the past tw enty years. T here’s no easy wav 
to m ake the beds and dust the furniture. Thus, an  increased dem and 
for hotel and  motel room s has led to a g reater num ber of jobs for 
cleaning personnel. People still w ant the sam e services — and  are 
willing to pay for them .

White-Collar Workers
A nother w ay of classifying w orkers is bv the kind of environ

m ent in w hich they work. Years ago some jobs, particu larly  in 
offices, were perform ed by people w ho wore w hite sh irts  o r blouses. 
So the nam e white-collar worker caught on to describe the type of 
work they did.

For the m ost part, w hite-collar w orkers work w ith people, 
inform ation, and  ideas. Most of the jobs in the w hite-collar area 
involve producing services — the biggest grow th area  for the 
future. W hite-collar jobs have been increasingly affected by the use 
of com puters and  o ther types of electronic equipm ent. And more 
and  m ore of these jobs require skills to operate such equipm ent. For 
exam ple, m any businesses provide desk-top com puters for their
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employees, so even m anagers need to know how to use the com 
pu te r efficiently. Let’s look briefly a t the four basic types of w hite- 
collar workers.

Office Support. This group includes jobs com m only found in 
the office, such as secretary, adm in istra tive  assistan t, file clerk, 
bookkeeper, m achine operator, typist, and  receptionist. Most of the 
jobs in this group involve providing services to business, industry , 
governm ent, and  medical and  legal concerns. Office support w ork
ers prepare and  m ain tain  records, analyze data , and  m ay indirectly  
o r directly deal w ith custom ers. Som e office support w orkers oper
ate m achines, such as typew riters, w ord processors, com puters, and  
copiers. Secretarial and  receptionist occupations are  "people-type” 
jobs. Usually a t least a high school diplom a is needed.

Professional and Technical. A ccountants, lawyers, teachers, 
com puter program m ers, engineers, journalists, and  doctors are 
am ong those included in the professional and  technical category. 
W orking w ith ideas, analyzing d a ta , and  creating new inform ation 
are often included in the job tasks of these w hite-collar workers. 
Lawyers, teachers, journalists, an d  doctors have a lot of contact

In many white-collar jobs, workers must interpret complex data.
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w ith o ther people in the course of the ir jobs. A college degree is 
required for m any jobs in the professional and  technical category. 
More than four years of college is required for doctors, lawyers, and 
college professors.

Managers and Adm inistrators. Com pany executives, school 
principals, office m anagers, and  sm all-business ow ners are among 
those w orkers found in this w hite-collar category. G enerally there is 
a lot of people contact in m anagerial and  adm in istra tive  occupa
tions. Analyzing data , com ing up w ith new ideas, and  especially 
dealing w ith people are im portan t in this occupational group. A 
four-year college degree m ay be required.

Sales. Retail selling, door-to-door selling, and  telephone sell
ing are all various types of the sam e occupation. Selling goods and 
services that have been produced is the p rim ary  responsibility of 
this w hite-collar group. Developing new ideas for selling goods and 
services m ay be im portan t. Mainly, however, this is an  occupational 
area in which, it is said, first you sell yourself to people — and then 
you sell the product o r service. Som etim es little form al training is 
required. But often four years of college can add  a great deal to one’s, 
selling techniques and  provide the background for eventual promo
tion to m anagem ent positions.

Blue-Collar Workers
Here again, the clothing w orkers used to  w ear for the ir jobs 

cam e to describe how they w ere called o r grouped. Factory workers, 
construction w orkers, and  craft w orkers often wore coveralls or 
overalls, usually blue, w hile working. And so, w orkers in these jobs 
were known as blue-collar w orkers. M any blue-collar jobs still 
require hard  work, but m achines and  equ ipm ent have cut down on 
the am ount and  even the na tu re  of it. S till, w orking w ith  o r oper
ating  m achinery m ay be a large part of the job.

A pproxim ately 25 to 30 percent of the jobs in ou r working 
w orld are blue-collar. M any of these jobs involve the production of 
goods and, as a  whole, these occupations are not increasing as much 
as service occupations.

Operatives. O perators of cranes, bulldozers, com pressors, 
road pavers, and  m any o th e r kinds of equ ipm ent are included in the 
operatives category of blue-collar w orkers. Often people in these 
jobs are referred to as heavy m achinery operators o r engineers. 
Although they m ay be semi-skilled, requiring  little m ore than an 
autom obile d riv er’s skills, som e of these jobs require m uch on-the-
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job training. M any of these jobs are  found on construction  sites, and  
a t dam s, m ines, and  factories. Occasionally this occupational ca te
gory is referred to as semi-skilled.

Many employment opportunities for operatives exist in the construction industry.
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Crafts and Skilled Trades. C arpenters, pain ters, plumbers, 
bricklayers, electricians, and  m echanics are  am ong those included 
in the crafts and  skilled trades category. Crafts and  trades are old 
term s used to describe certain  kinds of highly skilled o r trained 
blue-collar w orkers. For instance, it w asn’t unusual for a young per
son to becom e apprenticed  (or go in to  training) in a trade o r craft at 
a very early age. Many years la te r the appren tice m ight become a 
journeym an, o r  trained worker. Much later, the best and  oldest of 
these workers becam e m aster craftsm en. You’ll recognize in the 
w ord "hand icraft"  tha t som etim es this kind of w orker is very skilled 
w ith his or her hands. Today m any of the occupations in the crafts 
and skilled trades are rem em brances of the w ay work w as done a 
long tim e ago.

The greatest increase o f  jobs for blue-collar workers is 
expected to occur in the crafts and skilled trades 
occupations. Why do you suppose this is so?

Nonfarm Laborers. As a group, w orkers in this category are 
often referred to  as unskilled. Very little train ing , e ither educational 
o r on-the-job, is usually required . U nloading trucks, ships, o r  trains 
is typical of the work done by nonfarm  laborers. Som e people work 
in stockroom s and  w arehouses. In a m a tte r of hours o r days a t the 
m ost, any skills required can be learned. Many unskilled laborers’ 
jobs have been elim inated due to au tom ation . Obviously it is not a 
grow th area of occupations!

Farm Workers
T raditionally , farm  w orkers have been viewed as a separate 

category. Their work environm ent and  needed skills are  unlike 
those of any o th e r group. Those occupations in m anaging and  oper
ating  farm s form the largest group in this job  category.

Big farm s, som etim es called agri-businesses (“ag ri-” is short for 
"ag ricu ltu re”), need m any w orkers to work w ith  tools and  equip
m ent. Big farm s, like big businesses in o th e r areas, need managers, 
accountants, and  clerks. People m ust exam ine data , p lan better 
m ethods of producing crops, and  control fertilizing and  irrigating 
operations. These big farm s now account for m ore and  m ore of the 
total farm  w orkers in this country.

B etter equ ipm ent and  higher crop yields have com bined to 
decrease the num ber of farm  jobs. In the 1970's about 3 of every 100 
jobs in ou r w orking w orld were in farm  work. Now only 2 out of
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every 100 jobs are  in farm  work. Because of increased au tom ation , 
the percentage of farm  w orkers in ou r total working force is ex
pected to decrease still further.

CAREER LADDERS
For people w ho s ta rt w orking in a particu la r career area , there 

is often a path  of advancem ent. To s ta rt, there is w hat is called an 
entry-level job. From  there, one advances in steps of increasing skill, 
experience, and  responsibility. This m ethod of progressing from one 
level to ano ther in an organization is called a career la d t^ r . W ithin 
a career ladder, there m ay be m any different positions, o r jobs, as 
shown in the career ladder below.

The career ladder ju st describes the typical experience from 
entry-level position to the top of the job. Entry-level positions are 
generally w here a beginner starts. People w ho have had  experience 
w ith o ther com panies, o r w ho have g reater skills, m ay s ta rt a t a 
h igher level. However, if you’re in terested  in a sales job in some 
field, d on ’t p lan  on becom ing sales m anager stra igh t from  high 
school! You’ll probably  have to w ork a t som e entry-level jobs first. 
W hat is m ost likely is tha t you’ll follow som e kind of career ladder. 
If you get to be sales m anager, you’ll probably  have to have som e 
train ing  even beyond a college degree.
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AN OVERVIEW OF THE JOB MARKET
As we have said, the num ber of jobs in the service area is 

steadily  increasing. The reason for this grow th is the dem and for 
such services by consum ers, businesses, and  governm ent. The 
g reater the dem and for these services, the m ore people are  needed to 
produce them . W ithout such dem and, the career opportunities 
would decrease. For exam ple, the dem and for b lacksm iths declined 
considerably in the earlier part of this century  because of the intro
duction of the autom obile. But the autom obile crea ted  a dem and for 
m echanics because people needed to have the ir cars fixed. In look
ing at any job  outlook, keep in m ind w hat kinds of-«goods and 
services will be in dem and. This will give you a good idea of the 

► types of jobs tha t will be available.
A nother factor affecting the num ber of job  openings in any one 

year is the turnover in a field. I'um over is the num ber of people who 
leave one job for another. People leave jobs for a n um ber of reasons 
including advancem ent, re tirem en t, dism issal, and  relocation, or 
moving to  ano ther part of the country  o r w orld. G enerally, there is a 
g reater tu rnover in entry-level positions than  in higher-level posi
tions. For exam ple, the turnover ra te  is higher for clerk-typists than 
for executive secretaries.

A nother im portan t factor to look a t is how m any people are 
entering a particu la r career field. For exam ple, it is estim ated  that 
there will be a 49 percent increase in the num ber of people who 
choose careers in acting. Yet it will be difficult to ob ta in  a steady 
position in this field, unless you are very good, because of the com
petition created  by the num ber of people w anting  to be actors and 
actresses.

Job opportunities vary from one part of the country  to  another. 
In the 1970’s and  early  1980’s, m any businesses and  people moved 
to the W estern and  Southern states from the M idw estern and 
N ortheastern states. The num ber of job openings in these areas 
changed as a result. The availability  of teaching positions, for exam
ple, in Phoenix, Arizona, w as m uch g reater than  in Buffalo, New 
York, during tha t tim e.

Finally, the am ount of education th a t you have usually affects 
the income tha t you will receive during  your lifetim e. Generally 
speaking, the m ore education you have, the m ore incom e you will 
earn . This is certain ly  not alw ays true, but for m ost people the prin
ciple applies.
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Relationship Between Education and Income

Elementary 
school graduate

High school 
graduate

College
graduate

Five years 
of college 
or more

0 5 10 15 20 25 30 35 40
Thousan ds of Dollars

Generally, the more education you have, the more income you earn.

SUMMARY
There are  m any jobs, hundreds of them . You’ve got to look at 

m any of them  to really decide w hich one is best for you. One w ay of 
sta rting  is to  exam ine careers under broad classifications like 
"w hite-collar” and  "b lue-collar” jobs. That will save tim e in o rgan
izing your own hunt. You’ll find out about entry-level jobs and  w hat 
it takes to advance up the career ladder. Look a t the general outlook 
of the job  m arket, such as w hat jobs are  in dem and, w hat regions of 
the country  have the m ost job opportunities, and  w hat role educa
tion will play in your success in the job m arket. Learn all you can 
from first-hand observation o r on-the-job experience. I t’s im por
tan t. I t’s the rest of your life.
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 9. Then 
write the term that best matches each numbered definition.

1.
2 .

3.

4.
5.

6.
7.

8.

9.

automation 
blue-collar jobs 
career ladder 
journeyman 
mass production

specialization of labor 
standardization 
turnover 
white-collar jobs

A trained worker with a skilled trade or craft.
A process in which a worker becomes a specialist in just one or 
a few operations.
Jobs that usually deal with people, information, 3nd ideas and 
involve producing services.
The substitution of machines for people.
Jobs that usually consist of operating machines and equip
ment.
A method of producing many similar things at once.
A method of progressing from one job level to another within 
an organization.
The use of interchangeable parts in mass production.
The number of people who leave one job for another.

BUILDING
READING
COMPREHENSION

1. How have foreign-made goods in our stores affected some 
goods-producing jobs in this country?

2. How does an assembly line work? Give an example of where 
an assembly line has been successfully used.

3. Why has there been an increase in the number of new job 
openings in the service occupations?

4. Name four basic kinds of white-collar jobs. Give two examples 
of jobs in each category.

5. What kind of work is done by workers in the professional and 
technical category?

6. What are the three groups of blue-collar workers? Give two 
examples of each.

7. Which one of the three groups of blue-collar workers is occa
sionally referred to as semi-skilled? Why?

8. What is a career ladder? Why is it important to study a career 
ladder in an occupational area?

9. Which regions of the country seemed to have the most job 
opportunities during the 1970’s and early 1980’s?

10. How does education generally affect the amount of income 
you can earn in the job market?
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BUILDING
BUSINESS
EXPERIENCE

BUILDING
BUSINESS
CONCEPTS

1. Explain how mass production, specialization of labor, and 
standardization have made it possible for the same number of 
workers to produce more goods.

2. Why have a number of service-producing jobs not become 
automated?

3. What are some of the responsibilities of today's office support 
workers?

4. Blue-collar workers are often described as people who work 
primarily with tools and machines. Since blue-collar workers 
generally have to work with one another as well as with tools 
and machines, why are these positions not considered people- 
oriented?

5. Why are unskilled labor jobs not considered a major growth 
area?

6. What is another name for a big farm? How did this name come 
into being?

7. What is an entry-level position? Give an example of such a 
position, and describe what types of jobs it might lead to 
within the same career field.

8. What factors can cause the employment outlook for some 
careers to change? How would changes in job opportunities 
affect your career choice?

9. Explain how demand for certain goods or services affects the 
job outlook for a career field. Give an example of a good or 
service for which demand dropped, and explain how this drop 
affected the job market.

10. How important is the level of education you have for a suc
cessful career?

1. In what way would choosing a career be different for a young 
person in the Soviet Union than for a young person in the 
United States?

2. Why do you think a college degree is required for many jobs in 
the professional and technical area?

3. How will increased automation cause the percentage of farm 
workers in the United States’ total working force to decrease 
still further?

4. Why do you think it will probably be necessary for you to have 
at least a college education for the higher levels in some 
careers?

5. If a new firm employing 5,000 workers moved into your com
munity, how would it affect the number of jobs in your com
munity? Explain.
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BUILDING You have interviewed with and have received offers of jobs from
ANALYTICAL three different companies. The jobs arc basically the same and all

pay an amount enough for you to live on. Other information you 
have is as follows:

Job I. This job has moderate chances for advancement. Most peo- 
p /c  h/jo ногА on tA /s Job m ove up a notch o r tw o bu t rarely tvach 
the higher ranks of the firm. Retirement, health, and education 
benefits are good, but there is a 30 percent chance that people who 
work in this job get laid off permanently within three years.
Job 2. This job offers the potential for more than double the pay of 
the other two jobs. However, there is no security plan — insur
ance, health benefits, etc. — and most people in thfts job do not 
stay more than five years, even though they make a lot of money in 
that time.
Job 3. Once you are hired in this job, you will probably be expected 
to stay for a long time. Retirement, education, and health benefits 
are excellent, but the salary is the lowest of the three jobs.

Using the decision-making process, determine which job you 
should take. List any information that would help you to make a 
better decision.



Job Sharing
The concept of taking one full-time 

job and dividing it between two (or 
more) permanent part-time employees is 
called job sharing. The job-sharing 
partners share responsibilities of the 
same job, but they do not work at the 
same time. One might work Monday, 
Tuesday, and Wednesday morning while 
the other works Wednesday afternoon, 
Thursday, and Friday.

Although the issue of job sharing is 
getting quite a bit of attention, job 
sharing has not been fully incorporated 
in many companies. And, where it is 
being used, it is usually by office support 
and blue-collar employees, not by 
managers or administrators.

The advantages of job sharing can be 
many if all goes well. Employees who 
want to decrease their workload so they 
can return to school, undertake an 
internship, or stay home with their 
children have that flexibility with job 
sharing. Those employers who offer job 
sharing believe that it helps to retain 
experienced employees, reduce 
absenteeism, and increase efficiency.
They also find that two workers generally 
bring a wider range of skills and abilities 
to a job than does one person.
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However, because one job is shared 
by two people, many employers are 
concerned about the interaction between 
the job-sharing partners. The partners 
must be team players. If they don't get 
along, their work will suffer. In addition, 
many employers believe that there are 
higher costs involved. Although medical, 
dental, and insurance benefits are often 
paid according to the hours the 
employee works, having two people 
instead of one increases such base costs 
as unemployment compensation.

Job sharing is an issue whose future 
is hard to predict. There have been many 
recent innovations affecting daily work 
schedules, such as flextime, permanent 
part-time positions, and freelancing. Job 
sharing, however, often involves a 
definite division of duties and 
responsibilities. Therefore, it may take 
longer for it to become widely accepted.
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Selecting a Career
• You probably have more questions than answers when it comes to a 

career. How do you go about finding the answers? What's the first 
question you have about a career?

• You have to know yourself. What you can and cannot do are equally 
important in deciding on a career. How do you go about analyzing 
yourself?

• You have studied a method for making decisions. How might it work 
with career decisions?
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Do you know w hat these term s m ean?

career
in terests
ability
m anual dexterity  skills

com m unication skills 
hum an  relations skills 
problem -solving skills 
lifestyle

com putational skills 

You'll learn all about these term s in this chapter.

You’ll work about one fourth of your life. Anything you spend 
tha t m uch tim e on is too im portan t to be left to chance. Besides 
tha t, of course, how well you live and  how happy you will be are 
determ ined largely by your work. Choosing a career, your p rim ary  
lifetime work, is a critical step!

School m ay be alm ost a full-tim e concern for you right now. 
Even a part-tim e job m ay be a year o r tw o off. But regardless of your 
present circum stances, it is not too early  to begin thinking about a 
career. The courses you are taking now and  the inform ation and 
skills you are acquiring  will affect the career you finally enter.

You’ve learned how to use the decision-m aking process already. 
In the exam ples given, choices w ere m ade about things tha t w ere 
not as im portan t as the choice of a career. However, you will p rob
ably use the decision-m aking m ethod to arrive a t m ajor decisions in 
your life. It is a surprising statistic , bu t w orkers in this country 
change careers tw o o r three tim es during  the course of the ir w orking 
lives. Note tha t this is careers — not jobs. Sw itching careers can be 
a m ajor step. So be as thoughtful as possible, and  use the decision
m aking m ethod. Do you rem em ber the steps of decision m aking?

Identify the Problem
The first step  is a fairly obvious one. W hat is the problem  or 

choice? In this case, the problem  is, “W hich career should I en te r?”

List the Alternatives
In the case of careers, th e re ’s obviously m ore than  one a lte rn a 

tive to consider. You have to  ga ther inform ation on som e — not

GETTING ORGANIZED
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all — of the jobs available in ou r business and  econom ic world. 
When you begin, the key factor should be interest. Are you inter
ested in this career? O ther im portan t considerations should come 
later. In the beginning, though, get a list together of the careers that 
seem m ost in teresting to  you. How?

GATHERING CAREER INFORMATION
There are some obvious and  not-so-obvious ways of getting 

inform ation about careers. Let's look a t a few.
First, get the Occupational Outlook Handbook and  the Diction

ary o f  Occupational Titles from your guidance counselor o r  librarian. 
Also get o ther books — biographies and  reference books about par
ticu lar industries o r businesses — anyth ing  tha t will give you some 
career inform ation. Many industries publish booklets abou t careers 
in their fields. Ask your counselor, school lib rarian , and  teachers for 
advice. Ask at hom e.

Next, keep your eyes and  ears open for events like career days or 
fairs at your school o r a neighboring college. Various branches of 
the arm ed forces m ake inform ation available. Som etim es busi
nesses have open houses. The U nited S ta tes D epartm ent of Labor 
has free o r inexpensive m ateria ls on jobs and  work throughout our 
country. Again, ask your counselor about such m aterials.

Besides the arm ed forces, w hat kinds o f  jobs are available 
in the various levels o f  government?

In addition  to w atching for career inform ation on TV and  read
ing books and  new spapers, rem em ber tha t people are  a good source 
of inform ation, too. Som etim es relatives o r o lder friends have jobs 
tha t interest you. If you can, visit them  at work. Find out more.

Take a part-tim e job  in a career area  tha t in terests you. Even 
volunteer! It m ay be well w orth  it to work for nothing to  find out 
about the career you m ay have for the rest of your life. W orking on 
the job is obviously the m ost realistic experience you can have.

GETTING THE FACTS
It isn ’t enough just to ask o r to read  about various careers. You 

m ust get the right inform ation. You m ust know w hich questions to 
ask — and m ake sure you get the answ ers. The eleven questions
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that follow w ill serve as guidelines in helping you to learn the most 
about a job.

1. W hat are  the educational requirem ents? W hat level of edu
cation is generally required o r preferred? Do you need a high school 
diplom a, tw o-year college degree, four-year college degree, beyond 
tha t?  Are m ajors o r specific courses required  o r  preferred?

2. W hat are  the tasks and  responsibilities of the position? W hat 
are the typical tasks perform ed in the job? W hat are the responsi
bilities? Are the tasks p rim arily  w orking w ith  d a ta , people, 
m achines, tools, o r a com bination of these? Does this job  have a 
variety of tasks, o r is it the sam e one o r a few repeated  over and 
over? Do the tasks involve a lot of hard  work and  m uscle?

3. W hat skills are  required? W hat specific skills are  necessary? 
Are these skills prim arily  developed on the job, o r m ust the w orker 
have these skills before applying for the job?

4. W hat personal and  physical characteristics are necessary? 
W hat type of personality  is preferred o r required  for the position? 
For exam ple, an outgoing personality  is required  for som e occupa
tions, like sales work. Som etim es an occupation requires a p leasant 
speaking voice because the w orker talks on the phone a great d ea l. Is 
strength  o r good eyesight required?

5. Is any previous work experience required o r preferred? If so, 
w hat kind of work?

6. Is there any required  licensing o r certification? Must a 
w orker be certified o r licensed by a s ta te  o r professional o rgan iza
tion before he o r she en ters the occupation? For instance, if you
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w ant to be a teacher, certification by the s ta te  is usually  required. 
Will joining a union be required? If so, w hat are  the union require
m ents for becom ing licensed, certified, o r a m em ber?

7. W hat are  the w orking conditions? Is the w ork indoors or 
outdoors m ost of the tim e? Is the work location generally a pleasant 
and  healthy one? Are there openings in the local com m unity, or is 
relocation necessary? W hat is the typical length of a workday?

Is there a particu lar spo t in the United States where you 
w ould m ost like to work? Do you  know  w hat kinds o f  
jobs are available there?

8. W hat is the range of income? W hat are  the typi«?al wages or 
salary  to s ta rt, and  w hat are the incom e steps beyond? Does the 
income vary according to the educational level of the w orker?

9. W hat a re  the opportunities for advancem ent? W hat oppor
tunities are available to the w orker who w ants to advance? In other 
w ords, w hat is the career ladder? W hat are the requirem ents for 
obtain ing advancem ent? Are any additional courses o r degree work 
necessary?

10. W hat is the job outlook? W hen you are  ready to en ter the 
occupation, w hat will be the chance of getting  a job? Will there be 
too m any o r too few qualified people applying for each opening?

11. W hat are the advantages and  d isadvantages? W hat attracts 
workers to this job? Why do people like the occupation? W hat are 
som e possible disadvantages of the job?

A SELF-INVENTORY
For the next step  in the decision-m aking process, you should do 

a very im portan t analysis. It m ay be long overdue, but now you 
should take a long, hard  look a t yourself in connection w ith  choos
ing a career. You m ust look a t your in terests and  abilities, your 
financial resources, and  w hat you w ant out of life. To m ake this 
inventory count, you’ve got to be realistic. You m ust be as honest 
w ith yourself as you can. Som ething as im portan t as a career 
deserves a careful, realistic self-inventory.

Interests and Abilities
W hat do you like? W hat are  you good a t?  There a r e a  num ber of 

tests tha t you can take to help you answ er these questions. If you
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haven’t done so, check w ith your teacher o r guidance counselor to 
see if you can take these tests. The results will tell you a little m ore 
about yourself.

Think about your in terests, the types of things you enjoy doing. 
W hat are your hobbies? Do you enjoy cooking, w riting  short stories, 
fixing clocks, m aking models, o r playing a m usical instrum ent? 
Each of these hobbies m ight suggest an occupational area. M aybe 
you like designing clothes o r w orking w ith  people. You m ay find 
tha t you enjoy taking care of sick people at hom e. W hatever your 
interest, see if it relates to a career choice.

I An interest in dressmaking could lead to a career in the fashion industry.

D on’t forget your school subjects. If you enjoy w orking w ith test 
tubes, w riting for the school new spaper, o r playing on the school 
tennis team , you m ay find tha t one of those in terests leads to a 
career possibility. Look also a t the various jobs you have had  in

I .
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school o r in the com m unity. Ask yourself if you are  in terested  in 
serving people, leading a group, o r going it alone.

Because you like som ething doesn’t necessarily m ean tha t you 
are good a t it. In addition  to interest, you m ay also need ability, a 
natu ral o r learned ta len t o r skill. Your abilities can be classified into 
five m ajor types of skills: m anual dexterity  skills, com putational 
skills, com m unication skills, hum an relations skills, and  problem 
solving skills. M anual dexterity  skills are  those you m ay have if you 
work well w ith  your hands. A pianist, autom otive m echanic, o r sur
geon should have good m anual dexterity  skills. Com putational 
skills are those you m ay have developed by w orking w ith  numbers. 
A ccountants, cashiers, and  retail salespeople should have these 
skills. C om m unication skills are those tha t you use to express your
self, orally  o r in w riting. Good com m unication skills are necessary 
for people w ho w ant to work as secretaries, technical w riters, or 
sportscasters. H um an  relations skills are those tha t relate to your 
understanding  of o thers and  your capability  of getting  along with 
them . All of us need a good m easure of this. But supervisors, mem
bers of the clergy, and  social w orkers require particu la rly  sharp 
hum an relations skills. Problem -solving skills are  those related to 
your ability  to find good solutions to various problem s. This ability 
involves applying the reasoning process to various situations. Engi
neers, system s analysts, and m anagers need good problem-solving 
skills.

"My counselor recommended that I get into something with manual labor."
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Other than those jobs mentioned, what other jobs demand 
good manual dexterity skills? computational skills? 
communication skills? human relations skills? 
problem-solving skills?

Test results will tell you some things, bu t so, too, will your 
grades in various subjects. Top grades in biology o r algebra are an 
indication tha t you are fairly good in those subjects. Recall w hat 
o thers have said about your abilities to do certain  tasks. If you held 
a particu la r job for quite  a w hile, is it because of some special ab il
ities? R em em ber, ability  m ay be developed, depending on the depth 
of your in terest. Som etim es people overcom e real obstacles to suc
ceed at w hat they like.

Financial Resources
It costs money to go to college, so you should take a hard  look at 

your financial resources. A career as a doctor requires m ore than 
four years of college — a lot m ore. So, too, does a career as a lawyer. 
An accountant and  a teacher generally require graduation  from col
lege. Don't forget that some colleges cost considerably m ore than 
others. But if you elect a career tha t requires a college degree, you’ll 
have to get the money som ehow . Only you know if your fam ily can 
afford it. You can get jobs in high school and  college tha t will help. 
Scholarships, grants, and  low-cost loans are available, if you q u a l
ify. To see if you can get financial assistance, check w ith your guid
ance departm en t. And if you haven’t done so yet — s ta rt saving!

Values and Goals
Now le t’s take a different kind of inventory. W hat is im portan t 

to you? Fam e? Money? Challenge? Adventure? Good tim es w ith 
family and  friends? Helping others? S tatus? Probably a few of these 
values are  very im portan t to you, and  o thers are less so. Your career 
can help you satisfy your values and  goals. Or to pu t it in a different 
way, knowing your values and goals can help you determ ine which 
occupations will be best for you.

Being an airline pilot o r a flight a tten d an t o r traveling a lot on 
business m ay satisfy your appetite  for adventure. On the o ther 
hand, if you value being hom e nights o r weekends w ith  fam ily and 
friends, these kinds of careers m ay not be for you.
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Som e people m ay place great em phasis on independence and 
m ay not w ant to work for som eone else. Most individuals, however, 
will work for others. Generally, these people prize financial 
rew ards, job security, and  job benefits over independence.

H elping o thers m ay be a p rim ary  concern of yours and, in that 
case, a career in social work o r in teaching m ay be right for you. 
Most of these jobs don’t pay great sum s of money. You’ve got to 
weigh one value against the other.

Prestige and  fame m ay com e to you because of a career. For 
instance, careers in the en terta inm en t w orld o r in high elected gov
ernm ent offices m ay offer fame and recognition. Som e people do not 
m ind the long hours, the stress, and  the challenges ass6ciated with 
careers like these. O thers w ant m ore leisure tim e, free tim e away 
from work.

What other examples can you provide in which conflicting 
values and goals might cause you not to pursue a specific 
career?

Your occupation certain ly  will affect your lifestyle, o r the way 
in which you live. Your incom e will determ ine the kind of house you 
have and the kind of neighborhood in w hich you live. The car you 
drive, the clothes you w ear, the vacations you take, and  the type of 
leisure-tim e activities you follow will all be controlled  to some 
extent by your incom e level. Your occupation will determ ine how 
m uch leisure tim e you have. Your friends a t w ork and  in your neigh
borhood will often result d irectly  from your occupation. Participa
tion in com m unity  activities m ay be rela ted  to  your work. If you 
work overtim e a great deal, o r travel, your outside activ ities will be 
affected.

Your life is a little bit like a circuit board  in a TV set. One part 
depends on and  is affected by another. W hat career you choose will 
have an effect on m any p arts  of your life. So exam ine your values 
and  goals to determ ine w hat you w ant to get out of life. How well 
you achieve your goals and  satisfy your values will be directly 
related  to your career choice.

MAKE SOME TENTATIVE CHOICES
You have found out som e characteristics of careers, and  you 

have m ade a self-inventory. Now it is tim e to m atch  characteristics 
w ith occupations to determ ine w hich career a lternatives seem best
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for you. In reaching a decision, look a t the advantages and  d isad 
vantages of each career from your point of view.

You can s ta rt elim inating  if you do not have the interest o r the 
necessary abilities. Drop those careers for w hich you are not w illing 
to take all the add itional schooling. If the com petition  to get a job in 
a particu la r occupational area is too tough, you m ay not w ant to go 
after it. You’ll find tha t com petition is especially keen in profes
sional sports, the theater, and  music. On the o th e r hand, you m ay 
w ant tha t kind of career badly. You m ay be w illing to sacrifice and 
try ex tra  hard . So m ore pow er to you!

It is im portan t to realize tha t each career will have som e dis
advantages. But the advantages should outw eigh the d isadvan 
tages. M ark, for exam ple, liked the w aiter job he had. But for h im  it 
had several d isadvantages. There were few opportun ities for a d 
vancem ent as a  w aiter. M ark felt the w aiter job  could becom e 
routine and  boring if he d id  it year after year. He was in terested in 
the food service occupations. In fact, one of his career objectives was

Your choice of a career may be limited by your own abilities.
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to becom e the m anager of a restau ran t. After researching his goal, 
Mark realized he had to take som e college business and  food man
agem ent courses in o rder to learn m ore about cooking food and 
m anaging a business. He also w as aw are tha t taking such courses 
would cost money and  take tim e — tim e tha t could be spent at 
leisure o r at work m aking money. Yet the trade-offs w ere worth it. 
The money and  the tim e would be well invested. They w ould help to 
prepare Mark for a career tha t w ould be far m ore interesting and 
challenging.

At this stage, you m ay find it advisable to have several career 
objectives in the sam e occupational area. For instance, V erna’s first 
choice for a career w as to becom e a lawyer. She w as also interested 
in becom ing a paralegal, and  had the ability  to becom e e ith er one. 
Verna had tw o career objectives for a num ber of reasons. If she 
couldn 't afford legal tra in ing  o r lost interest in becom ing a lawyer, 
she could follow a career as a p ara lega l. And her work as a paralegal 
could help to support her in law school.

FOLLOWING THROUGH
Once you’ve m ade som e choices about careers, you need to fol

low through on courses, work experience, and  skill development. 
You m ay need som e vocational courses before you leave high school 
if you are going to work directly  afterw ard . There m ay be certain 
courses to take in preparation  for college. For instance, some 
advanced science and  m athem atics courses m ay be desirable if you 
w ant to get into engineering program s a t the college level.

W hile preparing  for a career, take tim e to get som e valuable 
experience. Jobs after school and work w ith various groups in your 
school o r com m unity  m ay be directly  rela ted  to your career prepa
ration. You m ay find a job tha t is closely rela ted  to your eventual 
career. Or w hile w orking for a com m unity  organization you may 
find an opportun ity  to dem onstrate  leadership qualities.

EVALUATING YOUR CHOICE
As you p repare for your career, and  then actually  s ta rt a job 

leading to your career goal, you should evaluate your choices. For 
instance, Kim thinks she w ould like to  becom e a doctor. She has 
taken science courses in school and  also has becom e a volunteer
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These students have already started preparing for careers.

w orker a t a  local hospital. Kim is following through. More im por
tan tly , she is able to evaluate her choice based on her school and  
hospital work. She m ay change her m ind because of her experi
ences. On the o ther hand, her experiences m ay convince her that her 
career choice is the right goal.

SUMMARY
W hen choosing a career, apply  the decision-m aking process. 

Put careers in the test tube. Exam ine them . Find out the ch arac te r
istics of the careers tha t interest you. Ask the right questions — and 
get the answ ers. D eterm ine your own interests, abilities, values, and  
goals. This self-inventory is very im portan t. Then m atch your own 
personal qualities w ith the characteristics of the various careers you 
have chosen. After reviewing the advantages and  disadvantages of
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the various careers, and  looking a t the opportun ity  cost of choosing 
one career over another, you can m ake som e inform al choices. This 
is one of the m ost im portan t choices you will ever have to  make.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 9. Then 
write the term that best matches each numbered definition.

ability
career
communication skills 
computational skills 
human relations skills

interests
lifestyle
manual dexterity skills 
problem-solving skills

1. Those skills that you may have developed by working with 
numbers.

2. Those skills you may have if you work well with your 
hands.

3. The type of things you enjoy doing.
4. Those skills that you use to express yourself, either orally or in 

writing.
Natural or learned talents or skills.
Your primary lifetime work.
Those skills that relate to your understanding of others and 
your capability of getting along with them.
The way in which you live.
Those skills that you use to find solutions.

BUILDING
READING
COMPREHENSION

1.
2 .

3.

5.

6 .

7.

8 . 

9.
10.

How much of a person’s life is usually spent at work?
Is it too early to start thinking of a career during high-school 
years? Why or why not?
How often do people in the United States change careers dur
ing their working lives?
What should be the key factor when a person begins to select a 
career?
What are two key books a person might use to get information 
about careers?
List four different ways to get information about careers. 
List the eleven questions you should ask to learn about a 
career.
Explain the difference between interests and abilities.
What are five major types of skills?
Explain how financial resources can affect your choice of a 
career.
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3UILDING
BUSINESS
[ONCEPTS

n t > *

S 3

3.
4.

5.
6.

8.

9.

10.

List as many part-time jobs as you can that students in your 
school have now. Which of these part-time jobs do you think 
could lead to careers in the same field?
List three areas in which you think a person should do a self
inventory.
How can you determine what your interests and abilities are? 
What can a person who wants to go to college do if the family 
cannot afford the cost?
How can an occupation affect a person's lifestyle?
In reaching a career decision, analyzing your own values and 
goals and the characteristics of careers is not enough. Why? 
How can someone evaluate a career before entering the occu
pation full time? .
Do you believe you are currently preparing yourself for the 
working world? Why or why not?
Discuss the statement, "You should use the decision-making 
process to make a career choice only when you are voung.” 
Comment on the statement, "If there are a lot of openings in a 
particular field, you can be assured of a great opportunity for 
getting a job in that area.”

1. Why should a person consider the tasks or responsibilities per
formed in a job when choosing a career?

2. Explain why there are always trade-offs in selecting an occu
pation.

3. After making a tentative career choice, why should a person 
look into the courses, work experience, skill development, and 
choice of occupations in that particular career?

4. Prepare a realistic self-inventory that includes your:
a. interests and abilities
b. iinancial resources
c. values and goals

5. Based on the results of your self-inventory, choose a career in 
which you are interested.
a. Read some books or articles about this career. Interview 

some people employed in this job, and write a report 
including the answers to the eleven questions you should 
ask about an occupation.

b. What courses in school have you already taken that will 
help prepare you for this career?

c. Make a list of those courses that you will need to take to 
pursue this career.

d. Estimate the financial resources that would be necessary to 
prepare for this career.

BUILDING
BUSINESS
EXPERIENCE
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BUILDING Linda is a junior in high school. She is shy and has difiiculty in
HUMAN RELATIONS talking to other people. Linda’s favorite course in school is biology. 
SKILLS She spends most of her free time scuba diving or swimming. As a

matter of fact, the only time Linda forgets her shyness is when she 
is discussing her major interest — the ocean and its inhabitants. 
Linda worked part-time for an oceanographer last summer and 
thinks she might like to be a marine biologist.

While Linda was discussing her schedule of classes for her 
senior year with her parents, they told her they wanted her to go to 
law school because the pay can be good, the job is prestigious, and 
they could help her get into a well-known law firm.

1. Do you think Linda should go to law school?
2. Considering Linda’s personality, abilities, and* interests, 

should she think about a career in law? Why or why not?
3. If Linda decides against law school, how can she explain her 

decision to her parents?
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vendors cannot offer the same services as 
retail stores. Also, consumers must be 
aware of the problems that can occur 
when buying from a vendor, even a 
licensed one. Although the goods are not 
usually stolen, they can be seconds or 
factory close-outs. Many of the goods are 
imitations that are being passed off as 
the real item.

Business Takes to the Streets
The business of selling goods on the 

street has been thriving for several 
centuries. Walking down the streets in 
many of our larger cities, you will find a 
variety of goods being sold from 
pushcarts or from sidewalk stands. In a 
private enterprise economy, all types of 
businesses can flourish.

Both licensed and unlicensed vendors 
operate on the streets. Unlicensed 
vendors are operating illegally. Licensed 
vendors have followed all the necessary 
procedures to operate legally. If you buy 
goods from licensed vendors, they must 
have receipts and warranties available. If 
a problem arises, licensed vendors can 
usually be traced through a number 
assigned to them from the local licensing 
board.

Some store owners do not like to 
have street vendors operating on the 
streets in front of their stores. Retailers 
fear that the vendors will detract from 
the atmosphere of the store and lure 
customers away. Sometimes, the street 
sellers will set up their temporary 
"stores” in front of a department store 
and sell some of the same items that are 
sold in the store.

Shrewd consumers might find real 
buys from street vendors, but these

Street vendors often sell souvenirs or 
other small items that appeal to people 
who are walking past. Indeed, many 
people like to buy from street vendors 
because the lines are short and service is 
quick. In spite of complaints by retailers, 
vendors will continue to hawk their 
wares on the streets. Local police do 
check on street vendors, though, to make 
sure they do not interfere with the rights 
of retailers.
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CHAPTER 24

Finding That Job
• When it really gets down to it, you will be the one who has to go 

out and find a job. Oh yes, a rare job may come looking for you.
More likely, though, you'll have to do the looking. Where do you 
start?

• Regardless of the job, there are some qualities or abilities that will be 
expected of you. How do you find out about what is required?

• What you do well won't stop when you apply for a job. You may get 
better and better at what you do. Is it wishful thinking to believe you 
will continue to grow in skills?
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Do you know w hat these term s m ean?

resum e on-the-job train ing
job  interview  cooperative w ork program
fringe benefits

You'll learn all about these term s in this chapter.

The people w ho w ant you to w ork for them  are  called em ploy
ers. You and  o thers w ho work for em ployers are  called em ployees. 
Most em ployers have a fairly routine way of finding out abou t new * 
em ployees. Since, like alm ost everyone else, you’ll som etim e have to 
apply  for a job, you should learn w h a t’s expected of you.

I t’s all a little bit like buying groceries in a superm arket. In this 
case you're the product, and your potential em ployer is the con
sum er. The em ployer doesn’t "b u y ” everyone w ho is applying for a 
job. Only certa in  skills and  abilities will sell. So i t ’s im portan t tha t 
you put your best foot forw ard.

TAKING THE FIRST STEP
If you haven’t done it yet, zero in now  on the jobs you both  like 

to  do and  are best able to do. Make sure tha t you include several 
choices of types of jobs. For anyone entering the job m arket for the 
first tim e, opportunities are  lim ited enough. You will find tha t som e 
openings require previous work experience. O ther openings m ay 
require certain  skills. D on’t try  to get a job for w hich you are not 
qualified. Trying to get a secretarial job w hen you d o n ’t have any 
typing skills doesn’t m ake m uch sense. It w ou ldn’t take long for an 
em ployer to discover the lack of skill.

W here do you find out about job  openings? S ta rt w here you 
live, w ith your parents, friends, neighbors, and , if you work, w ith  
your friends there. W ord-of-mouth can be the best source of infor
m ation som etim es.

Visit businesses and  knock on doors. Som e large businesses put 
ads for openings on billboards. O thers have bulletin  boards listing 
available jobs. Check w ith  personnel departm en ts  to  see w hat jobs 
are  open.

W ant ads in new spapers and  m agazines are ano ther im portan t 
source of inform ation. W ant ads can be useful in several ways. First, 
you can find out quickly if there are  any jobs listed tha t you m ight 
be in terested in. Also, you can get a  good idea of how m uch certain
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jobs pay and  w hat skills o r education are  required. O r you can run a 
"Job  W anted” ad  yourself telling possible in terested  employers 
w hat you’re looking for.

Your school guidance counselor is ano ther good source. Em
ployers often call schools in the ir a rea  when they have job  openings. 
Perhaps there is a  bulletin  board  carry ing  job listings in the guid
ance departm ent.

Em ploym ent agencies are  organizations especially set up to 
help people find jobs. G overnm ent agencies generally provide the 
service free of charge. Private em ploym ent agencies, on the other 
hand, generally charge a fee. Som etim es the fee for placing a worker 
in a job  is paid  by the em ployer. At o ther tim es, the person looking 
for the job m ust pay the fee.

What is the sta te em ploym ent agency in you r area called?
Do you know  w hat types o f  jobs it lists?

The em ploym ent agencies m atch  job  hun ters w ith the particu
lar jobs they have on file. To do this they require  inform ation from 
you. Som e of this inform ation you can give them  directly . Usually 
they will have you com plete an application  form on w hich you give 
inform ation abou t yourself and  your background.

YOUR RESUME
A resum e, also  called a personal d a ta  sheet, is a kind of life 

history o r biography of an  individual. Before looking for a job, you 
should prepare this kind of form. Preparing a resum e will help you 
fill out a job application. All the background inform ation you will 
need for your applications should be found on your resum e. Often 
you will be sending a resum e w ith  a le tter of application . The pro
spective em ployer m ay file your resum e w ith your application.

Put your nam e, address, and  telephone num ber a t the top of the 
form. Next give your educational history, together w ith  the dates of 
graduation  o r degrees (if any). All education, including sum m er 
courses o r special program s, should be included. List the most 
recent educational experience first. M ajor courses of study should be 
given, as well as any honors, aw ards, o r scholarships. Participation 
in any ex tracu rricu lar (out-of-school) activ ities such as sports and 
clubs should also be noted. Sports and  club aw ards, honors, o r posi
tions help a possible em ployer get an  idea of your leadership ability 
and  special ta lent.



CAREER OBJECTIVE

EDUCATION

September 19— 

to present

WORK EXPERIENCE

June 19— 
to present

ACTIVITIES

REFERENCES 
(by permission)

PAULA M. STEWART 
134 North Avenue 

Indianapolis, IN 46268 
(317) 969-2492

To secure an office support position with potential for 
growth.

Northwest High School, Indianapolis, IN 46244. 
Will be graduated on June 10.

Office Stationery, Inc., 193 Troy Street, Indianapolis, 

IN 46244. Part-time cashier.

Treasurer of high school business club 

Member of Junior Achievement 

Member of high school band

Mr. Peter Durkee, Programmer 

54 East Border Road 
Indianapolis, IN 46268 
(317) 783-6014

Ms. Amanda Freymann, Accountant 
1037 Crawford Drive 
Indianapolis, IN 46268 

(317) 969-3744

Mr. William Council 
468 Center Street 

Indianapolis, IN 46244 
(317) 881-9468
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List all work background, again s tarting  w ith  the m ost recent 
and  going back. Try to account for as m uch tim e as possible. Don’t 
forget any job you had, including w orking for your ow n fam ily or for 
the school as a library  assistan t o r selling tickets a t sporting  events. 
List your hobbies and  special skills separately . D on’t forget any
thing! You are the one this docum ent best describes.

The last section of the resum e lists references. These are  people a 
possible em ployer can  contact to find out about your work, your 
habits, and  your personality . Before listing people as references, get 
their perm ission. Teachers and  em ployers you have had, especially 
recently, are good references. So is a m inister, priest, o r rabbi if you 
have been active in a church o r synagogue. Do not include best 
friends o r close relatives unless they are your only em ployers.

„ETTER OF APPLICATION
Suppose you w ant to respond to  a new spaper w ant ad . Or you 

heard  about a job  opening through a friend. How do you let a pos
sible em ployer know of your in terest? One of the best ways is to 
w rite a le tter of application . A le tter of application  is your first link 
w ith a potential em ployer. As such, it should deliver as favorable an 
im age of you as you can  honestly w rite.

Be brief but com plete. Put in all the inform ation about yourself 
tha t you think som eone hiring you m ay w ant to consider. Mention 
w here you heard of the job. S ta te  your qualifications for it. List 
several local references. And suggest tha t you are availab le for fol
low-up interviews.

If you have a resum e, you m ay w ant to enclose an  up-to-date 
copy. If you do enclose one, you need not repeat in the le tter exactly 
the sam e inform ation tha t you have on the resum e. Instead, simply 
draw  the read e r’s a tten tion  to the resum e. Then you can spend more 
tim e in the le tter of application  rela ting  your personal experiences 
to the particu la r job.

HE JOB APPLICATION
Almost all em ployers ask job  app lican ts to  fill ou t an  applica

tion form. This form represents you  to  a possible em ployer. T hat’s 
w hy you w ant to do your best in filling it out. Q uestions should be 
answ ered as fully as possible, and  you should respond to every one.



May 15, 19-

Ms. Marcia Chisholm 
Personnel Officer 
Compu-Search, Inc.
One Acorn Park
Indianapolis, IN 46244 m
Dear Ms. Chisholm:

Mr. William Council, a teacher at Northwest High School, told me of 
the opening in your company for a data entry clerk. I would like to 
apply for that position.

I will be graduated from Northwest High School next month. I have 
taken courses in business mathematics, accounting, and office machines, 
and I am very interested in a career that involves working with compu
ters. Working for your company would help me become better acquainted 
with the possibilities in this field. I have also worked as a cashier 
at a local stationery store for the past year. My resume is enclosed 
with additional background information.

I would like to have an interview with you at your convenience to 
discuss this opportunity with you. You may telephone me at 969-2492 
any day after 3;00 p.m.

Sincerely,

fb ltU  d& ZJrviJr-
Paula M. Stewart 
134 North Avenue 
Indianapolis, IN 46268

Enclosure

A letter of application. 359



APPLICATION FOR EM PLO YM ENT

H e u M r t Рам.(л.N am e___
Last First

Address '3+ A Avenue t ГпвС<л.*a  volt's

Com pu-Search Inc. 

HULriC
M id d le

One Acorn Park Indianapolis. IN 46244

____ Date___ ( f a y  LO> '1 " ________________

1Л/____________
Street

Phone No. (3/7) 9U9- ZV4Z
City S tate ZIP

Social Security No o J l -3 1  ' X7/Z

In case of emergency, notify (iitcrt SicustLit, '1* A/eitk Arena.С,  Z/tfCk'a.nApciLiS f LA/

Position d esired____ Рл±л. £*t-ry Cterjc.___________________________ Salary desired open .________

EDUCATION Name and Address
Dates attended Date Major Area

From To Graduated of Study

Elementary t-'a. He у  E le m en ta ry  School 
Znd.U napolis, W * £ .

Тиле.
I t - V /4

High School H orthu/eit H ifh  School 
IndiaJiM -poli * , Z w * # • I f -

Тиле.
/9 — B u .5. £ d -

College л//А м /л m/ a / v A m /A

Other л/М M/A m / a m/a a / 1

Check Business Courses Taken in School:

^  Accounting

_______ Business Law

^  Business Math 

\S  Consumer Econom ics

General Business 

Office Machines

______ Office Practice

V  Record Keeping

Shorthand Speed . WPM

Typewriting S p e e d ___ЬО+" WPM

EMPLOYM ENT: List most recent employer first. Use extra sheet if necessary

Name and Address of Employer
Dates Employed

Position
Reason for

From To leaving

Office Stationery X»c
zf 1 Tm y street.Tnditxapoll's,Ltf 'Tirli-f

Tunc
/9-• Present Part-time cash ier te e c i

Job

M/a m/a m/ a м/л
м /л m/ a м/л m/A "/*

REFERENCES: Do not list relatives or former employers.

Name Address Telephone
How long 

Known

Peter Darkee SM £<L$t Border Hoad 
Lndia-napolii, W  чьгьв 7S3- M/M ¥ years

Amtnda. 7ггеут ля п /ОЗУ Crawftrd Drive 
Г nd  iAJIApolif, 1M 4*2 68 469 - 179 f 7 years

ц/il/ii*. Council ¥t>8 Center S tre e t  
Tndia.na.poti s, I N  V*2V4< esi- 9¥i3 J  years

J u n e  //

To the best of my knowledge all of the foregoing is true and given voluntarily

1 authorize Compu Search Inc. to contact my references, including previous employers, to confirm credentials

Signature

An application for employment.
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If the question does not apply to you, w rite in N/A (not applicable). 
By responding to every question, you show  care and  thoroughness. 
Also, correct spelling and  neatness in com pleting the application  
form are essential.

In some cases the application  process m ay require  you to take 
som e tests. These can  take m any different forms. For secretarial 
positions, for instance, typing, shorthand , and  even transcrib ing  
m achine tests m ay be given. Som e com panies require physical 
exam inations because of the na tu re  of the ir work.

THE JOB INTERVIEW
The job  interview  is a more-or-less form al discussion between 

an em ployer and  a possible em ployee. It is an  exchange of inform a
tion about the natu re  of the job  opening and  your qualifications for 
it. There are a num ber of things tha t you should keep in m ind about 
the interview .

•  Be on tim e. If you are late for your first m eeting, will you be 
late often for work? If you are  on tim e, you put the em ployer 
in a good fram e of m ind.

•  W ear the righ t clothes. If i t ’s a w hite-collar job, m en should 
w ear a suit and  tie, and  w om en should w ear a suit, dress, o r 
skirt and  blouse. On a blue-collar job, m ake sure your clothes 
are  neat and  clean. You can alw ays be inform al later. First 
im pressions count a lot.

•  Do some hom ework about the job. Find out abou t the com 
pany o r organization. If there are  reports about the com pany, 
read them  in advance. Your local lib rary  m ay have inform a
tion, especially if the com pany is a large one. If you know a 
friend w ho w orks for the com pany, talk  w ith  him  o r her. Get 
as m uch inform ation as you can from  o th e r em ployees o r 
know ledgeable people.

•  Put your best foot forw ard. R em em ber th a t one of the m ost 
im portan t reasons for the interview  is to show tha t you’ve got 
the ability  for the job. It is im portan t to  be courteous, coop
erative, a lert, and  in terested  during  the interview . Ask ques
tions. Try not to  be too nervous. It is assum ed, how ever, tha t 
you will be nervous during  an interview . Try to leave a  good 
im pression by being positive w ithou t being boastful.
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When applying for a job, put your best foot forward.

•  Find out abou t the job. The interview  is a  two-w ay street. You 
w ant to be happy and successful in the job, so find out about 
it. Most interview ers appreciate  people w ho ask intelligent 
questions since it shows they have taken tim e and  have 
thought about the job.

•  Ask about the pay and  benefits — tactfully. If salary  o r pay is 
not brought up, raise the m a tte r as tactfully as possible near 
the end of the interview . Discuss fringe benefits, those extras 
like insurance, vacation, educational assistance, and  retire
m ent. Often a com pany prides itself on the fringe benefits it 
provides. S ince m any of these benefits — m edical and  health 
insurance, inexpensive m eals in a cafeteria, generous vaca
tions w ith  pay, and  o thers — add  real dollars to your pay
check, you should know about them . But do not press these 
points, especially early  in the interview . Salary  and  fringe 
benefits are indeed im portan t, bu t you w ant the job offer 
first!

•  Don’t expect an  offer right aw ay. Most interview ers need 
some tim e to th ink and  discuss w ith  o thers w hether you 
should be offered the job. There m ay be o th e r people being 
considered. There m ay be a num ber of reasons, none of them 
necessarily bad, why you are not offered a job  a t the end of 
the interview . Most interview ers will indicate the procedures
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to  be followed in letting you know w hether you do o r do not 
have the job. If they d o n ’t, it is proper to inquire a t the end of 
the interview  how you will be inform ed.

WHAT EMPLOYERS LOOK FOR
Different jobs require  different qualifications. W hat is im por

tan t for one job m ay be less im portan t in another. A certa in  skill 
m ay be required  for one kind of occupation and  a to tally  different 
one for another. Regardless of the na tu re  of the job, however, 
em ployers do look for som e com m on qualities and  characteristics. 
The le tter of application, the resum e, and  the application  form  sup
ply m uch of the inform ation.

Level of Education
Most jobs require  a t least a high school diplom a. On the whole, 

the level of education of em ployees in ou r country  has risen. More 
and  m ore people have a t least som e college education. High school 
dropouts have fewer job opport uni ties, especially if they have no 
previous work experience.

Required Skills
C ertain basic skills are required  today in practically  any job. 

Em ployees m ust be able to read a t least well enough to function. 
They m ust be able to com m unicate w ith  o thers and  do sim ple 
m athem atical problem s. And they m ust be able to follow in struc
tions. These are the essentials.

O ther skills requ irem ents m ay vary from  job  to job  even in the 
sam e com pany. Som e job skills are  developed through actual p rac
tice and  instruction w hile w orking. This m ethod of acquiring  job 
skills is called on-the-job train ing . Superm arket cashiers, w aiters 
and  waitresses, and  assem bly line w orkers are  types of w orkers 
whose skills are learned w hile they are actually  a t work. Most occu
pations have som e on-the-job train ing, bu t o ther skills m ay be 
required. Before you get an  autom otive rep a ir job, it is assum ed tha t 
you have good m echanical ability . Typing skills are required  for 
m any office support positions. You w ou ldn’t be h ired  for a job  as a 
new spaper repo rte r o r as a secretary  w ithout fairly good English 
skills.
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Em ployers check on your skills by looking a t your past work 
experience, your courses and grades, and  the results of tests you 
may have taken. Som etim es they’ll check your references, and occa
sionally even your hobbies can provide a  clue about skills.

Character and Personality
Though skills are  im portan t, one of the p rim ary  reasons for 

failure at a job is a com bination  of charac te r and  a ttitude . Employ
ers value honesty, dependability , and  h ard  work. Being cooperative 
w ith o ther em ployees and  loyal to the em ployer are  also highly 
regarded personal characteristics. A good a ttitu d e  and  character are 
qualities tha t are alw ays in style, and  they are  qualities that 
em ployees are  expected to have.

An em ployer learns about these characteristics in several ways. 
An app lican t's  behavior during  the interview  provides som e clues. If 
the person is fidgety and  uninterested , th a t’s a m inus. Sloppy dress 
m ay also indicate a poor a ttitude . A check of school records provides 
still m ore inform ation. If a studen t w as seldom  absent, it probably 
indicates dependability  and  good a ttendance a t work. If the grades

You must sell yourself as a high-quality product.
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m atch w hat you seem  capable of doing, tha t m ay show a w illingness 
to apply yourself. E x tracurricu lar activities m ay indicate both ad d i
tional enthusiasm  and  effort, as well as possible leadership ability . 
Your references m ay also em phasize personality  and  charac te r in 
the ir replies to inquiries.

Previous Work Experience
“ Must have previous work experience,” the ads often say. 

Som etim es they even give the num ber of years required . For certain  
kinds of jobs in certain  areas, it m ay be next to  im possible to secure 
em ploym ent w ithout experience. You can understand  w hy a proven 
track record can help an  em ployer judge your w orth. Som e schools 
offer a program  tha t helps to substitu te  for full-tim e work experi
ence. In a cooperative w ork program , s tuden ts are placed in a job  in 
a store, office, p lan t, o r restau ran t w hile still in school. The 
em ployer and  the teacher together plan the work experience for 
part of the school day. The studen t g raduates w ith full cred it but 
also has work experience and  an added opportun ity  to  get jobs.

The Satisfied Worker
It doesn’t pay an  em ployer to continually  h ire and  train  

em ployees for a p articu la r job. On the contrary , hiring and  train ing  
people costs both tim e and  money. A satisfied w orker is one w ho 
will probably stay  for a w hile. But finding out in advance w hether a 
w orker will be happy m ay be a difficult task. The best thing to do is 
to  try to m atch the w orker to the job. A person w ho likes creativ ity  
will be bored by routine, repetitive tasks. Som eone w ho enjoys 
w orking alone m ay not w ant to  m eet people all the tim e. People 
w ith particu la r skills and  ta len ts w ant to use them  on the job. It is 
wise for the em ployer and  em ployee to  explore as w idely as possible 
beforehand w hether the job will be in teresting over the long haul.

Ability to Grow
Finding and  getting the job  com e first, bu t then there is the 

ability  to keep it and  to show grow th potential. There are a num ber 
of things em ployers look for to indicate tha t an  em ployee is likely to 
stay  for a w hile. If a w orker continues his o r her education, the 
em ployer m ay assum e he o r she w ants to im prove on a job. Having 
a good a ttitu d e  and  a p leasant personality  suggest satisfaction.
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"Clock-watching" is just one of the signs of job dissatisfaction.

Doing anything above the requirem ents of the job is a pretty  sure 
indicator tha t the em ployee likes the job. E nthusiasm  has a way of 
com m unicating itself to an  em ployer.

IN TRAINING NOW
In effect, you are  engaged in on-the-job train ing  right now. You 

are developing, im proving, and  refining your qualifications for the 
w orld of work. The courses you take in school and  the grades you 
make are d irectly  rela ted  to your qualifications for some job. Work 
experience you acquire, skills you gain, and  ex tracu rricu lar activi
ties you engage in all affect your future. Your personality , character, 
and a ttitudes will all be factors in determ ining  your qualifications. 
Use care now  in planning the developm ent of those qualifications 
necessary for m eeting your career goals.

SUMMARY
There is a  step-by-step procedure to getting  a job. First, decide 

on the types of jobs you w ant by using the decision-m aking process. 
Second, look a t all the possibilities you can think of o r find to help 
you determ ine if there are  any  openings in your area  of interest.
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Third, after finding a job, apply for it. A resum e is often needed. You 
m ay be given an interview . R em em ber tha t em ployers look for cer
tain  things in possible em ployees. They look for level of education, 
types of skills, charac te r and  personality , previous work experience, 
and  w hether you are  likely to be a  satisfied w orker. Once you ’ve got 
the job i t ’s up to you to hang on to it. T h a t’s som ething tha t concerns 
both you and  your em ployer!

BUILDING Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 5. Then 
write the term that best matches each numbered^definition.

2 .

3.

4.
5.

cooperative work program 
fringe benefits 
job interview

on-the-job training 
resume

Those extras beyond the regular salary that an individual 
receives, such as insurance, vacation, educational assistance, 
and retirement plans.
Developing skills through actual practice and instruction 
while working.
A more-or-less formal discussion between an employer and a 
possible employee.
A kind of life history or biography of a person.
An education program in which a student gains experience bv 
working at a part-time job during the school day.

BUILDING
READING
COMPREHENSION

1. Identify four sources for learning about job openings.
2. Name three ways in which newspaper want ads can help you 

find a job.
3. What is the difference between government and private em

ployment agencies?
4. What information should be included on your resume?
5. Who should be used as references on a resume?
6. What are two specific things you need to include in an appli

cation letter?
7. What should you do on an application form when a question 

does not apply to you?
8. Why should you answer every question on an application 

form?
9. Why should you find out something about a firm or organiza

tion before going for an interview?
10. Why should a person include participation in extracurricular 

activities on a resume?
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BUILDING
BUSINESS
CONCEPTS

I.

2.

6.

7.
8. 
9.

10.

On your resume, why should you list your most recent job 
first, followed by previous positions?
Why should you list all of your previous jobs on your 
resume?
Why is it not a good idea to include your best friends or rela
tives as references unless they have been your only employers? 
List seven important things to keep in mind when being inter
viewed for a job.
Should a person expect to be offered a job immediately follow
ing an interview? Why or why not?
List those things for which an employer will look when inter
viewing someone for a job.
How can an employer check on a person’s skills?
List the steps in the job-hunting process.
Why would an employer be interested in knowing your school 
attendance record?
Why is it so important for an employer to find a person who 
will be satisfied with the job?

1. What are some essential skills needed for practically any job?
2. Prepare a resume that shows your current education and expe

rience. Use the sample and the text material as guidelines.
3. Look back to Paula Stewart’s letter of application on page 359. 

How did Paula point out her strengths for the position for 
which she was applying?

4. Bring to class the "Help Wanted" section from a recent news
paper. Clip advertisements for positions that a high school 
student could fill. What qualifications do employers list for 
those positions?

5. Why should one be tactful about asking about pay and fringe 
benefits on the first interview?

3UILDING
HUMAN RELATIONS 
>KILLS

Ш
You are looking for a job and find several job openings advertised 
in your community. Choose one of the advertisements on the fol
lowing page and write a letter of application for that job. The letter 
should be no longer than a full page. Explain to the employer, 
briefly, how your special skills and abilities match those required 
for the job. You should mention where you read about the job and 
that you are available for follow-up interviews. Remember that 
your letter of application will make the employer’s first impression 
of you. You must sell yourself and your abilities.

3UILDING
3USINESS
EXPERIENCE
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BUILDING
BUSINESS
CONCEPTS

1. On your resume, why should you list your most recent job 
first, followed by previous positions?

2. Why should you list all of your previous jobs on your 
resume?

3. Why is it not a good idea to include your best friends or rela
tives as references unless they have been your only employers?

4. List seven important things to keep in mind when being inter
viewed for a job.

5. Should a person expect to be offered a job immediately follow
ing an interview? Why or why not?

6. List those things for which an employer will look when inter
viewing someone for a job. л

7. How can an employer check on a person’s skills?
8. List the steps in the job-hunting process.
9. Why would an employer be interested in knowing your school 

attendance record?
10. Why is it so important for an employer to find a person who 

will be satisfied with the job?

1. What are some essential skills needed for practically any job?
2. Prepare a resume that shows your current education and expe

rience. Use the sample and the text material as guidelines.
3. Look back to Paula Stewart’s letter of application on page 359. 

How did Paula point out her strengths for the position for 
which she was applying?

4. Bring to class the "Help Wanted” section from a recent news
paper. Clip advertisements for positions that a high school 
student could fill. What qualifications do employers list for 
those positions?

5. Why should one be tactful about asking about pay and fringe 
benefits on the first interview?

BUILDING
HUMAN RELATIONS 
SKILLSm You are looking for a job and find several job openings advertised 

in your community. Choose one of the advertisements on the fol
lowing page and write a letter of application for that job. The letter 
should be no longer than a full page. Explain to the employer, 
briefly, how your special skills and abilities match those required 
for the job. You should mention where you read about the job and 
that you are available for follow-up interviews. Remember that 
your letter of application will make the employer’s first impression 
of you. You must sell yourself and your abilities.

BUILDING
BUSINESS
EXPERIENCE



Unit 6 Choosing a Career 369

Business Help Wanted
ACCO U N TS PAYABLE
Will train ambitious individ
ual to work in the Accounts 
Payable Dept, of our busy 
and congenial office. We are 
a fast-growing company with 
excellent benefits.
Apply to Personnel Supervi
sor, ABC Company, 918 Sea 
Street, Your City, State

Clerk-Typist

Must be able to work well with cus
tom ers in person and by phone. 
G o o d typing and general clerical 
skills necessary. Excellent w orking 
conditions in m odern facilities Ben
efits.

Personnel Director 
M cNEIL CH EV RO LET
391 Providence Hwy., (Rte. 1) 

Y o u r City, State

_________

SOMETHING BETTER

A Career at SouthBanks
PUBLIC CONTACT

If you enjoy serving the public we will train 
you for a permanent clerical/cashier posi
tion with excellent working conditions and 
fringe benefits Position is in the Canton 
area Please apply to Mr. Franklin at 
SouthBank. 1108 E. Main Street. Y ou r City. 
State л

E N E R G E TIC  P E R S O N  W ITH  suitable 
vehicle for afternoon deliveries Very 
short hours, excellent pay. Apply in per
son. Kraft’s Supermarket. 45 Atlantic 
Avenue. Ybur City. State

—

NAIL DOWN A CAREER WITH 
PLANKON’S SALES & STOCK

We re one of the largest building materials retailers. We re 
looking to fill a starting position in sales/stock. Experience 
helpful, but not necessary. Comprehensive benefits package 
and unlimited growth opportunity.

Mr. Anderson, Plankon's Bargain Outlet, 419 Park Street, 
Your City, State.
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Personnel Worker
Do you enjoy meeting different kinds 

of people, learning about their differing 
backgrounds? When a business expands 
and needs to hire new workers, the 
people who make the hiring decisions 
usually have the human resource, or 
personnel, office screen the initial job 
applicants.

A job seeker's first face-to-face 
contact with a prospective employer may 
be through the personnel office.
Personnel workers explain the job 
responsibilities and company benefits to 
prospective new employees, and 
interview, select, and recommend 
applicants for job openings. Personnel 
workers must have a good understanding 
of the company and the many jobs 
within it so they can successfully match a 
person's skills and background with the 
job that best uses those skills.

Human resource development is 
emerging as a specialization within 
personnel administration. Human 
resource workers manage programs for 
on-the-job training to strengthen 
employees' skills or to teach new skills 
for advancement within the 
organization.

Educational requirements for 
personnel workers vary but a college 
degree is usually necessary. If this type of 
career interests you, good preparation 
includes some high school business 
courses and good communication skills. 
Many colleges offer courses in personnel 
administration that are helpful in gaining 
advancement.

Almost three out of every four 
personnel workers are employed in 
private businesses. As businesses expand, 
the need for personnel workers will 
grow. In addition, state and federal laws 
and regulations concerning working 
conditions and pay practices will also 
create a need for more professional 
personnel workers.
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CHAPTER 25

All About Money
• You probably take money pretty much for granted. Maybe you've 

traded things before, but mostly you've used money. What does 
money do? What would you do without it?

• During inflation, money loses value. You can't get as much for your 
dollar, we say. Is a dollar worth more than the paper it's printed on?

• You wouldn't accept a three-dollar bill. Would you accept a bar of 
gold? Why do you think a bar of gold is more valuable than a bar of 
iron?

• How can you determine the value of a dollar? Isn't the value of the 
dollar related to the amount of gold stored at Fort Knox?



UNIT
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MONEY AND BANKING
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Do you know w hat these term s m ean?

b arte r
m edium  o f exchange 
currency

stan d ard  o f value 
store o f value 
checkbook dollars

You’ll learn all about these term s in this chapter.

You have to go back a long w ay in history to find a tim e w ithout 
money. Perhaps people w ho lived in caves m any years ago d id n ’.t 
have any kind of money. Suppose one of them  m ade tools out of 
stones but w anted  clothing. Suppose ano ther m ade clothing Irom 
anim al skins but w anted tools. They could trade ц tool for an  item  of 
clothing. Now suppose som eone w anted  jew elry in exchange for a 
stone tool. U nfortunately, there w eren’t m any people around  who 
m ade jew elry and  w ere willing to trade  for the tool. The search 
w ould continue until a jew elry m aker w ho w as w illing to trad e  for 
the tool was found. These searches to find an exact trade w ere time- 
consum ing. They were not alw ays successful even then.

The persons w ho m ade tools m ay have thought they w ere 
w orth m ore than  clothes. Som e people probably  thought jew elry 
w as not w orth  as m uch as e ither tools o r clothes. So they w anted  to 
add  som ething else to jew elry to increase its value. The exchanges 
w ere not sim ple. Everything had a different value, and  m any things 
could not be exchanged one for one.

We have been describing a  tim e w hen there w as no money. 
People exchanged goods and  services for o ther goods and  services. 
This system  is still called barter, and  som e people still use only this 
system . They exchange goods and  services w ith  one ano ther by b a r
tering. In the M iddle Ages, the serfs, o r people w ho w orked the land, 
had a b arte r system . The serfs exchanged the ir labor for housing 
and  food from  the landlords.

Som e form of barte ring  o r sw apping will probably  alw ays be 
around. We still see it used in our country. Sw ap m eets, w here peo
ple ga ther to exchange item s, are  regular events in m any com m u
nities. And "sw ap ” colum ns m ay be found in new spapers and  
m agazines. In some cases, people agree to perform  a service in 
exchange for ano ther service. For exam ple, a law yer m ight agree to 
perform  som e legal service in exchange for a ca rp e n te r’s services.

BARTER
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Have you ever engaged in any form o f barter? What did  
you trade?

WHY MONEY WORKS BETTER
B artering, however, is aw kw ard because everything has to be 

just right to m ake it work sm oothly. Som ebody tha t you know has 
to have som ething tha t you w ant and  be willing to trade it for some
thing tha t you are w illing to  give up. B artering has o th e r draw 
backs, too. There is no com m on s tan d ard  against w hich to  measure 
the exchanges. A p a ir  of skates m ay be w orth  six cassettes o r  sixteen 
baby sittings. A nother problem  w ith bartering  is th a t m any items 
cannot be easily divided. You m ay w ant only three cassettes, but 
does the person w ith  w hom  you’re trad ing  really w ant ju s t one 
skate?

Bartering works when you have something that someone else is willing to trade for.

Money is b e tte r  than  sw apping for a num ber of reasons. In the 
first place, money is accepted by people in exchange for goods and 
services. Therefore, it serves as a m edium  o f exchange. Before it can 
do that, however, it has to be accepted by the people in the society. 
They have to believe in its value o r it w on’t becom e a m edium  of 
exchange.

Paper money and  coins, w hich together are called currency, are 
a com m on form of money. They are  a m edium  of exchange in most



Unit 7 Money and Banking 375

countries because they are  accepted for the ir value. You will accept 
paper m oney o r coins for your work, for exam ple, in a sports equ ip 
m ent store. T h a t’s because you know you can go down the street and  
buy those shoes o r tha t stereo w ith the sam e currency. You m ight 
not w ant to work in the sports equipm ent store if you could receive 
only sports equipm ent for your work, which could happen in a b a r
te r system .

A second reason why money works be tte r than  barte ring  relates 
to value. You rem em ber tha t in a cave society, jew elry w as not 
considered as valuable as tools. How do you determ ine w hat the 
jew elry is w orth? T h a t’s w here money can be very helpful. In de ter
m ining the value o r  w orth of one thing in relation to another, money 
becom es a s tandard  o f value. The jew elry is w orth  so m uch money. 
The tools are w orth  this m uch money. Money has becom e the com 
mon s tandard  of value. And i t ’s m uch easier to com pare values by 
looking a t price tags than by com paring one item  to another.

Money is a standard of value. It is used to compare the values of different items.

O ur standard  of value is the do llar and  all the coins, like pen
nies and  nickels, th a t are  p a rt of the dollar. O ther currencies serve 
the sam e purpose in o ther countries. Goods and  services are  valued 
in term s of roubles in the Soviet Union, pesos in Mexico, and  francs 
in France. W hat the money is called o r how it looks doesn’t really 
m atter. W hat m atters  is tha t it is accepted as a m edium  of exchange 
and  a s tandard  of value w ith in  th a t nation.



376 C hapter 25 All About Money

There is a th ird  im portan t function tha t m oney serves, which 
bartering  cannot. In som e tribal societies, cattle  w ere sw apped for 
o ther things. But ca ttle  grow old, and  as they grow old they arc 
usually w orth less. Eventually, they die. It w ou ldn’t be very useful, 
then, to save cattle  as a m eans of increasing your fu ture purchasing 
power. Money, on the o ther hand, can be stored o r kept for la ter use. 
It h a s  a  store of value. Bv itself it is w orth som ething. It can increase 
your w orth o r value.

THE TESTS OF MONEY ц
D iam onds, beads, seashells, and  gold have served as money in 

various societies. In practically  all of the w orld today, paper cur
rency and coins are com m on kinds of money. Despite this accep
tance, all these different kinds of m oney m ust m eet certain  tests.

The seashells from w hich American Indians m ade wampum 
w ere scarce. Because they w ere scarce, they w ere valuable. There 
w as m ore dem and than supply. To be used as money, an  item  must 
be scarce. If the supply of an item  is unlim ited , o r overly plentiful.it 
loses its value. Thus, it could not very well serve as m oney o r as a 
store of value since it w ould have little w orth. People would lose 
faith in its value as a  m edium  of exchange. Dollars are  accepted as 
money in ou r society because they are  scarce. If dollars w ere rela
tively unlim ited , they m ight not be accepted in exchange for goods 
and  services. The m oney would be inflated. There m ight come a 
tim e when people w ould say, “ It isn ’t w orth  the paper it’s printed 
on .” If som ething serving as money becom es too plentiful, it ceases 
to be money.

In addition to its relative scarcity, money m ust also be 
accepted. People have to be w illing to take it in exchange for goods 
and  services. Before accepting it, they m ust have faith tha t the item 
used as money has value and  will continue to hold its value. If they 
d on ’t believe in the ir money, they m ay try  som ething else like gold 
o r diam onds. To be valuable, m oney has to be accepted.

Finally, money m ust be durab le  and  convenient to  use. Of 
course paper w ears ou t, so the governm ent has to destroy worn-out 
paper money. F ruits and  vegetables would not m ake good money 
because they are not durable . An iron bar is p re tty  du rab le  — but 
i t ’s certainly  not convenient! Coins and  paper m oney serve well 
enough. They are convenient and  long-lasting o r can be easily 
replaced. They help to  m ake and  keep m oney valuable.
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Even teeth have been used as money. These are from the Solomon Islands.

In the past, furs and other animal skins have been used 
as a medium o f exchange. How well do they meet the 
three tests o f  money?

CHECKBOOK DOLLARS
Currency m akes up  only about 20 to 25 percent of the total 

money supply in the U nited S tates. The rem aining 75 to 80 percent 
of the money supply is m ade up of checkbook dollars, the money 
tha t people have in checking accounts. So checking accounts are ou r 
m ajor source of money, w ith bills and  coins playing a lesser part. 
Individuals, families, businesses, and  even governm ental d ep a rt
m ents and  agencies use checks to  pay m ost of the ir larger bills. In 
practice, they do not draw  out cash to pay bills. R ather, they w rite 
checks for the particu la r am oun t of the bill. Even for an  am ount of 
less than  a dollar, m ost businesses and  governm ental agencies will 
w rite out a check.

M any people deposit checks for the ir w ages and  salaries 
directly  into the ir accounts. Then they buy groceries and  m ake ren t, 
telephone, u tility , and  ca r paym ents by check. Most need a certain
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am ount of currency to m eet daily  expenses for such things as 
lunches, transporta tion , new spapers, and  o th e r sm all purchases. 
But the total am ount of goods and  services paid  for by currency is 
m uch less than  tha t paid  for by check. Paym ents by check are esti
m ated to ou tnum ber paym ents by currency nine to one.

Checking account balances are real money because they repre
sent total am ounts of dollars and  cents. Furtherm ore, tha t money is 
readily available for transfer to ano ther party .

Checking accounts also m eet the four tests of money. People do 
not have unlim ited  am ounts in the ir checking accounts. In other 
words, there is a  relative scarcity  of funds in the account balances. 
Checks are acceptable as a m eans of paym ent, especially if the 
receiver believes tha t there is enough in the account on which the 
check w as w ritten . Checking accounts are  convenient. The depositor 
does not need to carry  around  all tha t currency bu t instead needs 
only a checkbook. Checks are durable . They will last a long time.

Ve pay with checks more often than we pay with cash.
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Checking accounts also m eet the functions of money. In the first 
place, checks are used as a m edium  of exchange. Too, checking 
accounts use dollars and  cents as the s tan d ard  of value, ju st as ou r 
paper currency and  coins are  valued in dollars and  cents. Finally, 
the balance in the checking account is an  indication of w ealth  o r 
store of value.

Why do you suppose so much o f our money supply is in 
checkbook dollars?

BACKING UP OUR MONEY
In the early  days of ou r country , gold, silver, and  even nickel 

backed up ou r money. W hen coins w ere m ade of gold, silver, copper, 
and  nickel, the m etal in them  had  a value close to tha t m arked on 
the coin. A silver do llar w as w orth  a do llar in silver. The coins could 
be, and  som etim es were, m elted dow n. Then they could be sold for 
just about the value m arked on them .

Sim ilarly , p ap er money w as backed up by gold and  silver. 
Obviously a hundred-dollar bill w as not m ade out of m ateria ls 
w orth  $100. But enough gold and  silver w as stored in various places 
in the country to m atch  the am ount of paper money tha t had been 
prin ted . Of course in those days there w eren’t as m any people 
around, and  therefore not as m uch m oney w as needed. Even as 
recently as the 1930’s, a citizen could turn  in paper m oney to the 
U nited S tates T reasury for the exact am ount in gold o r silver.

As tim e w ent on, backing m oney w ith gold and  silver w as not 
really necessary. People w ould accept paper and  coins w ithout such 
support. Today our coins are  not m ade up of m etals tha t are  w orth 
the value of the coins them selves. O ur paper money is not backed up 
by storehouses full of gold and  silver. Gone are  the days w hen you 
could exchange one of your bills for gold o r  silver in the United 
S tates Treasury.

The financial institu tions that handle checking accounts d o n ’t 
store gold and  silver either. If they did, they’d have to have m uch 
larger vaults. They d on ’t even keep enough currency on hand  to 
equal the balances in all accounts. Banks are  required  to keep only a 
certain  percentage of the money in all accounts, such as 20 percent, 
on hand. The banks determ ine from experience how m uch currency 
is likely to be w ithdraw n from accounts. They keep tha t am oun t of 
currency, plus som ew hat m ore, to support the checking accounts. In
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Our money is backed up by our faith in the economy.

the final analysis, ou r m oney is backed up by ou r belief in the sound
ness of our econom y. And the value of ou r money is based on what it 
will buy in the w ay of goods and  services tha t are  offered through
out the economy.

SUMMARY
Most of the tim e we take m oney for g ran ted . It is certain ly  easy 

to spend. We d on ’t appreciate tha t it is a m edium  of exchange, a 
standard  of value, and  a store of value. Not ju st any th ing  can serve 
as money. In fact, money should be lim ited  in som e ways or be 
scarce. Also it should be acceptable to users, convenient to  use, and 
durab le  in nature.

Although we think of money in term s of coins o r bills, the most 
popular kind of money is checkbook dollars. Over 75 percent of the 
money supply consists of checking accounts. We conduct a major 
share of ou r business w ith checks. And m ost of ou r m oney is not 
backed up by gold and  silver. Instead, m oney holds its value 
because of the faith we have in ou r productive ability , ou r institu
tions, and  our econom ic system .
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

1.
2.

3.
4.

5.

6.

barter
checkbook dollars 
currency

medium of exchange 
standard of value 
store of value

Paper money and coins.
Something that is used as a base for determining the value or 
worth of one thing in relation to another.
The money that people have in checking accounts. 
Something that can be stored or kept for later use and by itself 
is worth something of value.
Something that is accepted by people in exchange for goods 
and services.
The exchange between people of goods and services for other 
goods and services.

BUILDING
READING
COMPREHENSION

1. Why is bartering difficult?
2. What determines whether something used as money is a 

medium of exchange?
3. What is a common form of money used today?
4. What is our standard of value?
5. What features must an item have to be used as money?
6. Why are checking accounts considered to be real money?
7. How do checking accounts meet each of the four tests of 

money?
8. What percentage of our total money supply is made up of cur

rency? of checkbook dollars?
9. Even though we do not have enough gold and silver to back up 

our money, why are coins and paper money still accepted?
10. What actually determines the value of our money today?

BUILDING
BUSINESS
CONCEPTS

1. What kind of barter system did the serfs of the Middle Ages 
have?

2. List three forms of bartering that we have today.
3. Give three reasons why using money is better than swapping.
4. List three requirements for keeping money valuable.
5. What would happen to the value of our money if our money 

supply were unlimited?
6. Why do people sometimes invest money in paintings or other 

valuables instead of storing money?
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7. How do chocking accounts meet the functions of money?
8. Why are checks easier and safer to use than money?
9. Why don’t banks store all the money in the customers’ 

accounts?
10. What would happen to the value of our money if people lost 

faith in our economic system?

BUILDING
BUSINESS
EXPERIENCE

1. The American Indians used seashells to make wampum and 
used it as a medium of exchange. Do you think wampum could 
be used as a medium of exchange today? Explain.

2. Today our currency is not backed up with gold and silver. Why 
is this no longer necessary? What do you think would happen 
to our money supply if we had to have gold and silver equal to 
our money supply?

3. Comment on the statement "We would not produce as many 
goods and services if we relied on bartering instead of the use 
of money." Give reasons why you believe this statement is true 
or false.

4. Different nations have their own currencies. How do the cur
rencies help nations trade goods and services?

WILDING 
ZOMMUNICATION 
►KILLS____________

в а
Have a Barter Day with your class tomorrow. Think of something 
you own that you no longer want or need. Bring the item or items 
to school to barter or trade with the other members of your class. 
For this one class period, money does not exist. You are back in the 
days of bartering one good for another. You and the other mem
bers of your class will be trying to get the best deal for your item or 
items. What factors determine whether or not an item is success
fully traded? Discuss the advantages and disadvantages of the 
barter svstem with the other members of your class.
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7. How do checking accounts meet the functions of money?
8. Why are checks easier and safer to use than money?
9. Why don’t banks store all the money in the customers’ 

accounts?
10. What would happen to the value of our money if people lost 

faith in our economic system?

BUILDING
BUSINESS
EXPERIENCE

1. The American Indians used seashells to make wampum and 
used it as a medium of exchange. Do you think wampum could 
be used as a medium of exchange today? Explain.

2. Today our currency is not backed up with gold and silver. Why 
is this no longer necessary? What do you think would happen 
to our money supply if we had to have gold and silver equal to 
our money supply?

3. Comment on the statement “We would not produce as many 
goods and services if we relied on bartering instead of the use 
of money.’’ Give reasons why you believe this statement is true 
or false.

4. Different nations have their own currencies. How do the cur
rencies help nations trade goods and services?

BUILDING
COMMUNICATION
SKILLS

Have a Barter Day with your class tomorrow. Think of something 
you own that you no longer want or need. Bring the item or items 
to school to barter or trade with the other members of your class. 
For this one class period, money does not exist. You are back in the 
days of bartering one good for another. You and the other mem
bers of your class will be trying to get the best deal for your item or 
items. What factors determine whether or not an item is success
fully traded? Discuss the advantages and disadvantages of the 
barter system with the other members of your class.



Katherine Ortega
When United States Treasurer 

Katherine Ortega graduated from 
college, she had planned to be a high 
school typing and shorthand teacher. The 
chairman of the Business Department at 
her college told her that she probably 
would not get a job in her home state, 
New Mexico, because she was Hispanic.

"I forced myself to look at these 
discriminations as unfortunate instances 
that must be gotten around," says Mrs. 
Ortega. "Everyone encounters obstacles.
I tell people if one road is closed take 
another."

After she was told she could not get 
a job as a teacher, Mrs. Ortega went to 
work for her sister, a CPA, and became a 
CPA herself, eventually going on to work 
for one of the eight largest accounting 
firms in the country.

Ortega recalls that "once, in 
California, I applied for work with a 
prestigious accounting firm. I was offered 
the job, but not the pay I wanted. Well, I 
took it. I saw that job as experience that 
was more important than the pay. That 
job ultimately opened other doors."

The doors did finally lead to a 
position as a vice president at the Pan
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American National Bank of Los Angeles. 
Following that, Katherine Ortega became 
the president of the Santa Ana State 
Bank, the first woman president of a 
bank in California.

Mrs. Ortega went on to become one 
of ten members of the President's 
Advisory Committee on Small and 
Minority Business and then one of five 
commissioners on the Copyright Royalty 
Tribunal. On September 12, 1983, she was 
nominated to the post of United States 
Treasurer by President Reagan. Ten days 
later she was confirmed by the Senate 
and sworn into office by the Secretary of 
the Treasury. Her signature now appears 
on all dollar bills newly issued by the 
United States Treasury.
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CHAPTER 26

Banks and Banking
• Most of us think of banks as places where we put money in and take 

money out. At any rate, they have to do with money. But we don't 
think of them as businesses. Why not?

• If you have a savings account, you know you can earn money on it. 
Perhaps you can earn money on your checking account, too. Where 
does the bank get this money to pay you?

• You could get a car loan at a bank. Where else could you get such a 
loan? Why would you shop around for a loan rather than going to 
the bank where you have your savings or checking account?



Unit 7 Money and Banking 385

Do you know w hat these term s m ean?

com m ercial bank
Federal Reserve System
Federal Deposit Insurance C orporation
deposits
dem and deposit
tim e deposit

w ithdraw al 
in terest 
NOW account 
m ortgage 
line o f credit 
bonds

You’ll learn all about these term s in this chapter.

On a business street in your com m unity , you’ll find stores offer
ing goods and services. The scene will be s im ilar in com m unities 
anyw here in the country. The businesses provide goods an d  services 
for a price and  a t a profit. A m usic store sells records, tapes, stereo 
equipm ent, and  m usical instrum ents. A departm en t store sells 
everything from clothing to pain t and  garden tools. A dry cleaners 
provides dry cleaning service.

S im ilarly , a bank on that street is a business. A bank doesn’t 
have a product. It sells m any different kinds of services, all involv
ing money in one w ay o r another. And a bank m akes a profit, too, on 
the services it provides.

As a nation we have becom e very dependent on the services of 
banks for conducting business transactions. W ithout them  we 
w ould find it extrem ely difficult to carry  out the m any exchanges of 
goods and  services not only in our country  bu t w ith the rest of the 
w orld. Banks play a very im portan t part not only as places for sav
ing money but also in m aking it easier to use money to  do business. 
Let’s look a t the best-know n kind of bank and  see how it operates.

A com m ercial bank  is a bank tha t provides a  w ide range of 
banking services. As a m a tte r of fact, it is often called a full-service 
bank. As its nam e suggests, a com m ercial bank is a business, and in 
m any ways starting  a bank is like s tarting  a corporation. People 
decide tha t a bank is needed in a p articu la r area  and  then apply  for 
a charter. The ch a rte r can be gran ted  by e ither the sta te  or the 
federal governm ent. If the ch arte r com es from  the federal govern
m ent, the bank is a national bank. It m ust have the w ord national in 
its nam e. Banks whose charters  com e from sta te  governm ents, how 
ever, need not contain  the w ord stale in the ir nam es.

COMMERCIAL BANKS
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The state  and  federal governm ents do not own the banks. How
ever, they do set up  rules and  regulations tha t the banks m ust follow 
in o rder to keep the ir charters. All national banks m ust belong to the 
Federal Reserve System . This is like a big national bank with 
branches in m any of ou r leading cities. The Federal Reserve System 
provides services to  m em ber banks. It controls and  regulates the 
How of money, not only in the m em ber banks but throughout the 
country as a whole. The Federal Reserve System  m akes sure that 
banks operate properly w ithin  the established rules and  regula
tions. Many sta te  banks also belong to the Federal Reserve System, 
although the ir m em bership is not required.

Banks have m ore rules and  regulations than  m ost-other busi
nesses. There are a num ber of reasons for this. During the Depres
sion of the late 1920’s and  early  1930’s, m any banks failed. There 
were few controls on banking and, as a consequence, m any people, 
as well as businesses, lost a lot of money. The federal government 
decided to set up  agencies to regulate banking operations in the 
national interest. Banks are in a  special position of trust and  respon
sibility, since they are  handling o ther people’s money. The rules and 
regulations tha t w ere established by the governm ent w ere set up to 
protect those w ho use banks.

One exam ple of the kind of protection now required of banks is 
insurance. The federal governm ent requires tha t nationally  char
tered banks m ust insure each account for up to  $100,000. The 
governm ent agency that handles this insurance program  is the Fed
eral Deposit Insurance C orporation (FDIC). W hen you see the ini
tials FDIC, you know the bank is covered by insurance. Most state 
banks also carry  FDIC insurance.

F D №
FEDERAL DEPOSIT INSURANCE CORPORATION
This symbol tells you the bank is covered by FDIC insurance.

Suppose an FDIC-insured bank failed. What do you think 
would happen to the money you had in it?
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COMMERCIAL BANK SERVICES
You have heard  a com m ercial bank described as a full-service 

institution. The m ost obvious services such a bank provides are  sav
ings and checking accounts. O ther services you m ight use only once 
in a while. Businesses need certain  special services from banks. 
Most com m ercial banks can help you handle p ractically  anyth ing  of 
a financial nature . Let’s now look a t som e of the services these banks 
provide.

Taking Deposits
Despite the problem s banks had  before and  during  the G reat 

Depression, people still regard  them  w ith considerable trust. They 
are  thus w illing to pu t money into accounts held bv the banks. In 
fact, one of the p rim ary  services of a bank is the acceptance of depos
its, o r sum s of money placed in accounts. The bank then is the 
keeper o r guard ian  of the people’s money.

There are tw o kinds of deposits. One is the kind you put into a 
checking account. A checking account deposit is called a dem and 
deposit because you can get the m oney in your account right aw ay, 
on dem and. In fact, it is alm ost like having currency. But instead of 
your carrying all of it around, a financial institu tion  keeps your 
money and pays it ou t as d irected. You deposit money in the 
account and  then w rite  checks, o r dem ands, against the deposited 
money. L ater the bank sub tracts  the am ounts w ritten  on the checks 
from your account w hen the checks are  presented to  the bank for 
paym ent.

A deposit tha t is left w ith a bank for a fairly long tim e is called a 
tim e deposit. This is the second m ajor kind of deposit, and  it is 
typical of a savings account. S till ano ther reason w hy it is called a 
tim e deposit is tha t it m ay not be given right aw ay o r on dem and. 
When you take money out of an  account, you are m aking a  w ith 
draw al. You m ay not be able to w ithd raw  money im m ediately  on a 
tim e deposit.

Suppose you have $100 in a savings account and  you go to the 
bank to w ithdraw  it. The bank does not legally have to give you the 
money right aw ay. If it is a relatively sm all am ount, such as $100, 
the bank probably  will let you w ithdraw  it. But w hen the am ount is 
quite  large, you m ay have to w ait a day o r two.

The banks actually  owe m oney in the case of dem and and  tim e 
deposits. It m ay sound unusual, bu t look a t a bank as you m ight look
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Accepting deposits and giving withdrawals are two services of a bank.

at a private individual. If you give a person som e money to keep for 
a period of tim e, tha t individual actually  owes you the money. You 
expect to get it back a t a la ter tim e. The sam e is true w ith a bank. 
You give the bank a deposit, expecting the deposit back in time 
because it is "ow ed” to  you.

There are  tw o p rim ary  differences betw een the trad itional sav
ings and checking accounts. You can w rite  checks against a  check
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ing account. You cannot w rite checks against the trad itional savings 
account. A second difference concerns the am ount of money one can 
earn  from both kinds of accounts. A savings account earns money, 
called interest. In terest is the price banks pay for the use of the 
depositor’s money. In effect, depositors lend the ir money to the 
bank. The bank uses tha t money to make loans. Unlike the savings 
account, the trad itional checking account does not earn  interest.

New developm ents in the banking industry  have b lu rred  the 
differences between the savings and  checking accounts, however. 
Som e banks have set up an interest-bearing account on which one 
may draw  checks. This account is called a NOW account (for nego
tiated  order of w ithdraw al). In o ther words, the account «erves as 
both a savings and  checking account. There are usually some 
restrictions. One of these is tha t a m inim um  balance be kept in the 
account. The am ount reau ired  can be ad justed  by the bank.

Transferring Money
Another m ajor service of banks is the transferring of checking 

account money from one party  to another. Let’s look at an exam ple. 
If you take a check for $50 to the bank and  cash it, you’ll get $50 in 
currency in any form you w ant it. Suppose the $50 w ere wages from 
the restauran t a t which you work. The am ount of $50 is sub tracted  
from the checking account of the restau ran t.

Most transfers of checking account money, though, do not 
result from cashing checks. R ather, the transfer involves some 
changes in two accounts. Suppose you receive a $50 check from the 
Pilgrim  R estaurant and decide to deposit the check into your 
account instead of cashing it. The bank increases your account bal
ance in the am ount of $50. In a short w hile, the bank tha t has the 
Pilgrim  R estaurant account will decrease the balance in it also in the 
am ount of $50. Cash, in the form of coins and bills, does not change 
hands. Instead, money is transferred  from one account to ano ther 
account.

Many transfers of checking account money from one account to 
ano ther are being done electronically today. C om puters are  used for 
Electronic Funds Transfer (EFT). For exam ple, the $50 from the Pil
grim  R estaurant could be deposited directly in to  your account 
through a com puter. The bank sub tracts the $50 from the restau 
ra n t’s account and  adds the $50 to your account. You receive a 
receipt, instead of a check, from the res tau ran t showing the am ount 
deposited to your account. EFT provides faster and  cheaper service
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by elim inating the need for checks and  the paperw ork required to 
process them .

Making Loans
A third m ajor service of banks is to m ake loans, w hich are a 

p rim ary  source of incom e for them . The borrow ers w ho receive the 
loans must pay an interest charge, w hich is like a ren ta l fee, for the 
money. The interest earned on loans goes to pay bank costs and 
expenses — and  to earn  a profit.

There is an  interesting relationship  betw een taking deposits 
and m aking loans. According to  regulations, banks m ust-keep a cer
tain percentage of deposits on hand. They can lend out the rest. 
Through experience the banking business knows how m uch money 
on an average will be w ithdraw n at any given tim e. All of the money 
in the bank will not be dem anded a t once. On the ra re  occasions 
when that happens, there is said to be “a run on the bank .” People 
have lost the ir faith in the bank and  its operations and  w ant their 
money back. Fortunately tha t has happened only un d er extremely 
unusual circum stances.

Although rare, we still have runs on banks today.
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Find out if  anyone in your family remembers a time when 
there w as a run on the banks in your community. What 
effect did it have on the depositors?

In general practice, it works like this. You deposit your $50 
check in your savings account. Suppose the bank is required  to keep 
20 percent of the deposit on hand, o r $10. They then can lend the 
balance of $40.

The money you deposit in a bank thus assists o thers in getting 
loans. In o ther words, your deposit can be used for loans to  help 
consum ers, businesses, o r groups of people to buy the goods o r serv
ices they w ant. There are  different kinds of loans, varying in their 
purpose and the period of tim e for repaym ent.

Personal Loans. A personal loan is a loan m ade to an  individ
ual for a variety of reasons. A com m on reason for a personal loan is 
to purchase a car. O thers m ay be to finance a vacation, do some 
m ajor home repairs, o r pay som e bills. G enerally the period of 
repaym ent on a personal loan is a few m onths to several years.

Business Loans. Businesses, including farm s, go to banks for 
loans for som ew hat different reasons than  do individuals. Som e
tim es business loans are  m ade for the purchase of equ ipm ent or 
m achinery. An airline m ay go to a bank o r a  n um ber of banks to get 
loans to buy airp lanes. A store m ay ob ta in  a loan to purchase goods 
tha t will be sold later. After the item s are sold, the loan is paid  back. 
Business loans can run  for very short o r very long periods of tim e, 
depending on the ir purpose. For instance, some businesses, like a ski 
lodge, get all of their incom e at one tim e of the year. But they m ay 
have expenses all year long. So they go to a bank for a short-term  
loan to tide them  over until the ir big incom e period com es again.

Mortgage Loans. Homes, office buildings, m anufacturing  
p lants, and even skyscrapers cost very large sum s of money. Most 
people, including businesses, have to  get a special loan called a 
m ortgage to purchase such buildings. M ortgage loans are  m ade for 
both the construction and  purchase of buildings and  o ther large 
projects. M ortgage loans on hom es are usually  m ade to  individuals. 
Because of the large sum s of m oney involved, repaym ent of m ort
gage loans m ay extend for a period of 20 to 30 years.

Line o f  Credit. A bank can arrange for custom ers, e ith er busi
nesses or private individuals, to  get a certain  am ount of money, or 
line o f cred it, on call and  as needed. Suppose your bank extends you 
a $1,500 line of credit. You can use all o r a p a rt of tha t am ount at 
one tim e. You can also use it for any  purpose.
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Other Bank Services
Certainly taking deposits, transferring checking account 

money, and m aking loans are the three m ost im portan t services 
banks provide. But there are  o ther services. Som e banks provide 
financial advice to their custom ers. An individual o r an entire 
departm ent m ay be set up to give this assistance. Som e people need 
help in planning a budget o r living w ithin the ir incomes.

Banks also provide locked vault boxes for custom ers to store 
valuables. These safe deposit boxes are ren ted  from the bank and are 
usually located in a vault tha t m ay itself have a guard  o r a locked 
door. Each locked box has two different keys, one of w hich  is held by 
the bank. It takes both keys to unlock the box. If you lose your key, 
the finder cannot go to the bank and  open your box. The identity  of a 
person is alw ays checked against bank records. In safe deposit boxes 
you can keep such things as jew elry, stock certificates, b irth  certif
icates, insurance policies, and  o ther valuable papers.

Som etim es people w ant a special program  for investing money 
o r handling their property. A bank ’s trust department provides the 
services of advising on and  m anaging such program s. It m ay decide 
how and when to invest a custom er’s money in stocks and  bonds. 
N aturally  the departm en t gets a fee for providing such services.

fp E p p srrs ]  [ l o a n T ) jjjVACATION c l u b J

Many banks provide a variety of services.

There are a variety of o ther services com m ercial banks provide. 
They sell governm ent bonds, loans of money to the governm ent on 
which interest is paid to the ow ner. In addition , banks sell traveler’s 
checks, which are special checks used instead of money. They also 
issue credit cards, such as VISA and  M asterCard, and  provide links 
to brokerage firms for the buying and  selling of stocks and  bonds. A
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com m ercial bank indeed has a w ide range of services, m ost of which 
involve money in one way o r another.

Other than the services listed above, what services are 
offered by the banks in your community?

OTHER FINANCIAL INSTITUTIONS
Comm ercial bank services, as you have seen, range from pro

viding checking and  savings accounts to giving financial advice. 
O ther financial institu tions offer m any of these sam e,serv ices, 
although they tend to specialize. Mutual savings banks specialize in 
savings accounts. A m ajor service of m utual savings banks is giving 
m ortgage and hom e-im provem ent loans. Savings and loan associa
tions handle over 80 percent of all hom e m ortgage loans. They tend 
to offer slightly higher interest ra tes on savings accounts than  do 
com m ercial banks.

Because of changes in regulations on financial institu tions, the 
differences betw een com m ercial banks and  savings banks have less
ened. M utual savings banks and  savings and  loan associations are 
allow ed to offer m any of the services once provided only bv com 
m ercial banks. For exam ple, m any savings and  loan associations 
and  m utual savings banks now offer NOW accounts w ith  check- 
w riting  privileges. Som e even offer cred it cards.

Som e organizations specialize in the personal loan. A credit 
union is m ade up of individuals who work for the sam e com pany o r 
com m unity organization. After buying a share in the credit union, 
often no more than a deposit of $5, a m em ber m ay apply for a 
personal loan. Credit unions m ake loans for the purchase of au to 
m obiles and furniture, for paying bills, for taking vacations, and  for 
o ther consum er needs. The accounts of the m em bers are  the source 
of money for loans. W ith new legislation, credit unions can make 
some special types of m ortgage loans. They also can offer credit 
cards.

SUMMARY
Banks and  o ther financial institu tions are  a  necessary part of 

ou r economic system . They provide services essential for o u r econ
om y to work. Like shoe stores, restau ran ts, and  dry cleaners, banks
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are businesses. They provide services tha t both businesses and  indi
viduals need. If they are successful as businesses, they make a 
profit.

Banks take deposits and  set up savings and  checking accounts. 
They arrange for the transfer of money from one checking account 
to ano ther by m eans of checks and  EFT. They m ake loans to indi
viduals and businesses for m any purposes. They provide advice and 
help in investm ents. Savings banks, savings and  loan associations, 
and credit unions specialize in providing a w ide range of financial 
services. Together w ith com m ercial banks, they provide the overall 
service of m aking ou r money work for us.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper I through 12. Then 
write the term that best matches each numbered definition.

bonds interest
commercial bank line of credit
demand deposit mortgage
deposits NOW account
Federal Deposit Insurance Corporation time deposit
Federal Reserve System withdrawal

1. A deposit that is made to a checking account and can be with
drawn at any time.

2. The removal of money from a bank account.
3. A special loan made for the construction or purchase of build

ings or other large projects.
4. Loans of money to the government that earn interest for the 

owner.
5. A financial institution that is often called a full-service bank 

because it offers a wide range of services.
6. The government agency set up to handle insurance of bank 

deposits.
7. A bank deposit for which a waiting period may be required for 

withdrawals.
8. An agency that provides services to member banks and con

trols and regulates the flow of money.
9. The price or fee paid for the use of money.

10. A certain amount of money that a bank will arrange for cus
tomers to borrow on call or as needed.

11. Sums of money in bank accounts.
12. A savings account with a check-writing privilege.
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BUILDING
READING
COMPREHENSION

1. Why is a commercial bank referred to as a full-service 
bank?

2. Why did the federal government decide to set up controls on 
banks and banking?

3. How much insurance must a national bank carry for each cus
tomer’s account?

4. What arc the two kinds of deposits? How do they differ from 
each other?

5. What are the three primary services that a bank can offer its 
customers?

6. What is a primary source of income for a bank? Explain how 
this works.

7. What is “a run on the bank”? ••
8. What is a personal loan? Give three reasons for getting a per

sonal loan.
9. List three other services, besides the three major ones, fur

nished by commercial banks.
10. What is a credit union? What is the difference between a credit 

union and a savings and loan association?

BUILDING • • How docs a bank get started or come into being?
BUSINESS 2. The Spencers have an account in the amount of $103,000 at a
CONCEPTS state bank. The bank carries FDIC insurance. If the bank

failed, how much money would the Spencers be assured of 
getting from the insurance?

3. Banks pay depositors for leaving their money in savings 
accounts. Why do banks do this?

4. Why are banks considered to be debtors to depositors?
5. What is the difference between a NOW account and a savings 

account?
6. What are two differences between traditional savings and 

checking accounts?
7. You receive a check from your employer, Barnett’s Food 

Stores, and you deposit the check in your account at the bank. 
What will happen to your account? to the Barnett’s Food 
Stores’ account?

8. Banks are businesses set up to cam a profit. Name four things 
a bank can do to increase its profit.

9. List four t ypes of credit provided by commercial banks to their 
customers.

10. Savings accounts arc offered by several types of financial insti
tutions. What should you consider before choosing where to 
open a savings account?

Ш
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BUILDING
BUSINESS
EXPERIENCE

1. Could our society survive without banks and the banking sys
tem? Why or why not?

2. Interview an adult about his or her bank and its services:
a. Does his or her bank belong to the FDIC?
b. Is the bank a state or national bank?
c. What kinds of accounts does this person have?
d. Which of the bank’s services does he or she use?
e. Does this individual belong to a credit union? For what 

reasons did he or she decide to join or not to join the credit 
union?

3. What do you think would happen if everyone decided to take 
his or her money out of the banks?

4. One of the services offered by a bank is the trustHepartment. 
Why might you choose to let the trust department of your 
bank advise and manage the investing of your money?

5. Why might we as a nation be moving to a checkless society?

BUILDING
MATH
SKILLS

Leigh has been saving money to buy a new bicycle that costs 
$139.95. Leigh has the following amounts of money saved:

Quantity Bill or Coin
1 $10.00 bill
3 5.00 bill

21 1.00 bill
7 .50 coin

45 .25 coin
92 .10 coin

117 .05 coin

1.
2 .

How much has Leigh saved?
How much more money will Leigh need to save to have 
enough to buy the bicycle?
If Leigh can save $3.25 per week, how long will it take her to 
save this money? Round your answer to the nearest full 
week.



Public Relations Worker
Organizations from political parties 

to schools, from hospitals to businesses, 
use public relations workers to affect the 
way people think about them. Without 
good public relations, the very existence 
of an organization can be threatened. 
Public relations, or PR, workers put 
together information that keeps the 
public aware of the organization's 
policies and accomplishments. Public 
relations is not only "telling the 
employer's story," however. Keeping 
management aware of the public's 
attitudes and improving communications 
are also important parts of the job.

Public relations workers handle 
publicity for the organization. Many 
radio or television announcements, 
special reports, newspaper items, or 
magazine articles begin at the desks of 
public relations workers. Public relations 
workers write speeches for management 
and set up programs and events for the 
company officials to meet with the 
public. Public relations workers often 
work under tight deadlines and are 
constantly called upon to generate new 
ideas.
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Most public relations workers major 
in journalism, communications, or public 
relations in college. Many of them first 
work in other areas of the 
communications industry, such as 
newspapers, television, radio, or 
advertising. Many employers also will 
hire people who have had training in the 
field related to the business, such as 
engineering or finance. A strong 
background in English, an outgoing 
personality, and the ability to work 
under pressure are all песё55агу for a 
successful career in PR work.



CHAPTER 27

The Checking 
Account

We use checks, as you know, for about 80 percent of the activities 
involving an exchange of money. "Write a check" has become a 
common phrase. Why do you think this is so?
Banks, like other businesses in our economic system, are in 
competition with one another. They offer a variety of checking 
accounts to satisfy their customers. As an eventual or actual 
customer, what features do you want?
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Do you know w hat these term s m ean?

signature card  
jo in t account 
check register

forge
service charge 
au tom atic  transfer plan

check stub  
deposit ticket 
endorse
b lank endorsem ent 
restrictive endorsem ent 
full endorsem ent

You’ll learn all about these term s in this chapter.

If people cou ldn’t use checking accounts, it w ould be very dif
ficult to do business. Did you ever stop to think w hat w ould happen 
to ou r activities if we couldn 't use checks? More coins and  bills 
would have to be carried  around by people to buy goods and  serv
ices. And more currency w ould have to be stored in hom es and  
businesses in o rder to conduct activities. It would be very aw kw ard.

People in this country  have com e to take checking accounts for 
granted. When we do use cash, it 's  usually for sm all purchases. 
There are over 95 million checking accounts for individuals, busi
nesses, and  organizations. Why are  checking accounts so popular? 
Let’s look at some reasons tha t make the checking account a com 
mon and  acceptable w ay of doing business.

People use checks for a variety of reasons. For one thing, a 
checkbook is usually safer than currency is. If som eone steals your 
currency, there’s little chance you’ll get it back. On the o th e r hand, a 
stolen checkbook will do a thief little  good. The bank will not accept 
your check w ithout your signature. A thief could try  to forge, o r fake, 
your signature and  cash the check. But tha t w ould work only if the 
signature were very sim ilar to yours. And this could happen only if 
the thief knew w hat your signature looked like. Banks are  alw ays on 
the lookout for forged checks. So if you do lose your checkbook, 
report it to the bank as soon as possible.

Checks are safer than  currency in yet ano ther w ay. You p roba
bly will make paym ents on bills through the m ail. If you send a 
check through the mail and  it is lost, no one except the party  nam ed 
in the check can cash it. A nother check can be issued to pay the 
party . If you mail money and  it’s lost, i t ’s lost. T h a t’s why i t ’s not a 
good idea to send m oney through the m ail.

THE ADVANTAGES OF CHECKS



400 C hapter 27 The Checking Account

Checks have o ther advantages over currency. Suppose you 
w rite a check to Bicycle W orld for fixing your bicycle. The shop will 
then cash your check. Eventually the bank will re tu rn  it to you,after 
deducting the am ount of the paym ent from your checking account. 
If Bicycle W orld la ter questions w hether you have paid  the bill, the 
returned check is your proof tha t you have. H ad you paid with cash 
and  failed to  get a record of it, you w ould not have any proof of 
paym ent. However, a check tha t has been processed by the bank isa 
legal record of paym ent. A check not only is safe bu t also providesa 
perm anent record.

Have you ever had a situation in which using a check as 
proof o f  payment might have been helpful in solving a 
problem?

Recordkeeping as a whole is generally easier when using a 
checking account. For instance, you m ay have a budget for spending 
your income. It would be handy if you had a record of how much 
you spent on food, clothing, ren t, the telephone, and  o ther things. If 
you were to use cash to pay these expenses, you w ould need to keep 
all of your receipts. Paying them  by check, on the o ther hand, pro
vides a form of recordkeeping.

Checks are useful in o ther ways. If you paid  all of your expenses 
w ith bills and  coins, you would probably  have to carry  a lot of cur
rency around. Carrying currency for everything, especially for large 
purchases, is not alw ays convenient o r safe. But checks can be writ
ten for as m uch o r as little as you need, up to the am ount that you 
have in your checking account, of course.

Checks can be a lot more convenient to use than currency.
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TYPES OF CHECKING ACCOUNTS
Because checks are so useful, i t ’s not too surprising tha t you 

have a choice of types of checking accounts. Som e offer advantages 
tha t o thers do not. There are also considerations about the cost of 
operating accounts. When you go to a financial institu tion  to open 
an account, find out w hat kinds are available. An official will be 
glad to explain the advantages of one type of checking account over 
another. In addition, ask paren ts and  friends w hat th e ir experiences 
have been. As you would w ith anyth ing  else you buy, shop around 
and com pare.

The Regular Checking Account
If you’re going to w rite a large num ber of checks each m onth 

and  intend to keep a fairly high balance, a regu lar checking account 
may be your answ er. Banks m ay require tha t a balance of $500 o r 
more be kept in a regu lar checking account. If the balance is not 
kept, a service charge is deducted from  the account. A service charge 
is a fee for the paperw ork the bank does in recordkeeping and in 
m aintain ing the account. It m ay be a flat fee, such as $5 to $7 per 
m onth. Or the fee m ay be charged against each check you w rite  and 
m ay am ount to 10 o r m ore cents a check. O ccasionally the service 
charge m ay include both types of fees.

Regular checking accounts som etim es are  availab le w ithout 
any m inim um  balance requirem ents o r service fees, although this is 
becom ing m ore uncom m on. These advantages m ay be offered sim 
ply to a ttrac t custom ers. After all, the bank has m any o ther services 
besides checking accounts. If a bank does not charge service fees to 
operate an  account, it m ay increase o ther fees to m ake up for it. For 
instance, the ren tal fee for safe deposit boxes m ay be higher than it 
is a t o ther banks. There are going to be costs for the bank to handle 
checking accounts, and  they m ust be paid  som ehow . In any case, 
you will w ant to com pare the costs of having a checking account 
w ith various banks.

The Special Checking Account
The special checking account is for those w ho w rite few checks 

each m onth, perhaps less than fifteen. In add ition , a low er balance 
than  for a regu lar checking account is perm itted . M any tim es no
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A checking account makes doing business easier.

m inim um  balance is required . There is considerable variation in 
the service fees charged by banks to handle these accounts. How
ever, the fees generally are  less than  they are for a regu lar checking 
account. A special checking account m ay be to your advantage if 
you intend to use checks sparingly.
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The Automatic Transfer Plan
Som e banks offer a plan to people w ho have both checking and  

savings accounts in the bank. All deposits are placed in the savings 
account to earn interest. The checking account alw ays carries a zero 
balance. When the depositor w rites a check, the am oun t is sub
tracted  from the savings account and  transferred to the checking 
account for paym ent. Hence the nam e of this type of account is 
au tom atic transfer plan. The total balance on hand — in the sav
ings account — is alw ays earning interest. G enerally such a p lan is 
available only to  those w ho have large account balances. Here again 
service fees vary from bank to bank. M any charge for each transfer 
of funds from the savings to the checking account. There m ay also 
be a Hat m onthly fee and  a fee for each check tha t is processed.

The NOW Account
As you learned in the last chapter, banks offer NOW accounts, 

savings accounts on which checks can be w ritten  by the depositor. 
W ith this plan, a depositor can w rite a negotiable o rder of w ith 
draw al, a NOW, transferring funds from his o r her account to pay 
ano ther party . The advantage of the NOW account, like the au to 
m atic transfer plan, is tha t the balance in the account is alw ays 
earning interest. Most m utual savings banks, savings and  loan asso
ciations, and  com m ercial banks offer NOW accounts o r S uper NOW 
accounts. Super NOW accounts generally pay a  h igher ra te  of in ter
est than NOW accounts, bu t a h igher m inim um  balance m ay be 
required.

Do banks in your area offer either the au tom atic transfer 
plan or NOW account? Do you  know  anyone who uses 
either type o f  account?

The Share-Draft Account
Share-draft accounts are  offered by som e credit unions. A sav

ings account in a credit union is called a share account because each 
m em ber actually  ow ns shares in the cred it union. Now som e credit 
unions perm it a type of draft o r transfer of money, s im ilar to a 
check, from a share account to ano ther party . Share-draft accounts 
in this w ay are sim ilar to  NOW accounts and  the au tom atic  transfer 
plan. They make savings accounts m ore flexible by allow ing a 
check-like transfer of funds from  them .
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There are many different types of checks and checking accounts available.

The Money Market Account
Many brokerage firms — those involved in buying and  selling 

stocks and bonds — now offer checking accounts. These accounts 
are offered in conjunction w ith money m arket m utual funds, which 
are sim ilar to savings accounts in that they earn  interest. A check is 
w ritten  against the balance in the money m arket account. A min
im um  balance m ay be required  for this account. G enerally, there is 
no ex tra  charge for using the check-w riting service, but in some 
instances checks m ust be above a certain  am ount of money, such as 
$500. The m oney m arket account is generally not insured bv the 
FDIC.

Can you think o f some brokerage firms that offer money 
market accounts? Do you have any in your community?
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OPENING YOUR OWN ACCOUNT
Now that you have looked a t the types of accounts available, 

le t’s follow the process of opening a checking account in a bank. 
S im ilar procedures are used by o ther financial institu tions when 
opening accounts of a like nature . The first step is to fill out a sig
natu re  card , the m eans through which a bank will verify your 
identity. A signature card  requires your nam e and  signature, hom e 
address and telephone num ber, and  the nam e, address, and  tele
phone num ber of your em ployer. The new accounts adviser will 
assign an account num ber to you.

N aturally, your signature is the m ost im portan t part o t the sig
nature card . It is im portan t to w rite your nam e as it will ap p ea r on 
your checks. G enerally a m iddle initial is requested. The bank m ay 
check your signature card  w hen a  check com es in bearing your

I Sign the signature card exactly the way you will sign your checks.

0'Checking
^Individual □  Joint

□ Savings

Personal Account

Account Number
V 2 / - 0 b 7 -  /

Date
S / / S / ~

Account Title

Signature

Home Address (Include Zip Code)
Ao

TS'U & Ls, f f / 0 !

Home Address (Include Zip Code)

Social Security Number 
0 ,3  ,2 | 3 , 2 | 2 - , 7 . /

Date of Birth 
Z  8 / х в /Ы Г

Social Security Number 

i i 1 i 1 i i
Date of Birth

Citizen of (Country)
' z c . s # .

Birth Place Citizen of (Country) Birth Place

Name and Address of Employer (Include Zip Code)
'b ic. B tm zJd - "л.

T fa rH & llJL- S9/O Z

Name and Address of Employer (Include Zip Code)

Home Telephone 
7 i S ’ ~ f 3 Z 7

Work Telephone 
7 Z b - / 8 + Z

Home Telephone Work Telephone

Identification
T fo n fa b J L ,

Identification
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nam e. If the signatures m atch, the check will be cashed. If they do 
not m atch, the bank will not m ake paym ent on the check. This is 
obviously a protection for you and  prevents forged checks from 
being cashed.

Som etim es people w ant a jo in t account, w ith  tw o people using 
the account. In this case both  signatures m ust appea r on the card. 
E ither person, then, can w rite checks on the account.

You will w ant to decide w hat type of check you wish to use. 
Som e banks provide checks w ith only your nam e prin ted  on them. 
Such checks m ay be provided free of charge. On the o ther hand, if 
you w ant a really personalized check, you’ll undoubtedly  have to 
pay a printing fee. You can get your nam e, address, telephone num
ber, and  check num ber p rin ted  on a  personalized check. Often 
personalized checks are w orth the ir cost, because m erchants prefer 
to cash such checks.

Another decision m ay be about the type of checkbook you want. 
One type has a kind of listing area , o r check register, up  front where 
you can record the checks you have m ade out and  the balance in 
your account after each check has been w ritten . The checks and 
deposit tickets follow the check register. Another type of checkbook 
has a check stub , a record portion to the left of o r above each check. 
You sim ply pull out the check on the perforation an d  leave a written 
record on the stub. E ither the check register o r the check stub will 
provide a record of paym ent.

MAKING A DEPOSIT
When you open your account, you s ta rt ou t w ith  a deposit. You 

com plete a deposit ticket, an  item -by-item  record of the amount of 
money you w ant to put in. Let’s s ta rt out w ith  an actual step-by-step 
exam ple. Ruth Ling opened an  account and  m ade a deposit. She 
had $5 in currency, 75 cents in coins, and  two checks — one for $132 
and  the o ther for $8. The steps she used to com plete the deposit slip 
are as follows:

1. Ruth w rote her nam e, address, and  account num ber where 
indicated. W ith a personalized checking account, the deposit slips 
w ould have R u th ’s nam e, address, and  account num ber printed on 
them . They are not available, of course, w hen she is opening the 
account.

2. Ruth w rote the date  she w as depositing the money.
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3. She put the am ounts of currency and  coins in the correct 
rows. Then she listed each check singly, as requested  on the slip. She 
w rote down both the am ount of each check and  the check num ber. 
This gives Ruth a m ore com plete record and  helps the bank process 
the deposit. Next she added the various am ounts together and  put 
$145.75 opposite the w ord Total. Since she did not w ant to  take 
anything out of the deposit, no am ount w as placed opposite Less 
Cash Received. The Net Deposit w as thus $145.75.

Do you want a checkbook with a check register or with stubs?

RECORD ALL CHARGES OR CREDITS THAT AFFECT YOUR ACCOUNT

Number Date Description of Transaction
Payment Debit

1 <->
V
T

Fee 
(It Any)

<-)
Deposit/Credit

1 <+)

BALANCE
IS

*/ix D e p o tu t $ $ $ / 4-S 7 S /4 5 75

101 fr/lfe ХЫ. 45 ЯЯ 4 5
I I  5 go

101 fc/li. IU IU 41

*/>«
ft - iu m u u .

l o i 3. 5 1 OX a.5
2. О 1 * 3

C H E C K  R E G IS T E R

101 t  4  16

__________ !<• IQ

TO 9 - b n e t b r v y '

FOR___________________

BAL FOR D / f  5 7 5
DEPO SITS

•

TOTAL / f  5 75
THIS CHECK г-1 <>S

OTHER
DEDUCTIONS

BAL FOR D 80

C H E C K  S T U B
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CHECKING ACCOUNT DEPOSIT TICKET 

Second National Bank

DATE. ZZ_ 1 4 ----

NAME. У М - * » ' T -----------------
ADDRESS 3 -0  _______

fe i. /U LO n i+ tLd . -  -5 4 /0 1

ACCOUNT
NUMBER \ o \ s

CASH
CURRENCY 00

COIN 7 f
С
H
E
С
К
S

8/-Л О / 3  2 00
47-Л О в 00

Total From Other Side

TOTAL w r 7 f
Less Cash Received J*

NET DEPOSIT 7 f

Ruth Ling's deposit ticket.

After m aking the deposit, R uth recorded it in her check register. 
Here, too, she recorded the date  of the deposit, and then put the 
am ount of $145.75 in the deposit colum n. Since this is a new 
account, she put the sam e am ount in the balance colum n to indicate 
the curren t balance. It is alw ays wise to place the am ount of the 
deposit in the check register o r on the check stub  at the time the 
deposit is m ade. To do so la ter is possibly to forget the deposit and 
to w ind up not knowing your cu rren t balance.

ENDORSING CHECKS
When Ruth m ade out her deposit slip, you noticed that she 

listed two checks. These checks were m ade out to her. Before depos
iting the checks, she m ust endorse, o r sign, the checks on the back. 
The endorsem ent alw ays includes the signature of the party to 
whom  the check has been w ritten . An endorsem ent is necessary for 
transferring a check to ano ther party . C ertain rules should be fol
lowed in m aking any kind of endorsem ent.

•  W rite the endorsem ent a t the left back of the check.
•  W rite the endorsem ent in pen so tha t it cannot be erased.
•  Endorse a check m ade out to  you exactly as your name is 

w ritten  on the front of the check. If your nam e is misspelled 
on the front, the endorsem ent should include the incorrect
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spelling, followed by the correct spelling. For instance, if 
Ruth Ling received a check m ade out to her as Ruth Long, 
th a t’s the w ay she should endorse it, followed by the correct 
spelling, Ruth Ling.

Why must the spelling in the endorsement o f  the check 
match the spelling o f the name on the front o f  the check?

Because her name was misspelled on the face of the check, Ruth had to endorse the 
check twice —  once misspelled and once spelled correctly.

Kevin D. Tighe

Pay  t o  t h e
O rd e r o f  7 Z W / l L  o n d

076\
93-177

Date  T tlM C h . 3
921

19_=_

£ L2-==-

. D o l l a r s

SECOND NATIONAL BANK 
Butte, Montana S9101

кИЮиСЛЭЧ*: г СП В
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>**>

Types of Endorsements
There are three com m on types of endorsem ents. The blank 

endorsem ent includes only the signature of the party  to whom the 
check is payable. The blank endorsem ent should be used only when 
you are actually  in the bank ready to cash o r deposit the check. A 
check w ith a blank endorsem ent can be cashed by anyone who has 
it. If such checks are sent through the m ail and  lost o r stolen from 
you, they can easily be cashed.

However, a restrictive endorsem ent lim its o r restric ts how the 
paym ent of money m ay be m ade. A com m on restrictive endorse
m ent is "For Deposit Only,” followed by the signature of the party to 
w hom  the check is payable. In using this endorsem ent, as she did in 
the illustration, Ruth intended to have the check deposited into her 
account. This type of endorsem ent could not be used for cashing a 
check. Now if a check w ith a restrictive endorsem ent is lost or sto
len, no one can cash it. The endorsem ent clearly  indicates that the 
am ount of the check is to  be deposited in to  R u th ’s account. When 
depositing checks by m ail, alw ays use a restrictive endorsement.

A th ird  type of endorsem ent, w hich includes the nam e of the 
party  to w hom  the check is payable and  the nam e of the party to 
w hom  the check is transferred, is called a full endorsem ent or spe
cial endorsement. Suppose tha t Ruth received a $ 10 check payable to 
her. She owes R honda Cooper $10 for doing som e clothing altera
tions. Ruth could transfer the $10 check to R honda by using a full or 
special endorsem ent: "Pay to the o rder of R honda Cooper, Ruth 
Ling.’’ Before Rhonda could cash the check, she, too, w ould have to 
endorse it.

Purposes of Endorsements
The most im portan t purpose of an  endorsem ent is to perm it the 

person to w hom  the check is payable to  give instructions as to what 
is to be done w ith it. An endorsem ent is also legally necessary to 
transfer the check to  ano ther party . Finally, an  endorsem ent means 
tha t the person w ho endorses the check stands behind it in case the 
next party  to w hom  it is transferred  cannot receive paym ent.

Suppose you receive a check payable to  you for $50. You cash 
the check a t your bank, using a blank endorsem ent. Your bank finds 
insufficient funds, o r not enough m oney in the account of the party 
w ho w rote the check. Your bank can then legally com e back to you, 
the endorser, to collect the $50. You will then have to try  to collect
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Types of endorsements.

the am ount from the individual w ho w rote the check. To begin w ith, 
you had be tte r have some faith in the individual w ho w rites you a 
check. O therw ise you’re taking a chance tha t there will be insuffi
cient funds, and  no paym ent will be m ade to  you.

Endorsem ents, as you have seen, can serve m any im portan t 
purposes. In m any ways, your nam e and  the instructions you put 
w ith it are the most im portan t p a rts  of the check.

SUMMARY
Checking accounts have becom e the m ost im portan t w ay of 

transferring money in ou r business and  econom ic system . W here 
once only com m ercial banks offered the service, now there a re  all
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kinds of financial institu tions offering various kinds of checking 
accounts. It pays to  shop around  to select the right account.

Opening your own account involves a num ber of steps. First, 
you have to fill out a signature card  and  decide w hat kind of check
book plan you w ant. You open an account w ith  a  deposit, again 
following certain  steps. Finally you should understand  the impor
tance of your signature, both in m aking out a check and  in endors
ing one m ade payable to you. The checking account is a service that 
takes the place of using currency for all of your business purposes. If 
you use this service well, it can help you m anage your money.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper I through 12. Then 
write the term that best matches each numbered definition.

automatic transfer plan 
blank endorsement 
check register 
check stub 
deposit ticket 
endorse

forge
full endorsement 
joint account 
restrictive endorsement 
service charge 
signature card

1. An account in which deposits are put into a savings account to 
earn interest, with money automatically transferred to a 
checking account as checks are written.

2. An account that is used by more than one person.
3. A portion, often at the left of each check, for recording the 

amount of the check and any deposits.
4. To write another person's signature in an effort to deceivc.
5. An endorsement consisting of the signature of the person to 

whom the check was made payable.
6. An item-by-item record of the money you put in the bank.
7. The separate section of a checkbook where checks and deposits 

are recorded as they are written.
8. An endorsement that includes the name of the person to whom 

the check is transferred.
9. To put your signature on the back of a check that has been 

written to you.
10. A fee that is charged by the bank for paperwork done in record

ing and maintaining an account.
11. A card kept on file at the bank that contains a customer’s sig

nature and other important personal information.
12. An endorsement that limits how the payment of money may 

be made.
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BUILDING
READING
COMPREHENSION

1. List four advantages of using checks rather than currency.
2. If a bank offers free checking accounts, where does the bank 

get the money for its operating expenses and prolit?
3. What is a special checking account?
4. What is the advantage of the automatic transfer plan and 

NOW accounts over regular checking accounts?
5. What is a share-draft account?
6. What do the automatic transfer plan, NOW account, and 

share-draft account have in common?
7. Why do banks keep a signature card on file for each cus

tomer?
8. What are the three items included in a checkbook?
9. Where should an endorsement for a check be wr itten?

10. What are the three kinds of endorsements?

BUILDING
BUSINESS
CONCEPTS

1. What are the differences between a regular checking account 
and a special checking account?

2. What are the differences between the automatic transfer plan 
and a NOW account?

3. What purpose does a check stub serve?
4. What are the differences between a brokerage firm’s checking 

account and a NOW account?
5. What is the purpose of a deposit ticket?
6. List four rules that apply to any kind of endorsement.
7. Why and when would a person use a restrictive endorsement? 

a full or special endorsement?
8. List three purposes of endorsements.
9. What promise does a person make by endorsing a check and 

transferring it to someone else?
10. Write an example of a blank endorsement, a restrictive 

endorsement, and a full or special endorsement.

BUILDING
BUSINESS
EXPERIENCE

1. Why should you shop around when you are planning to open a 
checking account?

2. You have paid a bill by check. A month later you get a notice 
asking you to pay the bill. What should you do?

3. Invite a banker to talk to your class about the types of accounts 
offered by the bank, how service charges are figured, and the 
procedures that would be taken by the bank if a forged check 
were used.

4. Go to your school library to research specialized accounts like 
the NOW account, automatic transfer plan, and the share- 
draft account. Why have such accounts come into being?
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5. Why do some banks now cash checks only for their deposi
tors?

6. Why do banks not charge a service fee for a checking account if 
a certain average balance is maintained in the account, such 
as $1,500? Does this mean that there are no costs to the bank 
for servicing that account?

You recently opened your first checking account and are now 
ready to make a deposit. You have the following:

Bills $27.00
Coins 7.89 *
Checks 25.00 (from parents)

83.91 (payroll — Value World Foods)
7.43 (refund — Good Sounds Records)

1. On a sheet of paper draw a deposit ticket similar to the one 
shown below and fill it out. Your account number is 4250735. 
Be sure to include your name and account number on the 
deposit ticket.

CHECKING ACCOUNT DEPOSIT TICKET

DATF 19 

NAME

CASH
CURRENCY

CO IN

С
H
E
С
К
s

ADDRESS

Total From Other Side

TOTAL
ACCOUNT II II || 

NUMBER II II II Less Cash Received

NET DEPOSIT

2. Two weeks later you are ready to deposit two payroll checks, 
one for $77.17 and one for $84.13. You want to make a deposit 
and receive $25.00 in cash. On a sheet of paper draw another 
deposit ticket. Then fill out the ticket for your deposit.

BUILDING
ANALYTICAL
SKILLS



I Connie Chung
Although the field of broadcasting 

can be a grueling one from which many 
people flee, Connie Chung has survived.

I Having worked her way up through the 
! ranks, she has held some of the most 

sought-after news-anchoring positions on 
CBS and NBC television.

After studying journalism at the 
University of Maryland, she began her 
career as a copywriter for a television 
station in Washington, D.C. She advanced 
to newswriter and then to on-air 
correspondent. Her break came in 1971 
when she was asked to report on 
national politics for "CBS Evening News."

While at CBS, she followed George 
McGovern's campaign for the presidency 
and reported on the Watergate break-in, 
making a name for herself. In 1976 she 
went to Los Angeles to become the news 
anchor for KNXT, a local CBS station. 
During her seven years at KNXT, she won 
two Emmys.

In 1983 she switched to NBC and 
began to juggle five different on-air 
positions. She is an admitted workaholic 
who still works well on only three hours' 
sleep a night, with another few hours 
squeezed in when there is time.

415

Her marriage to Maury Povich in 
1985 added more chaos to her already 
hectic schedule. Povich, who is also a 
news anchor, lives and works in 
Washington, D.C. Their marriage is 
similar to those of many other 
professionals today who live and work in 
different cities and who commute to be 
together on the weekends. Connie 
usually goes to Washington because, she 
says, "the home team has to stock the 
refrigerator."

Connie Chung seems content with 
her life and her career. Yet she is always 
ready to pursue new avenues and may 
add even more responsibilities to her 
busy schedule. Only time will tell if she 
can squeeze anything else into the 24 
hours she has in a day.
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CHAPTER 28

Using Your 
Checking Account

• Using your checking account properly adds to your economic power. 
You can transfer your money, deposit your money, and endorse 
checks over to others. For what purposes should you write a check?

• You can mail a check to someone across the country. Or you can 
make out a check to someone in your family. In either case, money is 
transferred from you to someone else. How do you suppose these 
transfers are actually done?

• It's important to be accurate in keeping track of your checking 
account. Why? What will happen if you run out of funds? How can 
you avoid it?
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Do you know w hat these term s m ean?

payee
d raw er
draw ee

stop-paym ent o rder 
clearinghouse

A m erican B anking Association 
(ABA) num ber 

M agnetic Ink  C haracter

canceled check 
bank sta tem en t
bank reconciliation 
ou tstand ing  checks

Recognition (MICR) num ber 

You’ll learn all about these term s in this chapter.

A checking account is a very handy tool to use in purchasing  
goods and  services. As w ith any tool, certain  skills are necessary for 
using it effectively. I t’s a good idea to understand  w hat this tool is 
and  how it works.

Fortunately most prin ted  checks contain  the sam e inform ation. 
Usually it is located in the sam e place. W hen it com es to p reparing  a 
check, therefore, you will alw ays follow the sam e steps. As you 
know, there are several different kinds of checking accounts. But the 
inform ation on the face, o r front, of a check and  the m ethod of w rit
ing one do not differ from one financial institu tion  to another.

What's on the Check
There are generally three separate  people, o r parties, nam ed on 

a check. The party  w ho gets the money and  to w hom  the check is 
w ritten  is called the payee. G oldsm ith’s Discount C enter is the 
payee on the check shown on page 418. The p arty  on whose account 
the check is w ritten  and  w ho signs the check is called the draw er, in 
this case Paul Boudreau. The th ird  party , w hich is the financial 
institu tion tha t has the d raw er’s account, is the First N ational Bank, 
the draw ee. It m ust pay the am ount of the check w hen it is p re
sented — unless Paul’s account has insufficient funds.

Som etim es the d raw er m akes the check payable to  “C ash” o r  to 
him self o r herself. This is generally done for a w ithdraw al of cu r
rency. When m aking a check payable to “C ash,” i t ’s a  good idea to 
be inside the bank. And you should not sign the face of the check

READING AND WRITING A CHECK
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until you present it to the teller. O therw ise, anyone can pick up such 
a check and get money w ith it.

The inform ation prin ted  on the face of each check usually 
includes m any, if not all, of the following item s:

•  The check num ber in the upper right-hand corner
•  The nam e and, often, the address of the draw er. Som e people 

also choose to include the ir telephone num bers, as m erchants 
often request their custom ers’ telephone num bers on per
sonal checks.

•  The nam e and address of the draw ee
•  The bank ’s A m erican B anking Association (ABA) gum ber, its 

identification num ber in the upper right-hand com er.
p, •  A Magnetic Ink Character Recognition (MICR) num ber, the

electronic coding num ber tha t includes the custom er’s ac
count num ber and  the bank ’s identification num ber, to be 
used in processing checks by m achine. This inform ation is 
prin ted  a t the bottom  of the check.

The parts of a check.

Printed name and 
address of drawerPayee ABA number Check number

r Paul Boudreau 
121 Bayside Road 
San Francisco, CA 94108-8521

D a t e
P a y  to  t h e  
O r d e r  o f  .

7

0105
>.30-507

1213
19.

.D o l l a r s

FIRST NATIONAL BANK 
San Francisco, CA 94108

CEi 1310185.......QC35 5П Q'" Ш 05

Drawee MICR number Drawer's signature
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Writing a Check
The first thing to do, even before w riting  a check, is to record it 

in the check register o r on the stub. Too often people put this record
keeping off, only to find la te r on tha t they have forgotten the 
am ount o r o ther inform ation about the check. W rite the am oun t of 
the check in the paym ent colum n. Then w rite the num ber of the 
check. Next com es the date, and  then a description of w hom  and 
w hat the check w as for. The last step  is to  figure the new balance in 
the account.

Be sure to use a pen w hen w riting  a check. Checks w ritten  in 
pencil can be easily changed when lightly erased. Checks are  m ade 
of a special type of safety paper tha t clearly shows any  heavy e ra 
sure. A check will not be cashed if there is any apparen t erasure.

The very first step in com pleting the check itself is to w rite  in 
the curren t date. Don’t ever date a check ahead. A bank will not 
accept a  check tha t has been dated  afte r the day received, o r post
dated . N um ber the check, if the num ber is not a lready p rin ted  on it. 
Then w rite in the nam e of the party  w ho is to receive paym ent on 
the line tha t reads Pay to the order of.

Can you think o f  an occasion when you would want to 
date a check earlier than the date on which it is written?

There are tw o separate  places in w hich the am ount of the check 
is given. The place w here there is a $ sign on the right of the check 
will show the am ount of the check w ritten  in num bers. Place the 
first num ber of the am ount as close to the do llar sign as possible so 
tha t ano ther num ber cannot be slipped in. You will notice tha t it 
doesn 't take m uch room  to make $12 into $112! Also show a differ
ence between the am ount of dollars and  the am oun t of cents by 
placing the am ount of dollars right on the prin ted  line and  the 
am ount of cents above the line, w ith ano ther line draw n under it.

On the next line, which reads Dollars a t the right, pu t the 
am ount of the check in w ords and  figures. W rite ou t the am oun t in 
dollars, follow w ith  the w ord and, and put the cents as 95/100. 
Ninety-five cents is really 95/100 of a dollar, and  if you w rite  it tha t 
way there will be no confusion. It is im portan t to  use a figure for 
cents, even if there are none. Suppose the check w as for $12 exactly. 
Then the line w ould read “Twelve and  00/100.” The sam e applies to 
the line w ith the do llar sign. Now d raw  a wavy line from 95/100 over 
to  the w ord Dollars. This will prevent anyone from adding  to o r 
changing your check w ithout erasing.
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Having to w rite the am ount tw ice on the check safeguards 
against m istakes. If there is a slight difference between the am ount 
w ritten  in num bers and  that w ritten  in w ords, m ost institutions 
that cash checks will rely on the am ount w ritten  in w ords. If the 
difference in the am ounts is considerable, the check will not be 
cashed.

The next step  is to sign your nam e, being sure it is exactly the 
wav you signed it on your signature card . Finally, on som e checks 
there is a line to indicate the purpose o r reason for the check. It may 
have the word Memo p rin ted  a t the beginning of the line. Although 
it is not essential to fill this in, it is helpful as a rem inder of the 
reason for the check. ¥

Som etim es you may have to w rite a check for an  am ount less 
than a dollar. If you do, follow this procedure. On the line next to the 
do llar sign, w rite the am ount as a fraction and  then circle it. On the 
next line spell out the am ount in cents, and  precede it w ith  the word 
“only.” Cross out the word Dollars.

Be careful when writing a check for less than a dollar.

Paul Boudreau 0 1 0 6
121 B aysid e  Road ,.n7
San  F ra n c isc o , C A  94108-8521

1213
Date 1/4 ?  ^  7 ______19 —

Order of w f a jt t X * - '___________________________ $

f ir s t  n a t io n a l  b a n k
San Francisco, CA 94108

< : г Н Э 1 С Л В 5 ............Q 0 5  5 П  Ч " '  О Ш В

Stopping a Check
There are tim es w hen you will w ant your bank not to pay a 

check you have w ritten . A check m ay have been lost in the m ail or 
elsewhere. Perhaps you w rote and  sent a check for an  incorrect 
am ount. Maybe you w rote a  check for a purchase tha t d id n ’t turn
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out too well. If the item  w as dam aged o r d id n ’t work, you m ight 
w ant to stop paym ent on a cheek already sent.

You can do this through a stop-paym ent o rder, w hich is a 
request for a bank not to cash a p articu la r check. The first thing to 
do is to get in touch w ith the bank right aw ay. O therw ise, the check 
might have been processed and  it w ould be too late. If the check has 
not been paid, you will be asked to supply such inform ation as the 
date, check num ber, payee, and  am ount of the check. Then you will 
have to fill in a stop-paym ent o rder for the bank and  pay a  fee. I t’s 
probably w orth the fee for peace of m ind alone about the missing o r 
w rongly sent check. In any case, care should be used in the first 
place in w riting and  sending a check. •

A stop-payment order tells the bank not to pay a check you have written.

FIRST NATIONAL BANK
STOP PAYMENT ORDER

Date r ..
ACCOUNT NUMBER 9 о \ 5 " - & / 7  - f

ACCOUNT NAME ____
ADDRESS

Г А  9 + ( 0 S - 8 6 2 .1

PLEASE STOP PAYMENT ON THE CHECK DESCRIBED BELOW: 
Check No. № 7  Check Date ^ / / & /  Amount W У — ___
Payable to й Л б С

INFORMATION ON CHECK MUST BE ACCURATE
T H E  U N D E R S IG N E D  A G R E E S  T O  H O L D  F IR S T  N A T IO N A L  B A N K  (F N B ) H A R M L E S S  F O R  A L L  E X P E N S E S  A N D  C O S T S  IN C U R R E D  IN 
T H E  P R O C E S S  O F  R E F U S IN G  P A Y M E N T  O N  SA ID  IT E M . A N D  F U R T H E R  A G R E E S  N O T  T O  H O L D  F N B  L IA B L E  O N  A C C O U N T  O F  
P A Y M E N T  C O N T R A R Y  T O  T H IS  R E O U E S T  IF T H E  S A M E  O C C U R S  D U E  T O  C IR C U M S T A N C E S  B E Y O N D  F N B  S C O N T R O L . IN C L U D IN G  
P A Y M E N T  T O  A  H O L D E R  IN D U E  C O U R S E . A N D  P A Y M E N T  M A D E  W ITH IN  A  R E A S O N A B L E  T IM E  F O R  T H E  B A N K  T O  P R O C E S S  T H E  
R E O U E S T

Authorized Signature
Please notify the bank if above ch eck  is found or destroyed or if duplicate ch eck  is  issued.

Why do you think banks charge for a stop-payment order? 
What might happen if  they d idn ’t charge you, or charged 
very little?
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THE TRAVELS OF CHECK #105
Let’s go back to ou r original exam ple of the check w ritten  by 

Paul Boudreau to G oldsm ith’s Discount C enter for $12.95. Have you 
ever w ondered w hat happened to a check after it got to the party 
nam ed on it? In this exam ple, w hat happened to it after it went to 
G oldsm ith’s Discount Center? Well, it w as deposited in G oldsm ith’s 
account a t the Citizens N ational Bank. The Citizens N ational Bank 
in turn  m ust transfer it to the First N ational Bank in o rd er to get 
paid, because the First N ational Bank is the draw ee of the check.

This process of return ing  a check to  the draw ee and  m aking the 
ad justm ent in accounts is called clearing a check. If the batiks are in 
a large city, there is generally a central clearinghouse tha t handles 
all such check processing. At the clearinghouse, checks cashed or 
deposited in one bank but draw n on ano ther are  sorted and  distrib
uted. Citizens N ational Bank w ould send Paul’s check to the clear
inghouse for d istribu tion  to First N ational. If there are  only a few 
banks in a certain  location, a m essenger service o rd inarily  handles 
the exchange of checks. A m essenger takes those checks tha t have 
been cashed o r deposited in one institu tion  to the one on w hich they 
are  draw n.

The actual transfer of checks is only one p a rt of the clearing 
process. There is also a paym ent of money. G enerally m any checks 
are cashed o r deposited during a day in the bank. Suppose that 
Citizens N ational Bank processed $5,000 w orth of checks d raw n on 
First N ational on a particu la r day. The check w ritten  by Paul and 
cashed by the G oldsm ith’s Discount C enter could be one of them. 
First N ational also w ould have processed checks d raw n  on Citizens 
N ational during the sam e day. Im agine tha t First N ational proc
essed $6,000 w orth of checks draw n on Citizens N ational. Citizens 
N ational would then owe First N ational $1,000. The difference is 
paid by a check tha t Citizens N ational w ould w rite  on an  account it 
has w ith ano ther bank, o r w ith the Federal Reserve bank in the area. 
The money could also be transferred  from  these accounts by EFT.

THE FEDERAL RESERVE SYSTEM
The clearing of a check becom es m ore com plicated  w hen it is 

draw n on a bank in one part of the country  and  cashed thousands of 
m iles aw ay. In such a case, a Federal Reserve bank m ay be used in
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Checks drawn on and deposited or cashed at the same bank are usually cleared 
faster than those from different banks.

the clearing process. You’ve already heard  abou t the activities of the 
Federal Reserve System  w ith regard  to controlling the flow and 
am ount of money. Now le t’s look a t som e of its o th e r functions, in 
addition  to tha t of acting as a clearinghouse.

The Federal Reserve System  w as created  by an act of Congress 
in 1913. It has two m ajor responsibilities. One is to help control 
banks, and  the o ther is to control and  m anage the flow of money. In 
addition, it helps banks carry  out the ir operations in a m ore effi
cient m anner. In a w ay, it is the banker’s bank and  also the federal 
governm ent’s bank.

The Federal Reserve System  is run bv a governing board, 
whose chairperson and  m em bers are appoin ted  by the President. 
The System  is divided into twelve districts, w ith  a Federal Reserve 
bank in each. All national banks m ust belong to the Federal Reserve
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System . Many state  banks are also m em bers. The Federal Reserve 
banks offer services to m em ber banks tha t are very s im ilar to the 
services com m ercial banks offer the ir custom ers. For instance, they 
accept deposits from m em ber banks and  also m ake loans to them. 
These services are  not available for use by private individuals or 
organizations. And, as we have said, they also provide a clearing
house service.

Let’s look a t an exam ple of how checks are  cleared through the 
Federal Reserve System . Im agine tha t Paul, w ho lives in San Fran
cisco, w rites a check for $ 15 to a friend of his, Carolyn G raham , who 
moved to Dallas. Carolyn cashes the check a t the M erchants State 
Bank of Dallas. The check goes to the Federal Reserve Bank of 
Dallas. It is then transferred to the Federal Reserve Bank of San 
Francisco because Paul’s bank, First N ational, is located in the San 
Francisco Federal Reserve District. From there it goes to the First 
N ational, w here $15 is deducted from Paul's account. Finally, the 
canceled check is re tu rned  to Paul. This canceled check is proof 
that Carolyn received and  cashed his check. Although this check 
travels farther than  Check #105 did, the process is identical. In this 
case the Federal Reserve System  operated  as a clearinghouse.
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Paul sends the check 
to his friend Carolyn 
Graham of Dallas

Carolyn cashes the 
check at her bank. 
The Merchants State, 
Bank of Dallas. A

Merchants State Bank

The First National Bank 
deducts $15 from Paul 
Boudreau s account

The Merchants 
State Bank sends 
the check to the 
Federal Reserve 
Bank of Dallas

Federal 
Reserve 
of Dallas

:ederal Reserve
of San Francisco

The Federal Reserve 
of Dallas sends the 
check to Th e  Federal 
Reserve of San Francisco

The Federal Reserve 
of San Francisco sends 
the check to The First 
National Bank

The route a check takes, from the time it is written until it is returned.

KEEPING A BALANCED ACCOUNT
After a check has been cleared and  any transfers from one 

account to ano ther have been com pleted, the check is returned . 
Eventually it goes back to the party  w ho w rote it in the first place, 
as a canceled check. Canceled checks indicate tha t paym ent was
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m ade by the bank, and  tha t the am ount of each check w as deducted 
from the account balance of the depositor. A canceled check cannot 
be used again to m ake paym ents. Your canceled checks should be 
kept in a safe place. They are  im portan t for show ing proof of pay
m ent for a variety of purposes.

What particular times can you think o f  when canceled 
checks might be especially useful?

The Bank Statement
Usually once a m onth all canceled checks th a t have gone 

through the clearinghouse process a re  sent to the “depositor, 
together w ith a bank statem ent. A bank statem ent shows additions 
to and  sub tractions from an account during  a specific period, 
according to the b an k ’s records. A lthough bank sta tem en ts may 
vary in the period covered and  the kind of account used, all of them 
provide m ost of the following kinds of inform ation:

•  Nam e and address of depositor
•  Account num ber
•  Period covered by sta tem en t
•  Balance a t beginning and  end of sta tem en t period
•  A listing of all checks deducted from  the account, together 

w ith the total am ount of all deductions
•  A listing of all d e p o s i t s ,  together w ith  the to tal am ount of 

such deposits
•  The dates on w hich all deposits and  w ithdraw als were 

m ade
•  Amount of service charges
•  O ther charges, corrections, and  m iscellaneous notes

Som e financial institu tions do not re tu rn  the canceled checks. 
In these cases, the sta tem en t includes not only the am oun t for each 
check but also the nam e of the p arty  to w hom  the check w as w rit
ten. The sta tem en t then legally serves the sam e purpose as the 
canceled checks and  can be used to show tha t m oney has been paid 
to the various parties.

Don't forget tha t the bank sta tem en t shows the balance of your 
account according to  the bank's records. It is im portan t tha t you do 
some figuring to determ ine w hether the bank ’s records agree with 
yours. You’ll need your check register o r  stubs to help you in this 
process. Banks and  m achines are  not alw ays right!



S T A T E M E N T

Paul Boudreau
121 Bayside Road
San Francisco, CA 94108-8521

ACCOUNT NUM BER 905-517-9

DATE O F STATEM ENT 3 /31 / —

PREVIOUS
BALANCE

C H EC KS 
AND CH A RG ES

NO. OF 
D EPO SITS

NO. OF 
C H EC KS

D EPO SITS  
AND C R ED ITS

BALAN CE 
AT TH IS DATE

45.50 55.30 120.00 110.20
C H EC KS AND O THER CH A RG ES D EPO SITS  AND 

O THER C R ED ITS DATE BA LA N CE

100.00

20.00 

11.55 

21.75 

2.00 S

20.00

3/2 145.50

3/10 125.50

3/24 113.95

3/25 112.20

3/31 110.20

PLEASE EXAMINE YOUR STATEMENT AT ONCE. IF NO ERROR IS REPORTED IN 10 DAYS THE ACCOUNT WILL 
BE CONSIDERED CORRECT AND VOUCHERS GENUINE. ALL ITEMS ARE CREDITED SU BJECT TO FINAL PAYMENT.

С = Certified Check T = Ticket Debit or Credit S = Service Charge L = List CR = Overdraft R = Returned Check

Paul Boudreau's monthly bank statement. 427
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The Bank Reconciliation
The process of seeing w hether your records agree w ith the 

bank ’s is called a bank reconciliation. To reconcile is to  bring into 
agreem ent — or balance. G enerally a form on the back of the bank 
statem ent can be used to reconcile the account.

Paul B oudreau’s check register shows a balance of $132.20. On 
the o ther hand, the bank statem ent shows a balance of $110.20. To 
determ ine the reason for the difference, le t’s do a step-bv-step bank 
reconciliation for Paul’s account.

1. Place a check m ark in the check register for each of the 
checks and  deposits that have been processed, o r listed, b<y the bank. 
You’ll get this inform ation either from the bank sta tem en t itself or 
from the canceled checks and deposit slips enclosed w ith  the state
m ent. Two deposits for $100 and  $20 w ere noted by the bank. 
Checks for $20, $11.55, and $21.75 were also processed.

2. Use the form on the back of the bank sta tem en t to continue 
the process. The first step  is to list the period-ending balance shown 
on the front of the statem ent, $110.20.

3. Next, list the checks that have been w ritten  but have not yet 
reached the bank for paym ent. These are  called ou tstand ing  checks. 
There is only one ou tstand ing  check, #104 for $5. The total of out
standing checks should be sub tracted  from the balance shown on 
the statem ent.

4. The next step is to en ter any deposits that w ere m ade after 
the end of the s tatem ent period. In this case Paul m ade a deposit of 
$25 on April 7 that w as not recorded on the sta tem en t. This deposit 
am ount should be added to the balance.

5. Now com pare the balance on the back of the reconciliation 
form w ith the balance in the check register. There is still a difference 
of $2 between the balance in Paul’s check register and  tha t figured 
out on the statem ent. Why the difference? There is a $2 service 
charge, which the bank deducted but Paul did not. He should 
deduct the $2 fee in his check register. Now the " tru e ” balance in the 
account is $130.20. Paul’s figures are now reconciled, o r in agree
m ent, w ith the bank statem ent. His check register has been cor
rected and the bank reconciliation com pleted.

Som etim es the bank reconciliation is not tha t easy. Even after 
the steps given here have been followed, there can still be a differ
ence between your records and  those of the bank. If your balance 
still differs from the bank ’s balance, then follow the steps listed on 
pages 430 and 431.



NOTE: IF YOUR ADDRESS HAS CHANGED PLEASE FILL OUT THE NEW ADDRESS BELOW AND RETURN

NAME

AND

ADDRESS

CITY
CUT HERE — ►  —  •

STATE ZIP CODE
■ CUT HERE

LIST СНЕС 
BUT NOT YE
CHECK NO

3KS WRITTEN 
T PAID BY BANK

AMOUNT

m v 00

5 00

FIRST NATIONAL BANK 

Thank You

TO RECONCILE BALANCE AS SHOWN ON STATEMENT

ENTER BALANCE SHOWN ON STATEMENT
n o Z O

LESS : OUTSTANDING CH ECKS 5 - 0 0

TOTAL / O f z o

PLUS: LATE DEPOSITS Z 5 - 0 0
ADJUSTED BANK BALANCE / 3 0 1 0

ENTER CHECKBOOK BALANCE / 3 z 2 0
LESS : SERVICE CHARGES AND/OR 

OTHER MISC. CHARGES z 0 0

REVISED CHECKBOOK BALANCE / 3 0 Z O

TOTAL C H EC KS . 
OUTSTANDING

' THESE SHOULD AGREE

Paul's bank reconciliation. 429
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•  Check your checking account records to  see w hether you 
w rote the correct am ount for each check and  deposit.

•  Check all additions and  sub tractions you have m ade. You'll 
find tha t m any m istakes are  in your ow n arithm etic .

•  Check to see w hether you carried  the correct balance forward 
from one check stub to another, o r for each new page of the 
check register.

•  Recheck to see that you have correctly  identified all of the 
outstand ing  checks and  deposits tha t have not been proc
essed by the bank.

i9
Paul Boudreau's check register.

RECORD ALL CHARGES OR CREDITS THAT AFFECT YOUR ACCOUNT

Number □ate Description of Transaction Payment/Debit
<-) Т

Fee 
(If Any)

(-)
Deposit/Credit BALANCE

s J*7 4 6
/фО Л /aS //

Cl4a£6 &пф*лаЛ+*-СА— ШШ S’O
у /оо oo /o o O o

■ 1
to / -1 О о о Л О о о

H &  О
/ 6 2 - ■У/лл «?/ 7 ^ V' Л- /mm / 0 3 76Г
• ОЭ #/ii | —---- // & С> - S S

i H i H ЧА- Я. о
f / z s ✓ A 0 00 A .o О О

1 \ /  /  JL л о

/o*t- * / / 7 f *  1 ^ < i i  /  — С У о  о 5 о о
/ 0 7 А О

4/7 J - 5 o o A S 0-0
/  з  Л- А. О
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Accurate checkbook records make reconciling at the end of the month a lot easier.

•  Check the bank’s additions and  subtractions. Are all the can 
celed checks and  deposits listed on the bank sta tem en t?  If 
you find a m istake in the bank figures, report it im m ediately.

The process of doing a bank reconciliation is not difficult, if you 
do one thing a t a tim e. You are really com paring your records w ith 
those of the bank in o rder to com e up w ith the sam e balance. 
R em em ber tha t som etim es you can look a t an  e rro r w ithout seeing
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it. If you absolutely and  positively cannot reconcile your balance 
w ith  the bank ’s, contact the bank.

SUMMARY
Since we do so m uch of our personal business w ith  checks, it is 

a good idea to learn how to use them  properly. U nderstanding how 
a check works can help you use this tool effectively. O ur business 
and  econom ic system  has a way of processing checks and  regulating 
the operations and  services of banks and  o ther financial institu
tions. Keeping your checkbook account in balance w ith  the bank’s 
records is one of the responsibilities of using a checking account 
skillfully.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 11. Then 
write the term that best matches each numbered delinition.

American Banking Association 
(ABA) number 

bank reconciliation 
bank statement 
canceled check 
clearinghouse 
drawee

drawer
Magnetic Ink Character

Recognition (MICR) number 
outstanding check 
payee
stop-payment order

1. A place where checks that have been cashed or deposited in 
one bank but drawn on another are sorted and distributed.

2. A check that has been through the clearing process and is 
returned to the drawer with the bank statement.

3. A request made by the drawer of a check for the bank not to 
cash a particular check.

4. A form from the bank that shows all additions to and subtrac
tions from an account during a particular period of time.

5. The financial institution that has the drawer’s account.
6. The process of bringing your account records into agreement 

with the bank statement.
7. The party on whose account a check is written.
8. The electronic coding number printed at the bottom of a 

check.
9. The party who gets the money and to whom a check is written.
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10. The bank’s identification number, usually located in the upper 
right-hand comer of a check.

11. A check that has been written but has not yet been paid by the 
bank on which it is written.

BUILDING
READING
COMPREHENSION

1. When would a person make a check payable to cash?
2. Why is it a good idea to write a check payable to cash only 

after you get to your bank?
3. Why should you use a pen for writing checks?
4. Why should you write the figure amount of a check as close as 

possible to the printed dollar sign?
5. If there is a slight difference between the amount written in 

numbers and the amount written in words, which amount will 
the bank use when cashing the check?

6. How do you write a check for less than a dollar?
7. What should you do if you think a check of yours has been lost 

or stolen?
8. What are the two major responsibilities of the Federal Reserve 

System?
9. Why should canceled checks be kept in a safe place?

10. What are you doing when you reconcile your account?

BUILDING
BUSINESS
CONCEPTS

1. List and define the three persons, or parties, to a check.
2. What is the purpose of the memo line on a check?
3. How are checks usually cleared between banks in an area 

where there are only a few banks?
4. Who runs the Federal Reserve System? How are these people 

chosen?
5. What services does the Federal Reserve offer its member 

banks?
6. What items are usually listed on a bank statement?
7. What are the four steps you should follow in doing a bank 

reconciliation?
8. What can you do if your check register balance and the bank 

statement balance do not agree after you have reconciled the 
statement?

9. What can a depositor do to prove that he or she has paid a bill 
if the financial institution does not return the canceled checks?

10. What is the difference between an outstanding check and a 
canceled check?
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BUILDING
BUSINESS
EXPERIENCE

1. Why is there a fee for a stop-payment order on a check?
2. You have received a refund for a record you ordered through 

the mail from a store in New York City. You endorsed and 
deposited the check in your account. Trace the check through 
the clearing process. Use diagrams to illustrate.

3. To reconcile a bank statement is to bring your check register 
and the bank statement into agreement. Why is this neces
sary?

4. You accepted a check as payment for work you did for some
one. You deposited the check in your account. Now when you 
receive your bank statement you find that the check has been 
returned to your bank because the drawer’s account has insuf
ficient funds to cover the check. The bank has subtracted the 
check from your account. What can you do to recover your 
money? Is it possible that you may never recover your 
money?

5. Banks will not accept a check that has been postdated, or 
dated for a future date. Why do you think banks have this 
policy?

BUILDING
MATH
SKILLS

1. Today is the 30th of the month. You are writing checks for 
your monthly bills. Your checkbook balance is $483.62. You 
will write the following checks:

Check Amount New Balance
#270 $26.78 ■>
#271 15.85 ?
#272 49.50 ?
#273 88.88 p
#274 5.59 ■>

a. What is your checkbook balance after you write each 
check?

b. You deposited $180 today. What is your balance after this 
deposit?

Your bank statement came today, showing a balance of 
$663.02. The balance in your checkbook is $324.43. The follow
ing checks and deposits have been made but are not included 
on the bank statement. Checks: #168 — $10.98; #  170 — 
$25.17; #173 — $95.18; #178 — $159.26; #180 — $210.00. 
Deposit: $160.00. The bank statement shows a $2.00 service 
charge. Reconcile the bank statement.



A New Image for Checks
When you receive your monthly bank 

statement, most of you also receive the 
canceled checks that you have written 
during the month. The high costs of 
sending out canceled checks with 
monthly bank statements have prompted 
banks to attempt cost-cutting solutions. 
One way to cut costs is to avoid the 
actual movement of thousands of checks 
between banks.

According to the system used by 
most banks, a check is deposited in the 
receiver's bank. Then, after that person's, 
or company's, account has been credited, 
the check is forwarded to the 
clearinghouse and eventually is returned 
to the bank of the drawee.

Many banks believe that the 
information on checks can be moved 
more quickly than the actual piece of 
paper. The process of moving only the 
information on a check is called check 
truncation. With this method, the bank 
of first deposit keeps the check, transmits 
the data from the check over the 
automated clearinghouse network, 
microfilms the check, and then destroys 
the actual check after 90 days. With the 
customer's monthly statement, the bank 
sends a printout of the information 
taken from the check, rather than the 
actual check.

435

Another form of cost cutting is check 
imaging. With check imaging, an actual 
picture of both sides of the check is 
taken and stored on microfilm. Copies of 
the checks are sent each month with the 
bank statement.

It seems likely that some changes will 
be introduced to curtail the costs of 
processing checks. Check truncation or 
check imaging are possible solutions. 
However, the process of destroying 
checks is one that customers may not 
accept easily. The future of either option 
is uncertain and depends on research 
into possible savings and on customer 
opinion.
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CHAPTER 29

Other Forms 
of Payment

• You want to buy a used car, and you have enough money for it. The 
only problem is that the car dealer won't accept a personal check. 
What can you do?

• You've probably heard about people who believe in "cash on the 
line." They pay cash everywhere they go and for every purchase they 
make. But how do those people buy items through the mail?

• Suppose you're away on vacation and run out of money. No one will 
cash your check. How can you get money from home?
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Do you know w hat these term s m ean?

money order 
trave ler’s checks 
certified check 
cash ier’s check

bank draft
Electronic Funds T ransfer 
au tom atic  te ller m achine 
debit card

»

You’ll learn all about these term s in this chapter.

Personal checking accounts a re n ’t necessarily the answ er to all 
situations tha t require money paym ents. Som etim es personal 
checks m ay not be accepted. The person o r business to be paid  m ay 
lack faith tha t there is sufficient money in the account to cover the 
check. O r the individual trying to cash the check m ay not Be known. 
So when m aking a large purchase o r traveling far from hom e, peo
ple often m ust use a different m eans of paym ent.

Furtherm ore, not all people have checking accounts. Yet there 
are still occasions when it is e ither im practical o r unsafe for them  to 
use cash. T here’s certainly little  safety involved in carrying around  a 
lot of currency. And even sending a sm all am ount of cash through 
the m ails is risky. T here’s no record of it. If i t ’s lost, i t ’s lost.

Finally, em ergencies m ay occur for w hich people need money 
im m ediately. Sending a personal check through the m ails m ay take 
several days. And when it does reach the person for w hom  i t ’s in
tended, the re’s no guarantee tha t he o r she will be able to cash it.

When neither cash nor personal checks are su itab le  for m aking 
money paym ents, people have to find o ther ways. Usually they turn  
to  money orders, trave ler’s checks, certified checks} cash ie r’s 
checks, o r bank drafts. These m ethods have advantages over per
sonal checks. One of these advantages is the time needed to pay the 
am ount. W ith a checking account, the am ount to be paid  is not 
deducted from the account until the check is actually  received by 
the bank on which it is d raw n. As you have discovered, clearing a 
check m ay take several days. W ith o ther kinds of paym ent, the 
money is paid o r deducted from an account alm ost im m ediately. A 
second advantage is tha t these o th e r kinds of paym ents are m ade or 
backed by a well-recognized financial institu tion . Obviously the 
average individual w riting  a personal check cannot be regarded in 
the sam e w ay as a national o r in ternational financial institu tion .

PAYING BY OTHER MEANS
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Money Order
A money order is a form of paym ent, like a check, tha t can be 

purchased. It orders the paym ent of money to a party  from the 
funds of the organization tha t issues the money order. Money orders 
can be bought for the am ount of the order, plus a service fee. Gen
erally money orders are  used to transfer relatively sm all am ounts of 
money. They are  very safe to use, since they are payable only to the 
party  nam ed on the order. If they are  lost, they can easily be 
replaced. And they can be purchased in a num ber of places.

When a person buys a m oney order, the institu tion  tha t issues it 
w rites o r im prin ts the am ount on the o rder. The purchaser gener
ally has to  w rite in the date, the party  to w hom  the o rder is payable, 
his o r her own nam e and  address, and  the purpose of the payment. 
The purchaser is given a  receipt for the m oney order.

The party  to whom  the m oney o rder is payable can  cash the 
money order by endorsing it, ju st as for a check. W hen a money

When you buy a money order, you are always given a receipt.
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order is cashed, the am ount is paid  by the organization th a t issued 
it. That organization gets the money o rder back afte r it has been 
paid.

If a money o rder is lost, the purchaser has to show the receipt to 
the organization tha t issued it. If the o rder h asn ’t been cashed, a 
new money o rder is issued. Money orders are  often used by people 
w ho don’t have checking accounts. When m aking paym ents by 
m ail, they wisely use a money o rder instead of cash.

Often people who do have checking accounts use m oney orders 
to  purchase goods through the m ail, even if sellers accept personal 
checks. The reason for this is tha t the o rder will be processed m ore 
quickly. G enerally a seller first w aits for a personal check to clear 
before filling an order. This clearing m ay take several days. W ith a 
money order, steps to fill the purchase can be s ta rted  im m ediately . 
There is little risk of insufficient funds, since the organization that 
issued the money o rder has a well-known repu ta tion .

The decision about w hat kind of m oney o rder to use depends on 
the selection in your com m unity. If all kinds are available, and  you 
purchase money orders frequently, it m ay pay to shop around. Serv
ice fees do vary, so you will w ant to com pare them .

Postal Money Order. Postal m oney orders obviously can be 
purchased a t a post office. They have a lim it of $700. If the am oun t 
to  be paid  is over $700, m ore than  one o rder m ay be purchased. The 
service charge for a postal m oney o rder depends on the am oun t for 
w hich the o rder is w ritten , but it is qu ite  sm all.

A postal money order.

UNITED STATES OF ЙМЕМСЯ POSTAL MONEY ORDER W

гЬ77Э?ЗЧ50Ч А10Ч0Ч 0 2 1 5 2 1  * * 2 * ? S

1:000000 го и : ?ь ? ? з ? з 450 •«"*
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AMERICAN EXFBSSS MONEY ORDER

I 29-306,007,617 

$*5.95»

i , _ U - ^ 4 ' : ^ SP6C,m e n - № tvaud

{/ P A Y A B lK  TNWU ri»»*T N ATIO N A L BANK 
OtNVCM , CO LO K AO O
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An American Express money order.

Express Money Order. Express money orders can be pur
chased in m any places, including travel offices, departm ent stores, 
and  grocery stores. One of the m ost com m on express money orders 
is issued bv the American Express Com pany. The maximum 
am ount for an American Express money o rder is $1,000. Again, 
m ore than one m ay be purchased if the total am oun t to be paid is 
over $1,000. The service fees are  s im ilar to those charged for postal 
money orders.

Bank Money Order. Com m ercial and  m utual savings banks, 
savings and loan associations, and  o ther banking institutions sup
ply money orders also. In some areas the service charges for bank 
money orders are less than  for postal and  express m oney orders. In 
som e instances no service fee is charged if one is using o ther services 
of the bank. The m axim um  am ount for a bank money order varies 
from one institu tion  to another.

Telegraphic Money Order. W hen money has to be transferred 
quickly to ano ther location, the telegraphic money o rder may be the 
best bet. Travelers who run  out of funds and cannot easily get more 
money frequently use this kind of money order. It is also used to pay 
for item s purchased from a d istan t seller so tha t the ordered goods 
can be sent im m ediately. W aiting for the m ail to deliver a payment 
m ay take too long in som e cases. On the o ther hand, sending a tele
graphic money o rder takes a m a tte r of m inutes.

How does a telegraphic m oney o rder work? Think of a situation 
in which you’re traveling and  run out of money. Suppose you’re in 
London and you need about $1,000. You contact som eone back in 
the United S tates either by telegraph o r by telephone. The person
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can have a telegraphic money o rder sent to you in London by p u r
chasing the o rder a t a telegraph office for $1,000, plus a service fee. 
You then pick up the money at the telegraph office in London.

In placing a long-distance telegraphic money order, an  in terest
ing technique is used to establish identity. The sender m ay be asked 
to provide a question tha t you have to answ er correctly  before the 
money will be given to  you. For instance, you m ight have to give 
your m other’s m aiden nam e. You’d have to answ er the question 
correctly before receiving the money from the London telegraph 
office. This safeguard assures tha t the correct p arty  receives the 
money. C om pared w ith others, the telegraphic money o rder is gen
erally m ore expensive. However, it can be very helpful if you w ant 
to transfer money quickly.

Have you ever had to use a mottey order? I f  so, w hat 
kind? D id you find it safe and convenient?

luestern  union
T e le g ra p h ic  M oney O rd e r

МОП I 1 I I 91 464 48 --
--- у w> a n

PAY AMOUNT . / 1 oo d o u j u b  {_

TO TKxLtul. fitju th
таЗКюм» ИЗ ! ' У —■Гш

AM’

E ТА ,

TOTAL

« P O R T  PAYMENT r— f  TES T _ 
_ B Y  MAH.ORAM YES Q d  QUESTION 4JTtA  . 4___

__ ац-ймл... «таи л /л л
■ Д у Л Ц ------------------« Ж  да («ГУ Ж е

DELIVER THE FOLLOWNG MESSAGE WITH THE MONEY .

Mr m u m * * " *  my r f fc toutuc» ptww — m  w N y
it b*lwv*« to t>* №• abov* named pay** peraonal 

ncaiion being « '  -----------------------  ---------------------------

M i i l  a  .*• ?s,

«•04 iU b U U b if ББ

A telegraphic money order.

Traveler’s Checks
One form of paym ent tha t is alm ost alw ays bought by people 

before a trip  o r vacation is trave ler’s checks. W hen traveling, it is 
not wise to carry  a large am ount of cash because of risk of theft o r 
loss. In addition , personal checks m ay not be accepted even outside
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one’s city o r state, to say nothing of foreign countries. T raveler’s 
checks have the feature of m aking money available on the spot.

American Express, Bank of America, First N ational City Bank, 
Thom as Cook, VISA, B arclay’s Bank, and  the First N ational Bank of 
Chicago are som e of the com panies tha t provide trave ler’s checks 
for banks and  o ther organizations to sell. T raveler’s checks can be 
purchased at financial institu tions, telegraph com panies, travel 
agencies, airports, and  even from au tom atic  dispensers. They gen
erally com e in denom inations of $10, $20, $50, $100, $500, and 
$ 1,000.

C D 6 9 1 0 1 1 1 0

TtyttosCteque
totlieOnderof

>THtR COUNTRIES

An American Express traveler's check.

To dem onstrate  how trave ler’s checks work, im agine tha t How
ard  w ants $500 w orth of checks. He m ay purchase them  at a local 
bank o r p rivate business. In e ither case, there is usually  a service 
charge of about 1 percent. W ith such a service charge, H ow ard pays 
$505 for his $500 w orth of trave ler’s checks, e ither in cash o r by 
credit card . He receives the checks and  a record sheet for them . He 
m ust sign each of the checks w hen he purchases them . Each check 
has a ra th e r long identification num ber. H ow ard’s trave ler’s checks 
are num bered CD69-101-110, CD69-101-111, and  so on. The sepa
rate  record tells him  the num bers of the checks, should they be lost 
o r stolen. He should also be sure to carry  the record separately  from 
the checks, since it lists the num bers of the checks tha t w ere issued 
to him .
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When cashing one of the checks, H ow ard will first have to fill in 
the date  and to w hom  it is payable. He will again sign the check. 
Then the individual cashing the check should com pare the tw o sig
natures to see w hether they are sim ilar. If they are  not sim ilar, the 
check will not be accepted, since the person cashing the check is not 
the rightful ow ner. After cashing the check, H ow ard should note its 
num ber on the record form.

If the checks are  lost o r stolen, the issuer of the checks should be 
notified. If, for instance, they are Am erican Express traveler's 
checks, let American Express know im m ediately. Report the n u m 
bers of the checks tha t have not been cashed. These will then be 
replaced by the issuing com pany, American Express. The identifi
cation num bers are  very im portan t in this case.

Special Bank Checks
Com m ercial banks in particu la r offer several o ther form s of 

paym ent tha t are often m ore acceptable than  the typical personal 
check. Since they function a great deal like checks, how ever, they 
can be regarded as special checks. People use them  for specific p u r
chases for which personal checks are  not suitable.

A personal check tha t a bank stam ps w ith  a guaran tee tha t 
there is enough money in the account to cover it is called a 
check. W hen a bank certifies a check, it deducts the am oun t of the 
check from the depositor's account a t the tim e the check is certified.

A certified check.
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In this way the person o r business to w hom  you are  w riting the 
check is assured that enough money is actually  set aside. Usually a 
certified check is a good idea w hen a large sum  of money is being 
transferred. For instance, if you w ere to move and  hired a profes
sional m over to take your furn iture to your new hom e, the company 
probably w ould require you to pay w ith a certified check.

A cash ier’s check and  a bank draft are  very sim ilar in that they 
are both checks w ritten  on the b an k ’s own accounts. A cashier’s 
check is a bank check paid  from an account tha t is held right in the 
bank. A bank d ra ft, however, is a bank check draw n from an 
account in ano ther com m ercial bank o r a t the Federal Reserve Bank 
in the d istrict. Both the cash ie r’s check and  the bank draft are made 
payable to  the party  indicated by the purchaser of the check. Both 
are considered to be qu ite  safe, since m ost banks have a good rep
u ta tion . They are  often used, like a certified check, w hen large sums 
of money are  transferred  and  a personal check will not be accepted. 
They can be purchased from a bank in the am oun t desired. In some 
cases, the bank charges a  service fee.

Vjj I • Second National Bank 00-4321 [jf
Щ \ d  I BOSTON, MA 02106 8765 W

August 25 —

Sunny Villa Caterers
,|) ORDER O F ______________ t________________________________________________________________ [Г

2 4 2 dolsS O ctsW w

Я  ^AUTHORIZED SIGNATUREf*, 1 \
I  r  . . v  v  v  v  v  ¥  v  . .  v  т  v  v  T \ -  v  «  »

A cashier's check.

Many banks also have the m eans w hereby they can transfer 
money quickly to ano ther bank o r even a foreign country. This 
transfer is s im ilar to a telegraphic m oney order, except tha t banks 
are involved ra th e r than  telegraph offices. Som e cred it card  com
panies, such as American Express, also have the capacity  to  transfer 
money quite quickly from one office to ano ther in a d is tan t place.
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LET THE COMPUTER PAY IT
Probably the fastest and  most efficient way of transferring 

money is by Electronic Funds T ransfer (EFT). This is an  electronic, 
m achine-operated, and  com puter-run program . E lectronic Funds 
Transfer can do the sam e job as checks o r drafts.

There is really som e flexibility in the w ay EFT operates. One 
way is w ith a com puter term inal that operates like a bank teller — 
except that it is a m achine. You probably  have seen such an au to 
m atic te ller m achine (ATM) in banks, m alls, o r grocery stores. 
Custom ers can make deposits o r w ithdraw als tw enty-four hours a 
day. They can also transfer funds from one account to ano ther 
account in the sam e bank, such as from a savings account to a 
checking account. They can even give you the balance in an account. 
Suppose you w ant to w ithdraw  $50 from your account. All you do  is 
insert a special plastic card , like a cred it card , into the au tom atic  
teller. Then you en ter your personal identification number (P.I.N.) 
into the m achine and  indicate that you w ant to w ithdraw  $50. The 
com puter determ ines w hether you have enough in your account 
and, if you do, deducts the $50 from your account and  pays you.

A nother w ay in which the Electronic Funds Transfer is used is 
for payrolls. Instead of w riting  payroll checks, an  increasing n u m 
ber of firm s provide certain  banks w ith com puter tapes showing the 
wages tha t should be added to  the em ployees’ accounts. The tapes 
are  put through each b an k ’s com puter, and  the balances in the 
em ployees’ accounts are  increased. The em ployee receives a  record 
of the am ount of wages sent to the bank and  the am ounts w ithheld  
for taxes and  o ther purposes. The Social Security A dm inistration, 
for exam ple, uses EFT for m aking m any paym ents. Social security  
checks can be stolen, but transferring funds bv com puter prevents 
such losses.

A th ird  way in which EFT is used is a t the point of sale. Suppose 
you w ant to buy som e clothes from a departm en t store tha t has 
installed the system . Instead of charging your purchase, paying cash 
for it, o r w riting  a check, you could use EFT. Ju st give the salesclerk 
your special plastic card , a debit card . If the store is linked directly  
to  the com puter a t the bank w here you have your account, the 
am ount of your purchase can be deducted from your checking 
account im m ediately and  added electronically to the departm en t 
s to re’s account. You are given a receipt showing the transfer. The 
transfer also appears on your bank statem ent.

M any businesses like this system  because they get im m ediate
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With 24-hour teller machines, you can do your banking at any time.

transfer of money from a custom er’s account to the ir ow n accounts. 
W ith a personal check, on the o ther hand, a business doesn’t know 
w hether i t ’s going to be paid  until the check clears. C learing a check 
m ay take several days. W ith the debit card , the com puter will indi
cate w hether there’s enough money in the account to cover a 
purchase. Businesses consider use of EFT as a m ore secure method 
of transferring paym ents than the typical check.

EFT is also found in the home. In som e areas, individuals use 
the ir hom e com puters to do m uch of the ir banking. Their home 
com puters are hooked up by telephone to the ir banks’ com puters so 
tha t they can pay bills, transfer money from one account to another, 
and  even check on the balances in the ir accounts. The hom e com
puter, however, cannot be used to cash a check for currency.

Transferring money electronically is a  grow ing trend. Each day 
m ore and  m ore financial institu tions, businesses, and  individuals 
a re  linked together by com puter. Som e people believe tha t we will 
eventually becom e a checkless society. O thers believe that Elec
tronic Funds Transfer will becom e a m ajor w ay of transferring 
money but will not cut out paper checks com pletely.
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One big advantage of EFT is tha t it is less expensive in the long 
run  than moving money w ith paper. The new equipm ent is quite 
costly, but the cost is offset by the considerable savings in labor 
costs.

Are there any banks or other businesses in your local area 
that offer electronic funds transfer? I f  so, which ones?

SUMMARY
As you have discovered, there is m ore than  one answ er to the 

question, "W hy not a check?” First of all, personal checks are not as 
safe as som e o ther m eans of transferring  money. They are  not as 
quick as sending money by telegraph. They are  not as reliable as a 
certified check. And they take a  lot m ore tim e and paper than  a 
com puter. There are a num ber of substitu tes for cash and  for per
sonal checks. Som e of them  are m ore convenient o r safe. There are 
o ther reasons w hy the personal check m ay not be the best option in 
a particu la r situation. But any and  all ways of transferring money 
are designed for ju st one purpose — to m ake your business and  eco
nom ic activities easier, safer, and  faster.

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 8. Then 
write the term that best matches each numbered definition.

automatic teller machine debit card
bank draft Electronic Funds Transfer
cashier’s check money order
certified check traveler’s check

1. A bank check that is drawn by a bank employee on an account 
held within the bank.

2. A form of payment usually bought by people before going on a 
trip.

3. A bank check drawn by the bank on an account in another 
commercial bank or at the Federal Reserve Bank in the dis
trict.

4. A personal check that has been guaranteed by the bank to have 
enough money in the account to cover the check.

5. A form of payment like a check that can be purchased to order 
the payment of money to a party from the funds of the organ
ization that issued it.

BUILDING
WORD
POWER
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BUILDING
READING
COMPREHENSION

BUILDING 
BUSINESS 
CONCEPTS _______

6. An electronic, machine-operated, and computer-run program 
for transferring money from one person to another.

7. A card used to pay for a purchase electronically.
8. A computer terminal that allows people to make deposits or 

withdrawals 24 hours a day.

1. Give two common reasons that a personal check may not be 
accepted by a business.

2. How is a money order different from a personal check?
3. What is a postal money order? What is the maximum amount 

for which one can be purchased? л
4. What is an express money order?
5. When might you need to use a telegraphic money order?
6. What is the purpose of keeping a record of traveler’s checks 

purchased?
7. When might a person need a certified check?
8. What is the difference between a certified check and a 

cashier’s check?
9. Name three procedures you can complete at an automatic tel

ler machine.
10. Explain how some businesses use Electronic Funds Transfer to 

pay their employees.

1. List three reasons why a person may want some form other 
than a personal check for transferring money.

2. Give two reasons why money orders are a safe form of trans
ferring money.

3. Why would a person who has a checking account choose to 
send a money order rather than a personal check when order
ing goods through the mail?

4. What is the difference between an express money order and a 
bank money order?

5. Name three institutions that provide traveler’s checks.
6. Explain the procedure for buying and using traveler's checks. 

Why is the procedure set up in this way?
7. Why should a person using traveler’s checks be sure to carry 

the checks and the record listing the checks' identification 
numbers in separate places?

8. List four ways EFT is used.
9. What is the advantage of using an ATM over banking by a 

home computer?
10. Why do businesses seem to like the debit card more than con

sumers do?
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BUILDING
BUSINESS
EXPERIENCE

1. Some people believe that with EFT our society will become a 
cashless, checkless society. Do you agree or disagree? Why?

2. You are buying your lirst car, a used car priced at $4,100. You 
have money in your checking account and your savings 
account, a personal check from your parents, and some cash. 
All these together will give you enough money for the car. How 
are you going to get all the money together? Since the car 
dealer will not accept a personal check for $4,100, what form 
of payment should you use? Why?

3. There are over 120 million ATM cards in the United States, 
and more than 1,300 of them are lost or stolen each day. What 
effect do you think this has on the cost of goods and services? 
on the cost of banking services?

4. The implementation of EFT has and could have many effects 
on our society and the banking community. Predict what you 
think will happen in each of the following areas as EFT 
becomes more popular. Give reasons for your responses.
a. Amount of mail involving payment of bills
b. Number of bank tellers needed
c. Number of bank employees knowledgeable about com

puter operations
d. Number of customers visiting banks every day
e. Size of new bank lobbies

BUILDING
HUMAN RELATIONS 
SKILLS

MB
Phyllis was getting ready to go on vacation. She went to her bank 
to buy traveler's checks. The bank was very busy, and Phyllis had 
to wait in line. Her lunch break was almost over by the time she 
got up to the teller’s window. Since Phyllis had never used trav
eler’s checks, she asked the teller how to use them. The teller said it 
was really easy. All she had to do was to write in the date, payee, 
and sign the checks as she used them. Phvllis took them and 
left.

Phyllis had been on vacation for four days when she lost her 
purse. She didn't remember what company provided the traveler’s 
checks for her bank. Since the receipt and record listing the checks 
were in the folder with the checks, she couldn’t rely on them. She 
couldn’t even remember which checks she had used.

1. How can Phyllis find out the information she needs?
2. Can the teller be blamed? What didn't the teller tell Phyllis?
3. Should Phyllis share the responsibility for the situation?
4. If the teller did not give Phyllis all the information she needed 

to know how to use traveler’s checks, where could Phyllis have 
gotten the information before she began her trip?

5. What would you do if you were Phyllis?
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Data Security Administrator
When you hear stories about people 

breaking into computer data files and 
changing financial statistics or deleting 
information, do you ever stop to wonder 
how  someone got into the files? If you 
enjoy trying to solve "whodunits," you 
might enjoy a career as a data security 
administrator.

The duties of a data security 
administrator are varied. Clearances must 
be checked for employees who desire 
access to protected computer files before 
passwords can be issued. The access of 
those employees using the system must 
be monitored regularly. If an employee 
transfers within the company or leaves 
the company, his or her access rights 
change.

Many companies purchase or design 
sophisticated software to control access 
to their computer systems, but someone 
must check up on the software. The data 
security administrator develops reports 
that verify the security of the computer 
system. A printout is requested from the 
access control software package and then 
examined for glitches, such as a 
protected file being accessed by an 
unauthorized user.

Another responsibility of the data 
security administrator is checking the 
systems resources to make sure they are 
protected. Just as a security guard checks 
doors and locks, so too must the data 
security "guard" verify, by sitting in front 
of the keyboard and testing the access, 
that the locks are still on the system's 
important documents.

Experience in computer 
programming is beneficial to those 
seeking a career as a data security 
administrator. The federal government, 
large corporations, and even small banks 
employ data security administrators. As 
the use of computerized files grows, the 
need for qualified data security 
personnel will grow too.
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COM PU SENSE
A Bank Reconciliation

If you have a computer that uses the BASIC language, run this pro
gram to try some problems in bank reconciliation.

Program

:0 DIM U <20> .  D<2> . S<5>
' 20 PR IN T "EN T ER  CHECKBOOK BA LA N CE"

JO INPUT B2
40 PRIN T "EN T ER  BALANCE FROM BANK STA TEM EN T"
50 INPUT B l

t 60 PR IN T "EN T ER  NUMBER OF OUTSTANDING C H EC KS"
65 INPUT С
70 FOR X -  1 TO С
BO PR IN T "EN T ER  AMOUNT OF OUTSTANDING C H E C K " ; X 
90 INPUT U ( X )

: 100 NEXT X
110 PR IN T "EN T ER  NUMBER OF D E P O S IT S  NOT ON BANK STA TEM EN T"
120 INPUT D1
130 FOR X = 1 TO D1
140 PR IN T "EN T ER  D E P O S IT " ; X
150 INPUT D < X )
160 NEXT X
170 PR IN T "EN T ER  S E R V IC E  CHARGE"
1B0 INPUT S I
190 PR IN T "EN T ER  THE NUMBER OF WITHDRAWALS NOT RECORDED IN  CHECKBOOK"
200 INPUT W
210 FOR Z = 1 TO W
220 PR IN T "EN T ER  UNRECORDED W ITH D RAW AL"; Z 
230 INPUT S ( Z )
240 NEXT Z

1 TO W
♦ S ( Z )

250 FOR Z =
260 S4 = S4  
270 NEXT Z 
280 FOR Y =
290 D2 = D2 
S00 NEXT Y 
310 FOR К =
320 U1 = U1 + U ( K )  
330 NEXT К 
340 B3 »  B l  
350 B4 = B2

1 TO D1 
+• D ( Y )

1 TO С

D2 -  U1
S I  -  S4

360 PR IN T "A D JU STED  BANK STATEM EN T BALAN CE I S  * " ;  B3 
370 PR IN T "A D JU STED  CHECKBOOK BALAN CE I S  B4
380 IF  B4 = B3  GOTO 9 9 9  
390 D5 = B4 -  B3
400 PR IN T "TH E  D IF F E R E N C E  BETW EEN THE BANK STATEM EN T BALANCE AND” 
410 PR IN T "TH E  CHECKBOOK BALANCE I S  * " ;  D5 
999 END
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EN TER  CHECKBOOK BALANCE 
?  1 3 7 .7 5
EN TER  BALANCE FROM BANK STATEM ENT 
?  1 0 0 .7 5
EN TER  NUMBER OF OUTSTANDING CH ECKS 
? 1
EN TER  AMOUNT OF OUTSTANDING CHECK 1 
?  5 .0 0
EN TER  NUMBER OF D E P O S IT S  NOT ON BANK STATEM EN T 
? 1
EN TER  DEF’O S IT  1 
?  2 5 .0 0
EN TER  S E R V IC E  CHARGE 
? 1.00
EN TER  THE NUMBER OF W ITHDRAWALS NOT RECORDED IN  CHECKBOOK
? 2
EN TER  UNRECORDED WITHDRAWAL 1 
?  5 .0 0
EN TER  UNRECORDED WITHDRAWAL 2 
? 10.00
A D JU STED  BANK STATEM ENT BALANCE 
A D JU STED  CHECKBOOK BALANCE I S  *
THE D IF F E R E N C E  BETW EEN THE BANK STATEM EN T BALAN CE AND 
THE CHECKBOOK BALANCE I S  *  1

I S  *  1 2 0 .7 5  
1 2 1 .7 5

Problem s

Reconcile the checking accounts for these four people. 
1.

3.

Robert Baker 2. Miles Landry
Checkbook balance: $228.15 Checkbook balance: $148.56
Bank statement balance: $255.06 Bank statement balance: $112.94
Outstanding checks: Outstanding checks:

No. Amount No. Amount
834 $10.00 115 $17.85
849 23.85 117 6.53
851 15.56 120 15.00
853 5.00 Deposit not shown on
854 20.00 bank statement: $ 50.00

Deposit not shown on Unrecorded withdrawal: $ 25.00
bank statement: $ 39.50 4. Mary Sue Buroker

Unrecorded withdrawal: $ 5.00 Checkbook balance: $664.74
Bank service charge: $ 3.00 Bank statement balance: $980.50
Luis and Maria Valdez Outstanding checks:
Checkbook balance: $396.55 No. Amount
Bank statement balance: $699.96 95 $ 25.00
Outstanding checks: 98 13.68

No. Amount 101 128.37
1432 $ 21.00 104 103.13
1448 30.34 110 50.00
1451 222.81 112 23.58
1458 44.70 Deposit not shown on
1459 30.00 bank statement: $ 25.00
1460 15.81 Bank service charge: $ 3.00

Deposit not shown on 
bank statement: $ 58.75

Bank service charge: $ 2.50
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CHAPTER 30

Credit: 
A Promise to Pay

• "Buy now, pay later." "No money down, easy monthly payments." 
"Charge it." You've heard all of these expressions before, probably 
many times. Why do you suppose credit is so big in our economy?

• You don't have any money, but you want to go out and buy a ski 
jacket, or a used car, or a stereo. Would you use the same kind of 
credit for each one? Why or w hy not?

• When you borrow money or use credit, you have to pay for it. So do 
businesses and the government. Why do they use credit?
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Do you know w hat these term s m ean?

credit
creditor
debtor
consumer credit 
commercial credit 
finance charge

credit rating 
charge account 
installm ent credit 
down payment 
consumer finance company 
public debt

You’ll learn all about these term s in this chapter.

We are all in the sam e boat w hen it com es to credit. Individu
als, businesses, and  governm ent all w ant things right now  th a t they 
can ’t afford to  pay for a t the m om ent. Furtherm ore, to  postpone 
buying some item s actually  m eans a h igher cost. To s ta rt w ith, there 
are  some good reasons for using credit. There are som e advantages 
and  some disadvantages. Credit costs money. The question really is, 
"Does it cost m ore than  i t ’s w orth?’’ T hat is the decision you as a 
consum er of credit have to make.

Credit is the opportun ity  to obtain  money, goods, o r services 
now for paym ents to be m ade in the future. Credit is based on trust. 
When you borrow  money, you prom ise to pay it back in the future. 
The one w ho lends the money o r provides the cred it is called a 
creditor. The one who borrow s money o r uses cred it is called a 
debtor. All of us, including businesses and  governm ent, can be 
either a  cred ito r o r a debtor, depending on w hether we are borrow 
ing o r lending.

Individual credit for personal use is called consumer credit 
Credit enabling a business to buy — and pay la te r — is called com
mercial credit. G overnm ent uses credit to provide citizens w ith 
services tha t benefit all of us. Local, state, and  federal governm ents 
may borrow  money to provide police and  fire protection, operate 
schools, build highw ays, supply clean w ater, and  provide for the 
national defense.

Consum ers in our econom y buy alm ost anyth ing  and  every
thing on credit. They use credit for vacations, gasoline, furniture,

THE NATURE OF CREDIT

Why Use Credit?
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cars, and  so on. There arc  several reasons w hy you see credit being 
used everywhere.

•  For convenience. Credit can make life a lot easier if used 
properly. It is convenient, especially if you d o n ’t have enough 
money. Credit makes it unnecessary to carry  large am ounts 
of cash w hile shopping. You can use credit cards for food, 
transporta tion , and  lodging w hile traveling. You can manage 
a whole trip  on credit.

•  For em ergencies. Using credit under unusual conditions may 
be very helpful. There m ay be tim es w hen you d o n ’t have 
enough money to cover an em ergency. For instance, suppose 
your ca r blows a tire w hile you’re traveling, andV ou have to 
be towed and buy a new tire. O r suppose som ebody in the 
fam ily breaks a leg, and  i t ’s necessary to get a w heelchair or 
crutches. Em ergencies d on ’t alw ays happen w hen you have 
money for them .

•  For expensive purchases. Som e item s, such as an  autom obile, 
a refrigerator, a vacation, o r  a hom e, cost a lot of money. 
Many people w ant o r need these things before they have' 
enough money to pay for them . If these things could be 
bought only w hen people had the money for them , m any peo
ple w ould never be able to afford them .

There are good reasons for using credit. However, it m ust be 
used wisely. When buying on credit, consum ers should decide 
w hether the additional cost is w orth it. Credit can lead to wasteful 
spending and  money m anagem ent problem s. Before buying on 
credit, you’ve got to be sure you can m ake the paym ents. And be 
sure you have a reason for getting the item  in the first place.

If you could get credit right now, what would you use it 
for? What things would you buy?

Advantages of Credit
There are som e obvious advantages to using cred it, and  a t least 

one tha t m ay not be so obvious. For instance, if you buy on credit, 
you m ay get be tte r service. Custom ers w ho use credit and  buy a t a 
place over a long period of tim e often get notices of sales o r receive 
special discounts. R egular cred it custom ers m ay be able to get 
faster repair service, since the product m ay not yet be paid  for. 
When return ing  som ething bought on credit, there is no need to
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w ait around o r stand  in a second line for a cash refund. The cost of 
the returned item  will be used to reduce the am ount of your next 
bill.

An obvious advantage of credit is tha t you can use the product 
w hile you are still paying for it. You can enjoy a vacation w ithout 
having to save up to pay for it. Or you can w ear your new w in ter 
coat before you’ve saved enough money to finish paying for it.

Buying on cred it can help you take advantage of sales to p u r
chase item s you had planned to buy som etim e in the future. Sales, 
after all, don ’t com e a t your convenience! W hile you are saving for 
new furniture, for instance, some of the pieces you w ant m ay be 
offered a t reduced prices, but for a lim ited am ount of tim e. Taking 
advantage of the lower prices and  buying the furn iture on credit 
m ay actually  save money.

You can use credit to take advantage of sales.

In a larger sense, credit also con tribu tes to the success of our 
econom y. When consum ers buy m ore goods and  services to satisfy 
their w ants, additional people are  put to work producing and  selling 
these things to keep up w ith the dem and. The econom y expands and  
business is good. The people w ho make their living on cred it are 
be tte r off. Billing clerks, collection agents, and  cred it m anagers are 
w orking m ore. The whole econom y is health ier, up to a point. Of 
course, overusing credit can cause econom ic problem s.
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Disadvantages of Credit
In using credit, you w ould be wise to know the disadvantages as 

well. There is a cost, o r finance charge, for credit. This cost of credit 
is charged for the use of goods o r services w hile they are still being 
paid for. The finance charge certain ly  increases the total amount 
paid for the item . For instance, a television set m ay cost $250 if you 
purchase it for cash. Purchased on credit, w ith  paym ents spread 
over three years, for exam ple, the cost m ight increase to $350. The 
cost of credit? $100.

A nother d isadvantage of using credit is tha t you m ay buy more 
than  you can afford. For some people, easy cred it provides too much 
of a tem ptation  to buy things tha t are not really needed and cannot 
be paid for. In such a situation, a person m ay not be able to keep up 
w ith the credit paym ents. Missed o r late paym ents m ay result in a 
poor credit rating. A person’s credit ra ting  is his o r her reputation 
for m aking paym ents on tim e.

Easy credit may encourage you to buy more than you can afford.

A nother d isadvantage results from getting too m uch credit. 
Consum ers who buy on credit and  then cannot m ake all of their 
paym ents create costs for creditors. Because creditors m ust collect 
w hat is owed, there are  ex tra  costs for billing, recordkeeping, and 
o ther office work. These costs are  passed on to o ther custom ers in 
the form of h igher prices for goods and  services.
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Some retail businesses, such as gasoline stations, offer 
reduced prices to custom ers who pay cash. Do you know  
o f  any local businesses that do this?

THE KINDS OF CREDIT
The kinds of credit a consum er can get vary a g reat deal. In 

part, the natu re  of the loan o r delayed paym ent the person w ants to 
obtain  identifies the type of credit. One of the best-know n kinds is 
the charge account, which allows purchases on credit up  to  a certain  
am ount in a specific store. Clothing, furniture, departm en t, and 
o ther kinds of stores m ay encourage custom ers to open charge 
accounts. I t’s convenient for custom ers, and  it also helps business 
by encouraging shoppers to buy regularly  a t the sam e store.

Credit cards a re  ano ther extrem ely popu lar kind of cred it use. 
Practically everything can be bought w ith  cred it cards now adays. 
Credit cards are issued by a variety of businesses. Single-purpose 
cards are issued by business firm s o r corporations, to be used only at 
their places of business. For exam ple, m ost of the m ajo r oil com pa
nies issue cred it cards tha t m ay be used a t any of the ir service 
stations. D epartm ent stores issue the ir ow n credit cards to  be used 
in their stores.

Banks issue multipurpose cards. They m ay be used a t stores, 
restauran ts, hotels, airlines, and  a num ber of o th e r businesses. The 
tw o m ost popular m ultipurpose cards are  VISA and  M asterCard. 
These m ultipurpose cards, also called bank credit cards, are 
accepted by thousands of stores and  businesses. M any banks charge 
an  annual fee of $20 to $25 for these cards.

Travel-and-entertaimnent cards, such as Diners Club and  Amer
ican Express, are accepted w orldw ide. They m ay be used for res tau 
ran t and  hotel bills, c a r rental, airline reservations, and  a t most 
businesses tha t sell to tourists. H olders of these cards pay an  annual 
fee, and usually they m ust meet s tric t requirem ents to be consid
ered for m em bership.

Credit tha t involves signing a con tract for the purchase of an  
item  over a specific period of tim e is called insta llm ent credit. M any 
people buy large hom e appliances, furniture, and  autom obiles w ith 
m onthly paym ents over a period of one to five years. W ith the sign
ing of the contract for the installm ent credit, a  percentage of the 
total cost of the item  is required . This is the dow n paym ent. As an 
exam ple, suppose you purchase a  stereo for $280 and  m ake a down
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When you make purchases over a certain amount, such as $50, your account is 
checked for any problems in payment.

paym ent of $30. The rem aining $250 of the loan, plus a  finance 
charge, is then divided into 12, 24, o r 36 m onthly paym ents.

A nother com m on type of credit is the loan itself. You m ay use a 
loan in a variety of ways, including depositing some o r all of it in the 
bank until you need it. The cash from the loan allow s a consum er to 
shop around for an  item  in order to get the lowest price and  the best 
service. Som e custom ary uses for loans are  for hom e remodeling, 
vacation trips, o r a college education.

Charge accounts and  cred it cards are known as short-term credit 
because they are usually repaid  in less than  five years. More expen
sive purchases on credit, such as houses, businesses, and other 
property, usually require paym ents for m any years. Credit of this 
type is called long-term credit.

Charge accounts and  credit cards are  covered in g rea ter detail 
in C hapter 31. Loans are discussed in C hapter 32.

WHERE TO GO FOR CREDIT
As you have learned, there are different kinds of credit. Credit is 

available from different sources, too. Com m ercial banks m ake loans 
to individuals and  businesses, and  they are  one of the most-used
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sources of loans. They also issue bank credit cards, like VISA and 
M asterCard. Most banks set a lim it on the am ount of cred it a person 
can have a t one tim e. For exam ple, a bank m ay set a credit lim it of 
$1,000 on your credit card . This m eans tha t you can never carry  
m ore than  $ 1,000 w orth of debts on your cred it account a t any given 
tim e.

Credit unions are a good source of cred it for the ir m em bers. 
They lend only to m em bers w ho m ay live in the sam e area  o r  work 
together. Their costs for loans are usually am ong the lowest from 
lending agencies, partly  because they are  nonprofit o rganizations 
and  can make fairly safe loans to m em bers only.

Credit is available through o ther types of credit cards, such as 
those issued by credit card  com panies like American Express. Indi
vidual stores issue credit through their own credit cards by allow ing 
custom ers to charge the ir purchases to the ir accounts.

A nother less-used kind of credit is borrow ing on life insurance. 
Certain kinds of life insurance, which have a savings p lan  along 
w ith insurance protection, build  a cash value. The ow ner of the life 
insurance policy m ay borrow  part o r all of the cash value. G enerally 
such loans are low in cost.

A business th a t specializes in personal loans is a consum er 
finance com pany. Such a com pany m ay lend money to people who 
ca n ’t get credit elsewhere. Consum ers w ho are not able to hold a 
steady job o r w ho have failed to m ake credit paym ents in the past 
m ay have trouble borrow ing from o ther sources. Obviously, since a 
g reater risk generally is involved, the cost of a loan from a  consum er 
finance com pany is higher than  the cost of a loan from o th e r 
sources.

Pawnshops provide a unique w ay of ob ta in ing  credit. A con
sum er brings in jewelry, m usical instrum ents, cam eras, and  so on. 
Then the paw nshop lends a portion of the value of the item  to the 
custom er and holds the item . The individual can get back the item  if 
the loan plus interest is paid  w ithin  a certain  period of tim e. The 
cash the paw nshop gives in exchange is usually only a  fraction of the 
value of the item . Obviously the risk is great tha t the paw nshop will 
not get its money back. If the custom er does not repay the loan, the 
paw nshop sells the item .

The risk a cred ito r takes in lending m oney o r selling on credit is 
one of the m ost im portan t factors in determ ining  the cost of credit. 
If a consum er has a good credit rating, he o r she will generally pay 
less than one w ho has a poor rating. In general, the low er the risk, 
the lower the cost for obta in ing  credit.
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BUSINESSES AND CREDIT
Businesses often use credit for the sam e reasons th a t consumers 

do. For instance, they m ay need to buy goods on credit. O r they may 
need short- o r long-term  loans to pay salaries o r to  buy property. 
M anufacturers borrow  money to  buy raw  m ateria ls, new machin
ery, factories, o r trucks. Usually the larger the business, the larger 
the num ber of reasons there are  for ob ta in ing  credit. When busi
nesses borrow  money, however, they can pass along the cost of 
credit in higher prices on their own products.

But credit is also used by businesses to help sell the ir products. 
For instance, stores tha t accept cred it cards o r sell on an installment 
basis make it easier for consum ers to buy. W hen consum ers buy 
more, businesses sell m ore — and  m ake m ore profits. In addition to 
increased sales of products, businesses m ay m ake money on finance 
charges. If they offer credit, consum ers m ust pay for it. So the more 
credit that businesses sell to consum ers, the m ore they make on 
finance charges.

Businesses use credit to finance the goods and services they offer to consumers.
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W hile there are  advantages to offering credit, there are  also 
problem s. The com pany will have ex tra  costs. For exam ple, w orkers 
m ust be hired to  keep records of paym ents and  to  send out m onthly 
bills. The business will also have to take additional risks. When 
people d on ’t pay the ir bills, profits are reduced. Businesses tha t are 
well run, however, can m ake cred it work for them  in both  ways.

GOVERNMENT AND CREDIT
During W orld W ar II, 1941-1945, the federal governm ent’s use 

of cred it to finance m ilitary  spending increased enorm ously. Since 
tha t tim e, the public deb t, o r the am ount owed by any level of gov
ernm ent, has grown at a rap id  rate . The federal governm ent uses 
credit to pay for m any services it provides citizens. Som e of the 
services include national defense, support for agricu lture , and  
m aintenance of national parks. S ta te  and  local governm ents use 
credit to pay for highw ays, housing, stad ium s, and  w ater system s, 
am ong o ther things.

While most of us would agree tha t the use of credit by the gov
ernm ent for such services is w orthw hile, some people think it is 
overused. Today the debt of the federal governm ent has becom e so 
large, the interest paym ents are a large part of the governm ent’s 
budget each year. M any people w ant this debt cut.

What local facilities were provided  through governm ent 
use o f  credit? H ow is their cost being repaid?

SUMMARY
Credit allow s individuals, businesses, and  governm ent to buy 

goods and  services now and pay later. Credit is com m only used for 
convenience, for em ergencies, and  for purchasing expensive item s. 
While credit provides an  opportun ity  to buy w hen products are  on 
sale o r convenient, there is also a cost for it.

Credit is available to  consum ers in several different form s and  
from a variety of sources. Business and  governm ent also use credit, 
and  for m any of the sam e reasons individuals do. However, cred it is 
sold by business m uch like any o ther service. And governm ent pays 
for it w ith  the taxes we all have to pay. Regardless of w ho uses 
credit, the individual consum er w inds up paying for it. It is im por
tan t, therefore, to understand  how to use it and  why.
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 12. Then 
write the term that best matches each numbered definition.

1.
2.

3.
4.

5.
6.
7.
8. 
9.

10.
11 .

12.

charge account 
commercial credit 
consumer credit 
consumer finance company 
credit
credit rating

creditor
debtor
down payment 
finance charge 
installment credit 
public debt

The one who lends the money or provides the credit.
A percentage of the total cost of an item that is paid at the time 
of purchase.
A business that specializes in consumer loans.
The opportunity to obtain money, goods, or services now for 
payments that must be made in the future.
The amount owed by any level of government.
The cost for using credit.
Credit used by businesses.
A person’s reputation for making payments on time.
A form of credit that involves the signing of a contract for the 
purchase of an item over a specific period of time. 
Individual credit for personal use.
A form of credit that allows purchases up to a certain amount 
in a specific store.
The one who borrows money or uses credit.

BUILDING
READING
COMPREHENSION

1.
2 .

3.

4.
5.

6.
7.

8 . 
9.

10.

Name three main reasons consumers use credit.
What are the advantages of consumer credit? What are the 
disadvantages?
What are the three types of credit cards? Give an example of 
each.
How can a cash loan help consumers get the best buy? 
What is the difference between short-term and long-term 
credit? What types of purchases are made with each type of 
credit?
What are four common sources of credit?
Why do consumer finance companies have higher finance 
charges than other places?
What advantages do businesses have in offering credit? 
How can the use of credit cause problems for businesses? 
List three services for which the federal government uses 
credit.
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BUILDING
BUSINESS
CONCEPTS

BUILDING
BUSINESS
EXPERIENCE

1. Why is credit important to our economy?
2. Name some items you should not buy on credit.
3. “Credit is a privilege. It should not be abused.” Explain what 

you think this statement means.
4. What is risk? How does risk affect the cost of credit?
5. Convenience is one of the reasons for using credit. But cash is 

also convenient. Describe two situations in which cash would 
be more convenient. Next, describe two situations in which 
credit would be the better choice.

6. Some people say that most pawnshop loans arc not really 
loans at all. Explain what they mean.

7. "Everyone would gain if there were no consumer credit. Con
sumers would benefit because goods and services^could be 
sold at a lower price. The lower price means that businesses 
would sell more goods and services.” Do you agree or dis
agree? Give reasons for your answer.

8. Why have credit cards become so popular? Who benefits from 
the increased use of credit cards?

9. Do you think credit cards are a good thing for the economy? 
Why or why not?

10. If a person uses credit, does that mean he or she has money 
problems? Explain your answer.

1. Ask several members of your family whether they use credit. 
What items do they buy most frequently on credit? What types 
of credit do they use most often?

2. Bring in newspaper articles and advertisements that show 
uses of credit by consumers, businesses, and government. Who 
benefits the most from these examples of credit?

3. The Martin family's washing machine has broken down. They 
can get it repaired, but since it is quite old it may not be worth 
it. A new washing machine will cost $290, but it will take eight 
months for them to save the money. In the meantime, the fam
ily will have to take their clothes to a laundry. They can 
instead buy a new machine on credit now for $380, which 
includes the finance charges. For each of their choices, list the 
advantages and disadvantages.
a. Repair old washing machine
b. Buy new washing machine on credit
c. Save to buy new washing machine for cash
Which choice do you suggest for the Martin family? Why?

4. Contact a credit union in your community to determine who is 
allowed to join and what services are offered to members.
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5. Rate each of the following situations as a ivi.se or an umvise use
of credit. Give reasons for your answers.
a. A person borrows from a bank to purchase a sewing 

machine to use in making clothes.
b. A consumer uses a credit card to buy weekly groceries and 

currently owes over $800 to the credit card company.
c. A person borrows money from a consumer finance com

pany to take a vacation and still owes for last year’s vaca
tion.

d. A consumer gets a cash loan with an annual percentage rate 
of 17 percent to buv a refrigerator on sale for 25 percent 
off.

^ •fcu iL D IN G
MATH
SKILLS

1. Most installment contracts require a percentage of the total 
price as a down payment. For each of the following items, 
compute the down payment. The first entry is given for you.

Item Price
Required down 
payment (%)

Amount of 
down payment

Stereo S 295 10% $29.50
Television 298 10% ?
Electric stove 489 20% ?
Desk and chair 163 15% ?
Used car 3,495 25% ?
Sofa 495 17% ?

2. The law requires that the cost of credit be stated as an annual 
percentage of the total amount financed or borrowed. For 
example, $100 borrowed at an annual rate of 16.9% would 
mean a cost of $ 16.90 a year. If the loan were for two years, the 
total cost would be $33.80 (2 x $16.90).

For each loan in the table below, determine the cost of 
credit for one year and the total cost.

Amount
borrowed

Annual
rate

Cost per 
year

Number 
of years

Total
cost

$ 100 16.9% $16.90 2 $33.80
700 17.9% ? 3 ?

60 14.5% ? 2 ?
1,200 12.0% ? 5 ?

950 12.5% ? 4 ?
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Day Care as a Fringe Benefit?
Although employees cannot demand 

fringe benefits from a company, they can 
intiuence those that are offered.
Whether or not companies should 
provide day care as a fringe benefit has 
become a major issue because employees 
are making it one.

The number of mothers who work 
outside the home and the number of 
working single parents have increased 
dramatically in recent years. In addition, 
two-job couples are fast becoming the 
rule rather than the exception. With 
these statistics, many parents have a 
difficult time finding quality day care. 
Thus, it is not surprising to find 
employees pressuring their employers to 
offer day care as a fringe benefit.

With company-sponsored day care, 
parents bring their children to work, visit 
them at lunch, and are close by in case of 
an emergency. Employers who agree 
with the idea of providing day care 
believe it reduces absenteeism, creates a 
less stressful working environment, and 
improves productivity.

However, unlike medical and dental 
benefits, day care is not a fringe benefit 
in which all employees can share. For this 
reason, it can prove to be a hindrance to
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company morale. Also because of the 
personnel needed, the insurance costs, 
and, in some companies, round-the-clock 
supervision, many employers decide 
against offering day care because it is 
not cost-effective.

As an alternative to a yes or no 
decision regarding day care, some 
companies offer day care but charge the 
employees who take advantage of it. 
Other companies offer referral services to 
assist parents in finding day care.

The need for day care is no longer 
considered primarily a woman's issue or a 
problem reserved only for those with low 
incomes. With the current social changes, 
day care has become a need of many 
families. How this need will be filled is 
still uncertain.
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CHAPTER 31

Buying on Time
• You can buy now and pay later. In fact, it's very easy to do so. Before 

you pay, what does a salesperson in a large store ask you? Why?
• Some people boast that they have a wallet full of credit cards. There 

are indeed a lot of such cards. Can you name some credit cards? What 
are they used for?

• You can travel and eat and buy clothes —  all on a credit card. Sooner 
or later, however, there is a reckoning. What's a possible problem 
with the use of credit cards?
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Do you know w hat these term s m ean?

regular charge account average-daily-balance m ethod
revolving charge account credit bureau
option account credit history
annual percentage ra te  credit lim it
adjusted-balance m ethod credit agreem ent 
previous-balance m ethod

You’ll learn all about these term s in this chapter.

Buying on credit is alm ost a w ay of life for som e consum ers. In 
practically  every store they enter, they are  asked, “Cash o r charge?” 
Charge accounts and  credit cards give consum ers a choice. ‘Should 
I buy this suit now and  charge it?” "Should  I buy this gasoline w ith 
a cred it card  and save my cash for som ething else?”

Som etim es the decision is not tha t easy. Paying la ter m ay m ean 
paying more! For exam ple, buying a $120 coat m ay m ean an ad d i
tional cost for finance charges. The consum er m ust decide w hether 
the convenience of having the coat right aw ay is really w orth the 
ex tra  cost. When does the convenience stop being w orthw hile?

CHARGE IT!
To make buying easier and  faster, m any stores offer a m ethod of 

allow ing custom ers to make purchases and  postpone paym ents on 
them . This type of consum er cred it is the charge account. W ith such 
an account, a custom er can charge purchases and  pay for all o r part 
of them  w hen the bill is received later. Both large chains and  small 
independent stores m ay offer the convenience of charge accounts. 
An obvious and  im portan t purpose is to encourage custom ers to 
shop regularly in those stores.

There are two m ain types of charge accounts. One tha t requires 
all purchases to be paid for w ith in  a certain  period of tim e, usually 
25 o r 30 days, is called an open, o r regu lar charge account. This kind 
of credit features convenience. As a consum er, you have a chance to 
buy on credit, but w ith no finance charge. However, if the en tire  
am ount is not paid on tim e, a finance charge is added.

The o ther type of charge account allows you to keep add ing  to 
it. Each m onth, as new purchases are m ade, the costs of these are 
added to the total am ount owed. W hen the m onthly bill is received, 
you may pay only a portion of the total. The am ount still owed, the
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Cards ВД  
I'Welcome,

Credit card signs often lure customers in to shop

unpaid  balance, is used to figure the finance charge. This charge is a 
percentage of the am ount still owed and  is added  to your bill. For 
instance, if your bill shows tha t you owe $ 150 and  you pay $50, your 
unpaid  balance is $100. If your finance charge is 1 percent a month 
of the unpaid  balance, $1 will be added to your next m on th ’s bill. 
This type of account is called a revolving charge account.

Under w hat circum stances do you think a revolving 
charge account may be particularly useful?
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Most charge accounts com bine the features of both the open 
and  revolving m ethods. You therefore have the choice of paying off 
the total am ount owed o r ju st a portion. If you pay the en tire  
am ount due, there is no finance charge. If you pay only a part, then a 
charge is added to the balance owed. Such a charge account, per
m itting  you to  go either way, is called an  option account.

THE CONVENIENT CREDIT CARD
Although cred it cards have been used for qu ite  som e tim e, their 

popularity  has increased greatly  in recent years. C urrently  over 715 
m illion cards are in circulation. People are  traveling m ore and 
spending m ore on recreation. The convenience of credit cards, p a r
ticularly  for traveling, has helped to make them  widely used and 
accepted. Use of cred it cards for autom obile expenses, restau ran t 
bills, and  clothing purchases has greatly expanded.

An ever-increasing number of credit cards are available for consumers.

As w ith charge accounts, cred it cards do aw ay w ith carrying a 
lot of cash. Consum ers are able to ob ta in  goods and  services im m e
diately and  do not have to m ake paym ents until later. Business 
people who travel prefer credit cards for ano ther reason. W hen they 
buy a meal at a restau ran t w ith a cred it card , they receive a  record 
of it. Rem em ber, though, tha t credit cards usually add  to the cost of 
purchases. There is a charge for paying later, in m ost cases.
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Business people who travel often use credit cards to pay their expenses.

Types of Credit Cards
As you learned in C hapter 30, credit cards are of three types: 

single-purpose, m ultipurpose, and  travel-and-entertainm ent. One 
of the wavs they differ is in the cost. Single-purpose cards, issued bv 
com panies solely for use in their own stores o r branches, do not 
have a fee. There is neither a fee to obtain  the card  nor one to keep it 
from year to year. Businesses w ho use this type of card  — such as 
Gulf Oil; Sears, Roebuck; and  J. C. Penney — w ant to encourage 
consum ers to become regular custom ers.

Many bank credit cards, o r m ultipurpose cards, have an  annual 
fee, however. To use the card , a consum er m ay have to pay $20 or 
$25 per year. One m onthly bill is sent for all purchases charged to 
the card , and  once a year the bill includes the annual fee. M aster
Card and VISA are the two best-known bank cred it cards.

Travel-and-entertainm ent cards are issued by com panies spe
cializing in the credit card  business. The credit card  holder is 
charged a yearly fee for using the card . Exam ples of these cards are 
American Express, Diners Club, and  Carte Blanche.
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Many retail stores and other businesses d isplay signs in 
their w indow s or on their doors indicating which credit 
cards they honor. From your observations, which credit 
cards seem to be the m ost popular in your com m unity?

Costs of Credit Cards
If you pay your en tire  credit card  bill w ithin 25 to 30 days, m ost 

com panies do not add on a finance charge. On the o ther hand, bills 
not paid in full will have a finance charge added on. The annual 
percentage ra te  (APR) is used to determ ine the am ount tha t credit 
will cost you on a p articu la r credit card  account. The APR te lls  you 
in the form of a percentage the true ra te  you are paying per year for 
the benefit of credit. For exam ple, an annual percentage ra te  of 18 
percent m eans you will pay $18 ex tra  on each $100 borrow ed or 
ow ed for an  en tire  year.

When you buy on time, remember that the finance charge increases the total cost.

There are three different m ethods of arriv ing a t the finance 
charge on credit card  and  charge accounts. Although the annual 
percentage ra te  in each case m ay be the sam e, the am ount of the 
finance charge can vary depending on the m ethod used to de ter
m ine the m onthly cost.

Using the previous balance minus paym ents as a  basis for 
determ ining the finance charge is called the ad justed-balance 
m ethod. Since paym ents are deducted from the am ount owed before 
the finance charge is determ ined, this m ethod results in the lowest

Will that he cash (f5,380.12) 
or financed ($6,260.07)?
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finance charges. On the o th e r hand , the previous-balance method 
does not deduct paym ents before the finance charge is determined. 
Custom ers are charged for the entire am ount owed from the previ
ous m onth. As a consequence, this is the m ost expensive m ethod of 
determ ining credit costs.

Finally, there is the average-daily-balance m ethod, which de
term ines the finance charge on an  average of the balance for each 
day of the m onth. Paym ents m ade during  the m onth  reduce the 
am ount on which finance charges are  based. The sooner a payment 
is m ade, the lower the finance charge will be. Since paym ents with 
this m ethod do decrease a t least the average balance owed, it falls in 
between the o ther two m ethods for total finance costs.'*

Since the use of credit cards a t a store costs the business a fee, 
businesses som etim es give consum ers a discount if they pay in cash. 
Instead of paying a percentage of the purchase to a bank o r credit 
card  com pany, the store reduces the price to the custom er if cash is 
used at the tim e of the sale. Cash discounts are  available a t many 
businesses tha t accept credit cards.

Applying for Credit
If you decide to open a charge account o r ob ta in  a credit card, 

you will be required to fill out a  credit application. This form con
sists of questions about you tha t help the store o r cred it card 
com pany decide if you are  a good credit risk. The inform ation you 
provide will be used to evaluate you as a reliable cred it custom er. It 
helps to determ ine if you are able — and likely — to m ake pay
m ents. There are usually four different types of information 
required  on the credit application.

•  Personal inform ation — your nam e, address, social security 
num ber, length of tim e a t cu rren t address, num ber of de
pendents, and w hether you own your hom e o r rent.

•  Em ploym ent inform ation — your em ployer’s nam e and ad
dress, your num ber of years w ith  cu rren t em ployer, and  your 
occupation.

•  Financial inform ation — am ount of wages o r salary, location 
of savings account and  checking account.

•  Previous cred it use inform ation — nam e and  address of 
o ther charge accounts o r cred it cards.

Businesses ask for this inform ation to determ ine your charac
ter, capacity , and  capital — The Three C’s o f  Credit. Your personal



CREDIT APPLICATION 

RYAN’S DEPARTMENT STORE

ABOUT YOU

First Middle Last

Nam* T e rry  £■ 3ra.d/ey
Date Mo Day Year 
of Birth \ s  \y£  \ f i5

Home Street No. City, To w n  State Zip

Address 37 Allen S t r e e t  j  Minneapolis j MM SSM+O
Years ,  Own □  
There Rent О

Home (Area Code)
Phone ((,/z )

Monthly Rental or Social
Mortgage Payment $SO Security No. \o \3 |8 \ 3 \Z \ Z \ /  \C \A.

Previous Street No. City, To w n  State Zip

Address i f  u t e  S t r e e t  j St.Pa.ul, MM SSIOI *
Years 
There /7

Name of Name Address City State Zip

Close Relative f r u i t / J  dr<ulleyj 2 4 Lake S t , 51. ТЪи/уМИ/S5I0I
Relative's (Area Code)
Phone (6 0 ) (,096

ABOUT YOUR WORK

Present Nam e of Com pany

Employer Miyfloujer Tqsu.ra.nce Company
Your Admit) /ifr* -t> 
Position /]ss,sbn /-

Business Street No. City State Zip

Address 7/  Co/ony Street, Minneapolis, MM 6&4-3Z
Business (Area Code)
Phone (( ,/z )  7 2 S ’- f 3 Z 7

Annual J 
Salary

Years , 
There

Previous f l / i  
Employer Х Е  « /A

YOUR OTHER CHARGE ACCOUNTS AND BANK ACCOUNTS

American Express □

Visa □  M asterCard □

Account No.

M/A
Exact Name /и / a 
of Account

Savings
Bank Home S avin gs

Account No.

O f S  - / / / &
Address
of Bank ш ^A rquette , re .

Checking
Bank Home SaumcjS

Account No.
OMS- / / / S

Address MmnetLpehs / 
of Bank

L T  */aReference

1 hereby certify that all statements made are true and complete and submitted for the purpose of 
obtaining credit. 1 authorize you to check my credit and em ploym ent history.

Signature /  С- {у

Date /2бС ^, U d t  <2 8 , f

A typical credit application. 475
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qualities, such as dependability  on the job  and  in paying bills, make 
up your character. Businesses w ant to know if they can count on you, 
if you will be a responsible consum er. Capacity is your ability  to 
earn  money, w hich m ay be shown by your occupation o r by your 
years w ith your em ployer. Your capacity  is im portan t to your lend
ers because it reassures them  tha t they eventually  will be paid  back. 
Finally, capital is w hat you own o r are w orth. If you ow n a house or 
an autom obile o r  have a savings account, you m ay be a be tte r credit 
risk than a person w ithout these possessions.

How m ight inform ation about whether you ow n or rent 
your residence be useful to a creditor? ъ

The Three C’s of Credit affect your credit rating, a m easure used 
to decide if you are  going to be a good credit risk. A person’s repu
tation  for paying bills on tim e and  holding a steady job are two 
im portan t factors in a credit rating. It goes w ithout saying that a 
person w ith a good credit ra ting  can m ore easily borrow  money or 
buy on credit.

To check your credit rating, a business contacts an area
. This agency provides inform ation to businesses, banks, and 

o ther agencies abou t you and  o ther consum ers of credit. For a fee, 
the credit bureau  will send a edit history, a full report about you 
and  your past cred it experiences, to a cred it card  com pany or 
ano ther lender. This report is a sum m ary  of various personal and 
financial inform ation. Your cred it history shows past cred it use, 
such as any overdue paym ents o r any charge accounts tha t you have 
o r once had. It also shows previous addresses, em ployers, and  so on. 
For the creditor, your credit history serves as both a double check 
on your credit application and  a record of your credit history.

From your credit application and  credit history, a com pany 
determ ines how m uch you can "bo rro w ” on the credit card  or 
charge account a t any one tim e. In o ther w ords, w hat is your credit

t ? A cred it lim it protects you from charging m ore than  you can 
pay back. It also protects the business from custom ers w ho may 
charge too m uch and m ay be unable to pay it back.

All credit and  charge account applications also include a :redit 
a green . This section of the application, usually a t the end of the 
form, explains the interest rate , finance charges, and  the sm allest 
paym ents tha t can be m ade each m onth. Once a consum er decides 
to use a credit card  or charge account, the credit agreem ent is 
signed. The signature indicates tha t the individual will follow the 
rules as described in using the credit.
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The Monthly Statement
Charge account and  credit card  custom ers receive a m onthly 

bill that lists all new charges and  paym ents during  the previous 
m onth. The m onthly statem ent has the following inform ation:

•  Previous balance, o r the am ount owed at the end of the last 
billing period.

• New purchases, including each item  bought during  the past 
m onth. These purchases increase the am ount owed.

•  Paym ents and/or credits, which are the m oney paid  on the 
account and  goods returned  to the store for credit. All of these 
decrease the total am ount owed.

•  Finance charges, if any, tha t w ere added to the bill. These 
charges increase the am ount owed.

•  C urrent balance, o r the total am ount now owed. Custom ers 
m ay have the choice of paying all o r part of this total.

It is im portan t for the custom er to check all of this inform ation 
carefully to m ake sure tha t it is correct.

Credit statements are usually sent monthly.

CREDIT STATEMENT 

R yan ’s  Department S tore
1212 Nicollet Avenue 

Minneapolis, MN 55403

Billing Date: 9/13/--

Amt. Enclosed

$

Terry E. Bradley 
37 Allen Street 
Minneapolis, MN 55440 
Acct. No. 789462

Date Ref No Dept. Description Purchases Payments 
and Credits

8 /1 3 /-
8 /21 /-
9 /1 /-
9 /5 /—

9 /8 /-

423
62

2039

398

18
8

39

4

Sportswear 
Hosiery 
Stationery 
Payment, 

Thank you 
Cosmetics

15.95
4.98
4.25

12.50

25.00

Previous
Balance Payment Finance

Charges
Total

Purchases
New

Balance
Min.
Due

Due
Date

37.43 25.00 .56 37.68 50.67 25.00 10/17/-
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THE PROBLEMS WITH CREDIT
One of the m ost com m on troubles people have w ith  credit is 

overusing it. W ith credit cards, the m ore one has, the more one is 
tem pted  to m ake purchases on the spu r of the m om ent. You must be 
careful to buy only w hat you really w ant and  can afford.

W hat m akes it hard er to be careful is tha t cred it cards are usu
ally quite easy to obtain . Most people can meet the requirem ents for 
one o r m ore cards. Businesses m ay send you a charge card  through 
the mail so th a t you will shop a t the ir stores. This is an illegal prac
tice unless you have asked o r applied  for the charge account. 
Businesses can send you a cred it application w ithout Sfour asking 
for it, but they cannot send you the actual charge card .

A nother problem  for a credit card  holder occurs w hen a card is 
lost o r stolen. You m ust notify the credit card  com pany immedi
ately if your card  is m isplaced. If you have notified the credit card 
com pany — and then som eone uses your card  illegally — you will 
not be charged for these unauthorized  purchases. However, if you 
d o n ’t notify the com pany, you can be charged for purchases on your 
card . This charge used to  be unlim ited , bu t the law has now set a 
lim it of $50. This problem  em phasizes that lost o r stolen credit 
cards should be reported im m ediately. The loss of several cards can 
m ean a $50 charge for each one if it is used and  not reported miss
ing. Convenient and  popular as the cred it card  is, like any good tool 
it has to be used w ith  care.

SUMMARY
Among the m any decisions a wise shopper m akes, there is one 

tha t has to do w ith  paying for a  purchase. "Should  it be done now 
o r la ter?” "Should  I apply  for a charge account? a cred it card?” 
There are  various choices available. But like m ost things in our 
business and  econom ic w orld, credit isn’t free. It is very convenient, 
bu t it can cost m oney if i t ’s not paid  for w ith in  25 to 30 days.

Som e credit cards cost m ore than  others. Read the fine p rin t on 
the cred it agreem ent. Make sure you know w hat you’re signing 
when you put your signature on the application  for a charge 
account o r a credit card . It isn ’t im portan t how m any credit cards 
you can collect. But it is im portan t w hat kind of credit ra ting  you 
m aintain .
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BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 11. Then 
write the term that best matches each numbered definition.

adjusted-balance method 
annual percentage rate 
average-daily-balance method 
credit agreement 
credit bureau 
credit history

credit limit 
option account 
previous-balance method 
regular charge account 
revolving charge account

1. The rate that credit will cost on a credit card account.
2. A type of charge account that can be added to during the 

month. At the end of the month, part of the total due is 
paid.

3. The most that a person can borrow on a credit card or charge 
account.

4. A method of figuring the finance charge using the previous 
balance minus payments as a basis.

5. A type of charge account that requires all purchases to be paid 
for within a certain period of time, usually 25 to 30 days.

6. A method of figuring the finance charge by using an average of 
the balance for each day of the month.

7. A type of charge account that includes the choice of paying off 
the total amount owed or just a portion.

8. A method of figuring the finance charge on the entire amount 
owed from the previous month.

9. An agency that provides information about your credit history 
to businesses.

10. A report about you that is sent to lenders.
11. The section of a credit application that explains the interest 

rate, finance charges, and the smallest payments that can be 
made each month.

BUILDING
READING
COMPREHENSION

1. What are the two main types of charge accounts available to 
consumers?

2. If a consumer has an option account, what happens if only part 
of the amount due is paid?

3. Which method of computing the finance charge is least expen
sive? Which is most expensive? Why do finance charges differ 
even when the APR is the same?

4. Why do some stores give a discount to customers who pay 
cash?
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5. What four types of information are usually required on a 
credit application?

6. What are The Three C's of Credit? Explain what each one is 
and why businesses would want this information.

7. What information is on a customer’s monthly credit state
ment?

8. What are some common problems that are caused by credit 
cards?

9. How can a business firm legally use the mail service to attract 
new credit customers?

10. If a credit card is lost or stolen, what should the card holder 
do?

BUILDING
BUSINESS
CONCEPTS■уЙл

1. When a person uses credit, is he or she really borrowing? 
Explain your answer.

2. Why are people willing to pay the annual fee that travel-and- 
entertainment cards have?

3. "The real benefit of credit cards comes when a consumer pays 
his or her bill in full each month." What does this statement 
mean?

4. Why do you think years on the job, years at present home 
address, and owning your own home or automobile help your 
credit rating? Can you think of other factors that might affect 
your rating?
Many credit accounts charge l j  percent per month on the 
unpaid balance. For each $100, what is the charge per year? 
Do you think most users are aware of the true cost of using 
credit? Why or why not?
If a lost or stolen credit card is used by someone else, the card 
holder has to pay the first $50. If the unauthorized purchases 
are for amounts over $50, who pays?
There are companies that will notify all your credit card issu
ers if your wallet is lost or stolen. They charge a fee for this 
protection. Would it be worthwhile for all consumers to use 
this service? Why or why not?
Why do you believe it is illegal for businesses to send credit 
cards to consumers without first receiving their request for the 
cards?
Should consumers who pay cash for their purchases be 
charged less than consumers who use a credit card? Why or 
why not? Who would benefit?

10. Why would a credit card company increase a consumer's 
credit limit without a request by the customer to do so?

5.

6.

8.

9.
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BUILDING
BUSINESS
EXPERIENCE

BUILDING
ANALYTICAL
SKILLS

1. Ask your parents, neighbors, and teachers if they use credit 
cards. What types of cards are used most often? Which ones 
have an annual fee?

2. Obtain several charge account and credit card application 
forms from various stores and companies. Compare the infor
mation requested on each application.

3. Visit local stores to determine what types of charge accounts 
they offer and what credit cards they accept.

4. If you receive a credit card through the mail that you did not 
request and you do not want to keep and use it, what should 
you do?

Matt McClellan operates a clothing store near a college campus. 
Many of his customers are students at the college. He has debated 
about whether he should sell for cash only or allow his customers 
to use all of the popular credit cards. Many of his competitors 
accept all of the multipurpose credit cards, and some have issued 
their own single-purpose credit cards. List reasons for using the 
credit cards in Matt’s store and arguments against the use of credit 
cards in Matt’s store.

Would you advise him to issue his own single-purpose card? 
What would you want to know about his store before you would 
advise him either to issue one or not to issue one?
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Commercial Artist
Do you have a knack for knowing 

which colors go together, what designs 
are pleasing and eye catching, or how 
different kinds of lettering can be used? 
People with these skills are needed in 
business to help turn an idea into 
something people can see and 
recognize — such as an eye-catching 
album cover.

These people are called commercial 
artists. Many things around you — from 
the box your macaroni comes in to a 
shoe advertisement in the newspaper, 
from the title of a movie flashed on the 
screen to the cover of this textbook — 
require the skills of commercial artists.

Commercial artists often work 
together as a team, each artist using 
special skills to come up with the final 
product. One person who is good at 
drawing makes the illustrations needed. 
Another who is familiar with typefaces 
puts the lettering in place. Another may 
select the colors for printing the finished 
products. They all follow the directions of 
the art director overseeing the project.

Preparation for a career as a 
commercial artist can begin in high 
school, with student experience on 
yearbooks and school newspapers. On- 
the-job training is possible through work 
with an advertising agency or publisher, 
for example. But special training is 
usually necessary for a person to move 
up from an entry-level job. Most 
professional commercial artists have had 
four or more years of college education 
in painting, sculpture, or architecture.

In addition, many commercial artists 
work as freelancers who do individual 
projects for those wishing to use their 
services. Freelancers can set their own 
hours and working conditions. However, 
competition for available work can be 
fierce.



CHAPTER 32

Buying the Big Item
• You wouldn't have much luck trying to buy a car with a credit card. It 

takes a lot of credit for that. Just how would you go about getting 
credit to buy a car?

• If you're going to make a big purchase on credit, be prepared for a 
big finance charge. You may also need some way to back up your 
credit. How do you think you would do that?

• When you shop for credit, there are a number of things to consider. 
For example, where do you go, and how much does it cost? What can 
you do to cut down on the costs?
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Do you know what these terms mean?

installm ents 
collateral 
repossession 
cooling-off period 
balloon payment 
acceleration clause 
add-on clause 
wage assignment 
credit life insurance 
holder in due course

dollar cost of credit 
promissory note 
secured loan 
unsecured loan 
cosigner 
principal 
simple interest 
discount method 
add-on method

You'll learn all about these terms in this chapter.

W hile many small items can be purchased w ith credit cards 
and charge accounts, different kinds of credit are used to buy big 
items. Payment for expensive items —  such as automobiles, furni
ture, and large appliances —  is usually spread over several months. 
Sometimes money is borrowed for large purchases.

As a consumer, you have two choices when you buy a large, 
expensive item. You can save your money and buy it in the future 
when you have enough cash. Or you can get it now and pay for it in 
the future —  in installments, regular monthly payments. Instead of 
saving beforehand, you are forced to save after the fact.

Let’s consider that you want an automobile to get to work. Is it 
possible to get to work on the bus or w ith a friend while saving 
money for a car? Or do you need the car now? You must decide 
whether obtaining the car now is worth the extra cost of buying on 
credit. Thousands of decisions like this are made all the time 
because buying a car on installment is the most common use of 
credit in our economy. Appliances such as television sets, refriger
ators, and washing machines are usually sold on installm ent. The 
costs of electric guitars, pianos, and other expensive musical instru
ments also are usually spread over a number of payments. Some of 
the things you buy from door-to-door salespeople are custom arily 
bought on installment plans too. These are such items as reference 
book sets, vacuum cleaners, home repairs, and photography service 
sold to you in your home.

BUYING ON INSTALLMENT
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Musical instruments are frequently bought on installment.

When you use installment credit, you make a down payment in 
cash or by check. The remainder of the amount owed, plus the 
finance charge, is divided into monthly or weekly installment pay
ments. W hat you buy is actually used as security to reduce the risk 
of the credit sale. The security or backing, called collateral (kuh LAT  
ur uhl), for the loan is the item you have bought on credit. A televi
sion set or an automobile can serve perfectly well as collateral. If 
you fail to make the payments on the installment loan, the automo
bile or television set can be taken back. It was your property, or 
possession, until then. The act of taking it back upon your failure to 
make payments is called repossession. The business can then sell 
the automobile or television set to another consumer to obtain the 
money still owed.

W hat happens when a creditor sells a repossessed item to 
recover the amount still owed? Suppose, for instance, that an auto
mobile is repossessed and sold for $1,500, but the person who signed 
the contract still owes $2,000. The debtor would still have to pay the 
balance due of $500, even though he or she no longer has the car. If 
the repossessed car were sold for $2,500, then the debtor should get 
a refund of $500. Unfortunately, in some cases the debtor may not 
be notified if the amount owed is more than covered.
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"Sorry, pal. You missed a payment and I'm going to have to repossess them."

Why do you think i t ’s important that creditors who sell 
repossessed items do not profit from the resale? What 
might otherwise happen?

Before You Buy on Installment
Buying an expensive item is a big decision —  and a costly one. 

Here are some questions you might ask yourself before making that 
big purchase on credit.

1. Do I really need this item im m ediately? O r can I w ait until I 
save the money or at least some of the money to make as large a 
down payment as possible? This is the first and most important 
question to ask yourself before using credit. You must decide 
whether having the item now is worth the extra cost of buying on 
credit.

2. W ill I be able to make the payments? Loans and credit pur
chases require some type of monthly payment. You must be sure 
that this additional expense w ill fit into your budget.

3. W ill the item have a lasting value? Buying an item on credit 
allows you to use the item while paying for it. W hat happens if the 
purchase becomes useless or wears out before I finish paying for it? 
W ill it be more difficult for me to make the payments after that 
point?

4. Did I shop around for the best credit rates? Like comparison 
shopping for any product, comparison shopping for credit can save 
money. Interest rates can vary w idely, depending on economic con
ditions and on where you borrow.
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The Installment Contract
When using installment credit, you are required to sign an 

installment contract. This contract is the legal agreement between 
the creditor, or lender of the money, and the debtor, or buyer. Con
sumers should be sure that all blanks on a contract are filled in. 
Equally as important, a ll the information on a contract should be 
understood. The following information is usually found on an 
installment contract:

• Description of the item
• Cash price
• Down payment and/or trade-in allowance, in the case of an 

automobile
• Unpaid balance
• Other charges, such as sales tax or fees
• Total amount financed
• Amount of finance charge
• Cash total of payments
• Deferred payment price (total cost including cash price, 

finance charge, and other charges)
• Annual percentage rate (APR)
• Number, amount, and due dates of payments
• Explanation of penalties for late payments
• Description of collateral

An installment contract w ith a door-to-door salesperson can be 
canceled if  several requirements are met. First, the installment pur
chase must be $25 or more. Second, the consumer must cancel the 
contract w ithin three business days —  not Sundays or holidays. 
And third, the installment contract must be w ith a door-to-door 
salesperson. This time during which a buyer can cancel is called a 
cooling-off period. To help avoid troubles, be sure to keep a copy of 
the installment contract for future reference.

Reading the Fine Print
Before you sign the installment contract, be sure to read the 

fine print. There may be an item there about the last installment 
payment you make. If the last payment is more than twice as large 
as a regular payment, it is called a balloon payment. As an example, 
suppose a particular installment contract calls for regular monthly 
payments of $100. However, the final payment is for $350. Perhaps
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the consumer can’t make such a balloon payment. As a conse
quence, just this missed last payment can mean repossession of the 
purchase even though most of the loan has been paid. Many states 
have made this balloon payment practice illegal.

Another bit of fine print may allow  a lender to ask for full pay
ment of the contract if an installment is late. This is a so-called 
acceleration clause. If  the full amount is demanded and not paid, 
the item may be repossessed. Taking on only monthly payments 
that you can afford w ill help to avoid any use of the acceleration 
clause.

Another paragraph in the contract may allow  you to buy sev
eral items on the same agreement. This is an add-on clause. Once 
the very first items are paid for, they serve as collateral for pur
chases made later and added to the installment contract. You may 
go along for some time, and then miss a payment on an item you 
have recently bought. Unfortunately, you might get a ll of your items 
repossessed. For example, you might buy a stereo, a television, and 
a radio on the same contract. Once the first two are paid for, you can 
miss a payment on the radio and have a ll three repossessed.

S till another clause permits a lender to take part of your wages 
if a payment is missed. This is called a wage assignment and 
amounts to your giving the store permission to have a part of your 
salary deducted if payments are missed. A wage assignment can 
mean a payroll deduction of money needed for living expenses.

Another bit of fine print in the contract may be a requirement 
to buy insurance to help cover the risk of the loan. Credit life insur
ance only makes the lender more secure and more likely to get the 
money. It is of little benefit to the borrower. In fact, it is usually 
quite expensive compared w ith other kinds of life insurance. Such a 
provision should be avoided, if possible.

Remember also that credit contracts are negotiable. That is, 
they can be bought and sold and transferred to another business 
such as a bank or finance company. Then the consumer has to make 
payments to the new contract holder, called the holder in due 
course. In the past, problems sometimes occurred when the product 
or service bought later turned out to be defective. The consumer 
complained, but the original seller had all the money from the bank 
or finance company. The holder in due course could legally continue 
to demand payments, not accepting responsibility for the defective 
product or service. Now, however, a Federal Trade Commission rule 
permits a consumer to refuse to pay for goods and services if the 
original agreement is not completely upheld and fulfilled.



A-1 AUTOS 121 S. MAIN STREET, AKRO N, OH 44308 

RETAIL INSTALLMENT CONTRACT

Ruypr’s Namfi (Print): [flard
Date: Ь  A0{. 7S  19 - -

Arlrlrftss- 2-0*1 B u t  l0-(v,l <fom . Of-

The undersigned Seller hereby sells and the undersigned Buyer, having been quoted both the 
following Cash Price and the following Deferred Payment Price, hereby buys for the Deferred 
Payment Price, on the terms and conditions hereinafter set forth, the following described motor 
vehicle, with accessories and equipment thereon, receipt and acceptance of which, in satisfac
tory condition, are hereby acknowledged by Buyer:

NEW OR USED YEAR MAKE BODY STYLE MODEL NO NO. CYL. FACTORY OR SERIAL#

Use \ W J t
Special Accessories and Equipment
(Check or specify those applicable)

Transmission: 0  Automatic
□ 4-Speed

0  Power Steering
□ Power Brakes
□ Power Windows

0  Air-Conditioning 
0  Radio
□ Other (Specify)

1. Cash Price
(incl. taxes, accessories, services)$

2. Downpayment
Cash Downpayment ___
Trade-in $___ n_____

Other Charges 
Certificate of Title Fee $-

S-
$-

ML

s iofr
Yr. Model Make 
Total Downpayment

Serial #
s4l£_

3. Unpaid Balance of Cash Price(1-2) $_2££fl_

Registration Fee 
Optional Insurance

5. Unpaid Balance 
Amount Financed (3 + 4)

6. Finance Charge
7. Total of Payments (5 + 6)
8. Deferred Payment Price (1 +4 + 6) 

Annual Percentage Rate

if
.

PAYMENTSCHEDULE

Buyer hereby agrees to pay to Seller the Total of Payments (Item 7 from above) in
monthly installments of ̂ \W .£ Seach and one final installment of £142. £ 5 °n  the like day of 
each month commencing Ot)r. I , 19 or, if different from date of transaction, finance 
charge begins to accrue Oe.4-. I .19 —  .

Signed.

Signed.

. Date 

. Date

An installment contract should be read and filled in carefully. 489
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Do you know o f someone who bought an expensive item 
'on the installment plan that turned out to be less than 
what the seller represented? What did the buyer do?

The Cost of Installment Credit
The simplest way of determining how much you will pay for 

installment credit is called the dollar cost of credit. This is the dif
ference between the cost of an item if you pay for it in cash and what 
it w ill cost if you buy it on installment. As an example, you can buy a 
television set for $350 in cash. If  you buy it on an installment plan, 
you may be told you w ill have to make a down payment of $50, and 
then pay $15 a month for 24 months. That’s $15 a month x 24 
months = $360 + $50 down payment. The total is $410. The differ
ence between $410 and $350, the cash price of the television, is $60. 
This is the dollar cost of credit on this particular item.

Another way of stating the cost of credit is in terms of the 
annual percentage rate. As a m atter of fact, under the Truth in Lend
ing law, which w ill be dealt w ith more fully in Chapter 33, a lender 
is required to state the true annual percentage rate. That makes it 
possible to compare the rates of several lenders. If  everything else is 
equal, then you can buy the same product from the lender who gives 
you the best APR. Sometimes a dealer or a business may give some
what better service than another, however, so it may be worthwhile 
to pay a higher interest rate on installment credit from the dealer 
w ith better service.

OBTAINING A CASH LOAN
You can also purchase a big item by obtaining a cash loan 

rather than buying it on the installment plan. One advantage of a 
cash loan is that you may get the loan at one place and buy the item 
at another. That way you can shop around and get the lowest price 
for a product. The cash loan isn’t tied to the item purchased. You 
can use loans to pay for automobiles, household improvements, 
vacations, education expenses, medical bills, and emergencies.

Cash loans can be obtained from banks, credit unions, savings 
and loan associations, and consumer finance companies. Consum
ers can also obtain cash on bank credit cards, w ith the loan billed on 
the customer’s monthly credit card statement. The percentage rates
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charged for loans vary, based on where the money is borrowed and 
the credit rating of the borrower.

When you get a loan, you have to sign an agreement to repay 
the loan w ithin a certain period of time. This written agreement is a 
promissory note. The promissory note states the amount of the loan, 
the date the loan was made, the due date, and the interest rate. Both 
the lender and the borrower must sign a promissory note.

A cash loan that has collateral to ensure payment of the bor
rowed money is called a secured loan. An automobile, stocks and 
bonds, and property are examples of items used to secure a loan. A 
loan that is not backed up by collateral is referred to as an 
cured loan. Understandably, the rates for this type of credit are 
usually higher due to the increased risk for the lender. An unsecured 
loan is sometimes called a signature or character loan.

Another way of reducing the risk of a loan is to get someone 
who w ill agree to make the payments if you can’t. This person, 
called a cosigner, may be a relative or close friend who not only 
knows you, but also knows that you are reliable in paying your 
debts. In effect the cosigner is actually lending his or her credit

hiring a cosigner for a loan reduces the lender's risk.
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rating to the person who wants to use credit. Through a cosigner, 
people who have never used credit can borrow for the first time.

In shopping for a loan, you have more freedom than when buy
ing on an installment plan. Any bank or agency that makes a loan is 
required by the Truth in Lending law to post the true annual rate of 
interest. That still leaves several different methods of determining 
the cost for the loan. For a cash loan that is to be repaid in a series of 
regular payments, interest is figured as it would be on an install
ment contract. However, some cash loans are single-payment 
loans —  the entire amount of the loan, plus the interest, is repaid at 
the end of the time agreed to in the promissory note. In addition to 
comparing annual interest rates, you should see what method is 
used to determine the cost of credit.

Simple Interest
The amount borrowed, or principal, is one of the three factors 

in determining the cost of a loan. The two other factors are the 
interest rate and the amount of time for which the money is bor
rowed. W ith the simple interest method, the principal is multiplied 
by the interest rate, and then by the amount of time expressed on a 
yearly basis. Two sets of examples, using the simple interest 
method, show how the rate of interest and the length of time affect 
the cost of a loan even when the principal remains the same. In the 
first example, only the interest rate varies:

Principal Interest rate Time
Cost of 
credit

$500 x 12% (.12) x 1 year $60.00
500 x 18% (.18) x 1 year 90.00
500 x 15.5% (.155) x 1 year 77.50

Now, using the simple interest method, w e’ll change the time of
the loan, keeping the principal and interest rate the same:

Cost of
Principal Interest rate Time credit
$500 x 12% (.12) x 4 years $240.00
500 x 12% (.12) x 3 months (.25) 15.00
500 x 12% (.12) x 6 months (.5) 30.00
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You can see how shortening the time of repayment or getting a 
lower interest rate affects the cost of credit.

Discount and Add-On Methods
Another factor to consider when requesting a cash loan is 

exactly how much you actually need. There are two methods used in 
figuring the actual amount of a loan. W ith  the discount method, the 
interest is deducted from the principal in advance. You get only the • 
principal less the interest to work w ith. For instance, a $500 loan 
discounted at 12 percent for one year means you get $440 to use 
($500 -  $60). The total payment to be made, however, w ill equal 
$500.

W ith  the add-on method, you get $500. The interest rate of 12 
percent, however, means that the total loan is $560. When request
ing a loan, you have to be aware of both methods.

SOME RULES TO FOLLOW
Interest costs or finance charges are the price that goes with 

buying now and paying later. Credit costs are not the same every
where, so it is wise to compare. A difference in interest rates can 
mean hundreds of dollars on a big item over a long period of time. 
Traditionally, borrowers have observed several important rules, as 
listed below:

• Compare the cost of credit at different stores and lending 
places. Banks and credit unions w ill usually be less expensive 
than a consumer finance company or a department store.

• Make the largest down payment you possibly can. The more 
money you put down, the sm aller the amount to be carried 
on credit.

• Make your monthly payments as large as you can afford on 
your budget. You w ill be paying your loan back faster, and 
thus saving on credit costs.

• Reduce the length of your installment contract as much as 
possible. It might be easier to pay $20 a month than $40. But 
an installment loan for 12 months w ill cost you a lot less than 
one for 24.
The traditional rules about borrowing may not apply 
during periods o f  high inflation. Why is this so?
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SUMMARY
In buying an expensive item like an automobile or a vacation 

trip, there are a couple of ways to go. You can enjoy the car now by 
paying for it in installments. B y  signing an installment contract and 
agreeing to make regular payments over a period of time, you don’t 
have to wait. But using credit does add to the cost of the car, and 
there are some things to watch for in the fine print of the contract. 
The cost of installment credit can vary w idely, and sometimes you 
have to get the credit where you are purchasing the item.

When you get a cash loan, you can shop around a bit more. And 
you may be able to get a cosigner to make it even easier to obtain 
credit. W hatever you do, observe some simple rules in shopping for 
credit. Don’t sign anything until you’re sure. In buying the big item, 
remember that there’s usually a long time to pay.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 19. Then 
write the term that best matches each numbered definition.

3.

5.
6.

acceleration clause 
add-on clause 
add-on method 
balloon payment 
collateral 
cooling-off period 
cosigner
credit life insurance 
discount method 
dollar cost of credit

holder in due course 
installments 
principal 
promissory note 
repossession 
secured loan 
simple interest 
unsecured loan 
wage assignment

1. Insurance purchased by the borrower to help cover the risk of 
the loan.

2. The last payment of an installment contract that is more than 
twice as large as a regular payment.
A method of figuring the actual amount of a loan in which the 
interest is deducted from the principal in advance.

4. A clause in some installment contracts that allows a lender to 
ask for full payment of the contract if an installment payment 
is late.
The amount borrowed.
A method of figuring the actual amount of a loan in which the 
amount of interest is added to the principal.
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BUILDING
READING
COMPREHENSION

7. The security or backing for a loan.
8. The person, bank, or finance company that has bought and 

holds credit contracts from a business.
9. A cash loan that has collateral to ensure payment of the bor

rowed money.
10. The time during which a buyer can cancel a contract with a 

door-to-door salesperson.
11. A person who agrees to make the payments on a loan if the 

borrower does not.
12. A clause in a contract that allows for the purchase of several 

items on the same agreement.
13. A method of figuring interest in which the principal is multi

plied by the interest rate, and then by the amount of time ex
pressed on a yearly basis.

14. The difference between the cost of an item if you pay for it in 
cash and what it would cost if you bought it on installment.

15. The act of a creditor taking an article back when the debtor 
fails to make payments.

16. A loan that is not backed up with collateral.
17. A clause in a contract that gives your permission to deduct a 

part of your salary if payments are missed.
18. Loan payments that are made on a regular monthly basis, 

allowing you to use a good or service before you have finished 
paying for it.

19. A written agreement to repay a loan within a certain period of 
time.

1. What are your two buying choices when purchasing expensive 
items?

2. What are some common uses of credit in our economy?
3. Why does collateral reduce the risk of installment buying?
4. What are four questions to ask yourself before buying on in

stallments?
5. Under what conditions can an installment contract signed 

with a door-to-door salesperson be canceled?
6. What problem can be caused by an acceleration clause in a 

credit contract?
7. What is the danger of having an add-on clause?
8. What is a holder in due course? How has the law regarding 

holders in due course changed? In what ways is the law helpful 
or harmful to consumers?

9. What is the difference between a secured loan and an unse
cured loan?

10. What is the role of a cosigner of a loan?
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BUILDING
BUSINESS
CONCEPTS

M

1. Should people who are not able to save money use installment 
credit to force them to save in the form of installment pay
ments? Why or why not?

2. Do you think repossession of goods bought on installment 
should be allowed if the buyer cannot make payments? What 
advantages does repossession give to the seller? What prob
lems still are not solved by repossession?

3. Suppose you want to buy a television set but have only part of 
its cost saved. What guidelines would you follow in deciding 
whether to buy one on credit?

4. What problems should consumers be aware of when buying on 
the installment plan from a door-to-door salesperson?

5. Why do you think many states have outlawed balloon pay
ments on installment contracts?

6. Some lenders of money require the buyer to buy credit life 
insurance. What problems do you see with this practice?

7. What is the best way for consumers to compare interest rates 
when using credit?

8. “Credit contracts are all slanted in favor of the lender.” Do you 
agree? Explain.

9. Why may buying on the installment plan help a person get a 
defective purchase repaired?

10. Which would be more expensive, a 10 percent discounted loan 
or a 10 percent add-on interest loan? Why?

BUILDING
BUSINESS
EXPERIENCE

1. Consumers who pay off an installment loan early will usually 
get a refund for some of the finance charge. Many times, the 
amount of the refund will be less than that for the amount of 
the time the money is not used. For example, a consumer who 
pays off a loan six months early may get a refund of only four 
months’ finance charge. Why does this happen?

2. Survey a number of adults on their opinions about buying 
expensive items. Do they favor using credit for such pur
chases? For what types of items would they pay only cash? Do 
they buy from door-to-door salespeople? Why or why not?

3. You purchased a refrigerator on the installment plan from an 
appliance store, and your contract was sold to a finance com
pany. If the refrigerator is defective, what can you do to make 
sure the store exchanges or repairs it even though the store has 
been paid bv the finance company?

4. Many items can be bought for cash, on the installment plan,or 
with a charge account. For each of the items at the top of the 
next page, indicate the best way, in your opinion, to pay for it. 
Explain your choice in each case.



Unit 8 Using Credit Wisely 497

a. A swimming pool e. A stereo system
b. A sofa and chair f. A motorcycle
c. Clothing g- A refrigerator
d. Books for school h. A week's groceries

BUILDING 1. For each of the following items, calculate the dollar cost o f
MATH credit by deducting the cash price from the total credit price.
SKILLS The first answer is given for you as an example.

Item
Down
payment

Amount of
monthly
payment

Number of 
payments

Total
credit
price

*
Cash
price

Dollar 
cost of 
credit

Car $500 $200 00 36 $7,700 $6,000 $1,700
Chair 50 14.00 14 7 200 7
VCR 30 31.00 12 ? 350 7
Desk 35 13.50 18 7 225 7
Stove 0 18.50 24 7 349 ?

2. Using the simple interest method (Principal x Rate x Time), 
compute the interest for the following loans:

Amount of loan x Annual interest rate x  Time of loan = Interest

$3,600 18% 3 months $162
2,450 15% 6 months 7

825 18.5% 1 year 7
1,850 16.5% 1 year 7
2,500 21% 1 'A years 7

680 13.25% 3 years 7

3. For each of the following loans, compute the amount of the 
monthly payment by dividing the amount borrowed plus the 
finance charge by the number of payments.

Amount of 
loan

Finance
charge

Number of 
payments

Amount of 
payment

$ 660 $ 90 6 $125
1,000 152 12 7
7,540 2,300 48 7

460 65 15 7
2,300 250 24 7
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Mary Kay Ash
"The speed of the leader is the speed 

of the gang," according to Mary Kay Ash, 
founder of Mary Kay Cosmetics, a 
multimillion-dollar corporation 
headquartered in Dallas, Texas.

In 1963, using her 25 years of selling 
experience and her $5,000 of life savings, 
she founded Mary Kay Cosmetics after 
buying the formula for a skin softener 
she had been using. She began to make 
this softener herself and, with ten 
saleswomen, called beauty consultants, 
she began to market it and other 
cosmetics. Marketing by these consultants 
was so successful that by 1968 the public 
sale of shares in the Mary Kay Cosmetics 
Corporation had made Mary Kay Ash a 
multimillionaire.

Today Mary Kay cosmetics are still 
sold by beauty consultants. A consultant 
sets up a beauty show in a friend's home 
and demonstrates Mary Kay cosmetics to 
other women. These women can buy the 
products right away, without having to 
order through the mail.

Ms. Ash attributes her company's 
success to her personnel management 
policy, which she says is based on the

Golden Rule. Famous for the diamond 
bumblebees, mink coats, and pink 
Cadillacs with which it rewards successful 
saleswomen, Mary Kay's "people 
management" policy emphasizes 
employee development by managers. 
Everyone is responsible for making others 
feel important, regardless of the work 
they do. Ms. Ash admits she looks upon 
employees as entrepreneurs accountable 
for their own successes or failures, but 
she will not ask an employee to do a 
difficult task unless she also does it 
herself.

Again and again Ms. Ash's managers 
tell employees her story of th* 
bumblebee, whose body is too heavy for 
its wings. The insect should not be able 
to fly. But because the bumblebee 
doesn't know this, it flies anyway. In 
other words, beauty consultants should 
not think about what they can't do, but 
just go out and try.
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CHAPTER 33

Credit and the Law
• When you consider the amount of credit in our economy, you can 

appreciate why consumers need protection. What would you say was 
the biggest single matter that there ought to be a law about when it 
comes to credit?

• Since a credit rating is so important, there should be laws spelling out 
what information can and cannot be used to determine it. What do 
you think your rights should be as far as a credit rating is concerned?

• Let's suppose you could make your own list of rights for consumers 
of credit. What "rights" would you have in it? Why?
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Do you know what these terms mean?

usury law Fa ir Debt Collection
Truth in Lending law  Practices Act
Equal Credit Opportunity Act credit counselor
Fa ir Credit Reporting Act consolidation loan
Fa ir Credit B illin g  Act bankruptcy 
collection agent

You’ll learn all about these terms in this chapter.

Easy credit has led some consumers deeply into debt. Unfair 
credit charges, b illing mistakes, and refusal to give credit are other 
problems that have been created as credit has become so popular. 
W hat can you do about them? How do you prevent someone from 
charging too much for credit or unfairly treating some people who 
apply for credit? What help is available to you if you do have prob
lems w ith debt?

PROTECTING YOUR CREDIT RIGHTS
M any abuses of credit are not the fault of consumers. To protect 

consumers, the control and regulation of credit have become a mat
ter of federal regulation. When it comes to credit in our business and 
economic world, there now are laws that assure that consumers will 
be treated more fairly.

The first credit laws were designed to protect consumers from 
high interest rates. Lawmakers decided on the highest rate of inter
est that could be charged for credit. That kind of protection was 
called a usury (YOO  zhuh ree) law . Today the maximum rates of 
interest are set by each state.

Concern about consumer problems resulted in the passage of 
other national laws. Among other things, these laws helped to 
inform consumers about the costs and other matters concerning 
credit. They established rules and regulations concerning credit 
application, credit history information, and debt collection. Above 
all, they provided for a smoother running of our credit machinery.

Consumer Credit Protection Act
At one time a major problem consumers faced when buying on 

credit was knowing just how much credit would cost. In one place
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credit might be available for $10 down and $2 a week. An adver
tisement might say "12 percent add-on interest.”  A department 
store might be promoting charge accounts " . . .  w ith only l j  per
cent per month carrying charge.”  How do you ligure all of this out? 
To make comparing credit costs easier, Congress passed the Con
sumer Protection Act, commonly known as the Truth in Lending 
law.

The single most important part of this law is the requirement 
that a ll costs of borrowing be made known to the consumer. The 
Truth in Lending law requires costs to be expressed in two ways 
that you have already read about. One is the dollar cost of credit, or 
the total finance charge. The other part of the cost of borrowing is 
the annual percentage rate, or APR. Consumers are able to see the 
total finance charge at a glance, which helps them determine 
whether buying on credit is worth the extra cost. In addition, the 
APR can be compared w ith interest rates at various banks, credit 
unions, and finance companies. Besides cost information, the Truth 
in Lending law requires that consumers be told the credit terms and 
conditions. For instance, what happens if a payment is late? Is the 
finance charge reduced if the loan is paid off earlier than agreed? If 
so, by how much?

Another important condition in the Truth in Lending law 
involves the advertising of credit. An advertisement must tell the 
number, the amount, and the period of payments if  the amount of 
the down payment is given. In other words, if an ad states ‘‘$10 
down and $2 a week," the number of weeks must also be given.
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i

Personal Loans 
to Fit Your Budget

Amount Term Monthly Payment
$2,500 36 months $ 95.34*
3,000 48 months 94.35*
4,000 48 months 125.80*
5,000 48 months 151.88**

*21.9% Annual Percentage Rate. 
**19.9% Annual Percentage Rate

Other amounts and terms also available. Call for details.

Tri-County Finance Corp.
1128 South Willow Blvd. 982-7701

The Truth in Lending law enables consumers to get accurate information.

The Truth in Lending law also protects credit card customers. 
As you know, if your lost or stolen card is used by someone else, your 
payment for any purchases is lim ited to $50. Also, credit card com
panies may not send unrequested cards to consumers.

How could unrequested credit cards pose a threat to 
consumers?

Equal Credit Opportunity Act
When you apply for a loan or a credit card, you are required to 

provide certain information. The credit application is evaluated to 
determine whether you are a good credit risk. This information 
should be judged fairly to decide who is to be granted credit. One 
consumer must not be treated less fairly than another. To do so is to 
engage in discrim ination. The Equal Credit Opportunity Act makes 
discrim ination in credit applications illegal.

No person may be denied credit or discrim inated against on the 
basis of age, sex, m arital status, race, nationality, religion, or
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income that comes from government assistance. A person may be 
denied credit only if he or she has a low income, currently owes 
large amounts of money, or has a poor record of past payments. If a 
person is denied credit, he or she must be given a written statement 
of the reasons for that denial. The Equal Credit Opportunity Act 
requires that all credit applicants be informed of their acceptance 
or rejection w ithin 30 days. This means that a consumer does not 
have to wait long without knowing whether his or her application 
has been accepted or rejected. If  your credit application is rejected, 
you must be told the reason.

The credit rights of women are especially spelled out in the 
Equal Credit Opportunity Act. It is in fact illegal to den^ a person 
credit just because she is a woman. Also, it doesn’t matter, as far as 
obtaining credit is concerned, whether a person is married, single, 
widowed, divorced, or separated. Every credit application must be 
evaluated solely on the basis of financial responsibility. And a m ar
ried woman may use either her maiden name or her m arried name 
when using credit.

Signs don't always tell you all the credit terms and conditions. Get all the information 
before you buy.
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Fair Credit Reporting Act
As a person applies for and uses credit, a file is kept on that 

person at one or more credit bureaus. This file includes personal, 
employment, and financial information. In the past there has been a 
lot of concern about the accuracy of credit file information. Too 
often it seemed that information that was merely hearsay or gossip 
somehow got into the file. For these and other reasons the Fair 
Credit Reporting Act was passed.

The Fa ir Credit Reporting Act gives you the right to know what 
is in your credit file. Incorrect information must be removed after a 
re-examination of the situation. If there is still disagreement 
between you and the credit bureau, you have the right to have your 
version of the situation placed in your file. For example, suppose 
you stopped payments on a stereo system because you believed it 
was defective. The store you bought the set from had different infor
mation on file. Both  your version and the store’s version should be 
included in your credit file.

Why do you think it ’s im portant that a ll versions o f a 
disputed cred it problem  be placed in  one’s cred it file ? 
W hat m ight happen otherw ise?

The Fa ir Credit Reporting Act also requires that when a credit 
investigation is being conducted, you must be notified of this action. 
In addition, if a person is denied credit, insurance, or employment 
because of a credit report, that person must be given the name and 
address of the credit bureau that provided the report.

The privacy of the information in your credit file is certainly 
very important to you. According to law, not everyone can get a 
copy of your credit report. Only authorized persons may request to 
see it. A credit report on you may be legally obtained when you 
apply for additional credit, a job, or insurance. Curious friends and 
neighbors are not allowed to see your file.

Fair Credit Billing Act
Every month m illions of credit card and charge account cus

tomers receive their monthly statements. Most of the time these 
bills are correct. But occasionally a billing error can occur. Errors 
may be due to a computer problem, the listing of incorrect amounts, 
or charges to your account that are not yours. The Fa ir Credit Bill
ing Act gives steps to be followed when errors occur. The law also
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Keep your charge slips so you can check them against the monthly statement.

requires that consumers be notified regularly of what to do to get an 
error corrected.

The first step in correcting errors is to notify the creditor in 
w riting w ithin 60 days of the billing date. You must give your name, 
account number, an explanation of the error, and the amount of the 
error. W hile waiting for a reply, you do not have to pay the part of 
the bill that you believe to be in error. You still have to make any 
other payments that are due. The creditor must either correct the 
error or explain in writing why the account is correct w ithin two 
billing periods, or not more than 90 days. Your account cannot be 
closed for refusal to pay during that time. If the creditor made the 
mistake, you w ill not have to pay any finance charge on the part in 
error. If  there was no error, you may have to pay a finance charge for 
late payments.

This law, like the Fa ir Credit Reporting Act, allows a consumer 
to tell his or her side of the story, in this case w ith a possible billing 
error. Any information sent to a credit bureau must report that the 
consumer believes the b ill to be in error.
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The Fair Credit B illing  Act permits consumers to stop a credit 
card payment for items that are damaged or defective. You must 
first attempt to return the damaged or defective item before you 
stop your payment. In addition, the item has to cost more than $50, 
and the store has to be w ithin 100 miles of your home. On items 
valued at less than $50 or purchased more than 100 miles away, 
payment must be made and the problem worked out w ith the store.

Fair Debt Collection Practices Act
A collection agent is a person who has the job of collecting debts 

that are overdue. Consumers who get behind in their'credit pay
ments may be called on by an agent. At one time, collection agents 
could use almost any method they chose to collect overdue bills. 
They could call late at night, use threats of ja il or seizing property, 
and even try to collect more than was owed. The Fa ir Debt Collec
tion Practices Act made all of these practices illegal.

"Now, Mr. Fiske, about that $83 you owe me "

This act protects consumers from collection agents in several 
ways. First, collection agents must identify themselves to the people 
whose bills they seek to collect. They cannot tell others about the 
debt. This is considered a violation of privacy and is forbidden by 
the law. They cannot contact people at work, if that is not permitted 
by the employer. Collection agents are not allowed to make tele
phone calls without identifying themselves. They can't keep calling
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or pretend to be someone else. Nor can they use postcards that men
tion the amount of the debt owed.

Why should collection agents be forbidden to m ail 
postcards listing  the am ount owed?

ENFORCING THE LAWS
Enforcing the various laws that have to do w ith the use of credit 

is the job of several government agencies. Overall responsibility for 
enforcement belongs to the Federal Trade Commission (FTC). The 
FTC helps consumers w ith credit problems. It handles Complaints 
about being unfairly turned down for credit, being overcharged on a 
b ill, or being bothered by collection agents. The FTC is charged w ith 
helping w ith the Truth in Lending law, the Fa ir Credit Reporting 
Act, and credit card problems.

In addition to the Federal Trade Commission, other govern
ment agencies deal w ith particular credit matters that fall under 
their supervision. The following list gives federal agencies and the 
institutions whose credit complaints they handle:

Federal Agency Credit Activities o f
Com ptroller of the Currency Over 4,700 national banks
Federal Reserve System Member banks
Federal Deposit Insurance State banks that have 

Corporation federal insurance
Federal Home Loan Savings and loan 

Bank Board associations
National Credit Union Federally chartered 

Association credit unions

As you can see, consumer credit protection extends right up to 
the federal government. In addition, you can contact your state 
banking department about credit problems. A consumer protection 
division of the state attorney general’s office also deals w ith com
plaints that may not be handled by other governmental agencies. 
Many cities and other local governments also have consumer credit 
protection agencies. Telephone books list those agencies.

Final responsibility for credit protection rests w ith you. After 
all, a law can help you only if you know about it in the first place. 
You have credit rights. Insist on those rights, and the laws w ill pro
tect you.



508 C hapter 33 Credit and the Law

WHEN YOU’VE GONE TOO FAR
W hat can you do when you’ve caused the credit problem? Can 

anything be done after you’ve gone too far in your use of credit? It ’s 
best to try to avoid credit problems; but if it is too late, there are 
some answers or solutions.

If  you find yourself unable to meet payments, your first step 
should be to contact the creditor. Bv  talking to the credit manager, 
you w ill probably be able to work out a plan that w ill make your 
payments easier. The credit manager might agree to smaller 
monthly payments by increasing the total number of them. Or you 
might arrange to pay only the finance charges for a rrfanth or two 
until you can get caught up on your money problems.

Consumers who sim ply cannot work out their own credit prob
lems should consider talking to a credit counselor. This person has 
the job of assisting consumers w ith their credit problems. A credit 
counselor w ill help revise a person’s budget, contact creditors to 
arrange a new payment plan, and even assist in obtaining extra 
income. Credit counselors can be found in banks, credit unions, and 
nonprofit counseling services.

Another possible answer to your credit problems is to bring all 
your debts together into a large loan, called a consolidation loan 
W hile this may seem like a desirable way to solve your problems, 
there are two dangers. First, a consolidation loan is a kind of des
perate, last-measure effort to shore up your credit. As a conse
quence, it has a high interest rate because the person getting the 
loan is a poor credit risk. Second, although a number of monthly 
payments have been consolidated into one, that doesn’t stop the 
person from making new purchases. A person who has to get a con
solidation loan should be careful not to get into additional credit 
problems.

When all answers still don’t work, one last possibility is bank
ruptcy. This is a legal process in which some or all of the property 
and wealth of a person who is declared incapable of carrying any 
more debt is distributed among his or her creditors. Bankruptcy can 
be declared for individuals as well as for businesses. The court 
decides how much of the person’s property may be kept and how 
much must be sold to pay off the debt. Although bankruptcy per
mits an individual to start again w ith a clean slate, it is the last 
solution to be considered. It w ill obviously have a very bad effect on 
a credit rating. And it leaves a permanent record of credit failure in 
a person’s credit history.
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W hat circum stances, if  any, m ight cause you to file  fo r 
personal bankruptcy?

SUMMARY
Since credit has become almost a way of doing business, it has 

become necessary to protect and safeguard the consumer in the use 
of it. There now are laws w ith these requirements that specifically 
protect the person using credit:

• Statement of annual percentage rate of interest
• Statement of total finance charge
• No discrim ination on the basis of age, sex.j^ce, nationality, 

or religion
• The right to know your credit history —  and to challenge it
• The right to privacy of credit information
• The right to challenge and to stop incorrect billing
• Control of debt collection practices

Standing behind these laws are not only federal agencies but 
also state and local governmental agencies as well. Your good credit 
is worth protection —  by you as well as by the government.

If  your good credit has gone bad —  or has gotten out of hand —  
there are several steps you can take. All of the solutions have a 
"cost,”  however. For example, you may pay in higher interest costs 
or in a lowered credit rating. It is best, therefore, to avoid credit 
problems in the first place.
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BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 10. Then 
write the term that best matches each numbered definition.
bankruptcy
collection agent
consolidation loan
credit counselor
Equal Credit Opportunity Act
Fair Credit Billing Act

Fair Credit Reporting Act 
Fair Debt Collection 

Practices Act 
Truth in Lending law 
usury law

1. Law that makes discrimination in credit applications illegal.
2. A person who has the job of collecting debts that are overdue.
3. Credit law that lays out steps to be followed when errors occur 

on monthly statements.
4. Credit law designed to protect consumers from high interest 

rates.
5. Credit law that sets up regulations that must be followed by 

anyone who collects money owed.
6. A credit law that requires listing all costs of borrowing for 

consumers.
7. Credit law that gives you the right to know what is in your 

credit file.
8. A person — usually with a bank, credit union, or nonprofit 

consumer counseling service — who helps persons with credit 
problems.

9. A loan that brings together all of the debts of a consumer.
10. A legal procedure that distributes a debtor's property or

money among the creditors if the debtor cannot manage the 
debt.

BUILDING
READING
COMPREHENSION

1. What is the purpose of a usury law?
2. How does the Truth in Lending law help consumers compare 

credit costs?
3. Give six examples of credit discrimination.
4. What are three reasons a person may be denied credit?
5. What should a consumer do if there is an error on a credit card 

or charge account bill?
6. Name five practices that are not permitted under the Fair 

Debt Collection Practices Act.
7. What government agencies can consumers contact to get help 

with their credit problems?
8. How does a credit counselor help people with their credit 

problems?
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9. What is an advantage of a consolidation loan? What arc its 
disadvantages?

10. Why is bankruptcy a last resort for a consumer with debt prob
lems?

BUILDING
BUSINESS
CONCEPTS

2 .

3.

5.

6 .

7.

8.

9.

10.

A person may be denied credit only if he or she has a low 
income, owes large sums of money, or has a poor credit record. 
Why do you think the Equal Credit Opportunity Act allows 
these reasons? In what other ways does the Act protect con
sumers?
What credit rights of women are protected under the Equal 
Credit Opportunity Act? *
You have applied for credit at a department store. The store 
has denied you credit because of your credit rating. Since you 
know that you have always paid your bills on time, what 
action should you take?
For a small fee, you can see your credit file at any time. Why 
would you want to check your file?
How does the Fair Debt Collection Practices Act protect a per
son’s privacy?
Gary owed money on a loan. He had made arrangements, he 
thought, for repayment over a longer period of time than his 
original agreement. One day he received a phone call at work. 
A collection agent threatened to call his employer and tell him 
about Gary’s failure to pay his debt. Late that night he called 
Gary again and said he must receive full payment of the loan 
or he would "take drastic action.” What actions by the collec
tion agent were in violation of the law? What would you 
suggest Gary do in this case?
How can consumers become better informed of their rights as 
credit customers? Suggest some methods to inform and edu
cate people about credit laws.
Jeannie owed several bills and just could not keep up the pay
ments. One day she saw an ad in the paper: “ Consolidation 
loans. Let us solve your problems with bills. Make only one 
payment per month.” What questions should Jeannie ask 
before she uses this solution?
Why should bankruptcy be considered a last resort for an indi
vidual who has credit problems?
The Truth in Lending law requires that consumers be told the 
dollar cost of credit and the annual percentage rate. How can 
this information help protect consumers from getting into 
credit trouble?
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EXPERIENCE

BUILDING 1. The Truth in Lending law requires that consumers be given 
BUSINESS__ complete credit cost information in advertisements that men

tion credit sales. For each of the following, decide whether the 
ad gives complete credit information. Explain your answers.
a. ‘‘$20 down, $43 a month."
b. "Finance charge is $10 a month, 18.15% APR."
c. ‘‘$35 down, $14 a month for two years.”
d. ‘‘Payments for 52 weeks, only $15 down payment."

2. For each of the following situations, decide if it is a violation of 
the Equal Credit Opportunity Act.
a. A woman denied credit due to missed payments on her 

charge accounts.
b. A man denied credit because he is 79 years old.
c. A woman denied credit because her husband owes a large 

amount of money.
d. A person denied credit because of an income of $8,000 a 

year.
3. Look through your local newspaper for several days. Collect 

advertisements for installment and consolidation loans and 
installment purchases. Bring them to class for discussion. 
What is the dollar cost of the advertised loans?

4. Consult your local telephone book and list all of the local, 
state, and federal agencies that provide consumer credit pro
tection for your community.

5. List as many reasons as you can that you think are good rea
sons for people to be denied credit. Ask your parents, neigh
bors, and business people for their ideas on good reasons. 
Bring the list to class and be ready to discuss the reasons.

BUILDING
COMMUNICATION
SKILLS

The Business Club at your school has asked you to give a report on 
Consumer Credit Protection. You decide to use the information in 
this chapter as your basic guideline and to do further research in 
your school and local libraries. Also, you have decided to prepare a 
written outline of your report to give each person attending the 
meeting. The outline will list the laws and their provisions for 
protecting consumers who buy on credit. To help your audience, 
you want to include the government agencies that protect credit 
customers. You also want to tell them about local sources of help 
for consumers.

1. Prepare an outline that could be given to members of the Busi
ness Club.

2. Form a panel with some other members of your class and 
report to the rest of the class on information about consumer 
credit protection.



Comparable Worth
The issue of comparable worth has 

been called the civil rights issue of the 
decade. Comparable worth refers to 
determining the value of a job according 
to its worth to the employer. In 
comparing jobs, comparable worth 
requires a look at all jobs, not just similar 
jobs. Thus, the jobs of secretary and 
electrician could be compared and 
similarly valued, for they might be

viewed as being equally demanding and 
essential to a business. Which job has 
more value, or worth, to the company is 
usually decided by rating the two jobs on 
a point system.
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People who support comparable 
worth believe that requiring both public 
and private employers to rate jobs would 
help rid the work force of discrimination. 
Those against comparable worth believe 
that such a system ignores supply and 
demand in the marketplace. Different 
jobs are worth more, or less, to 
employers at different times, depending 
on the economy. The issue of comparable 
worth came about because of the 
difference between the average earnings 
of men and women. On average, women 
earn two-thirds the amount that men 
earn.

Although there have been favorable 
court findings for both sides of the 
comparable worth issue, the decisions 
have not been clear enough to make any 
dramatic change in the system. Also, a 
problem in any discussion of comparable 
worth usually involves a discussion of 
discrimination against women. For both 
sides, this point only increases the 
complexity of the issue.

Women began to enter the job 
market in great numbers in the 1970's, 
and the numbers have continued to rise 
since then. In spite of the greater 
numbers of women in the work force, 
men still hold the majority of managerial 
positions. Thus, it is sometimes difficult 
to separate discrimination problems from 
comparable worth problems.

Both sides do agree that job 
evaluations are necessary and long 
overdue, but they cannot agree on how 
to make these comparisons. Until this 
roadblock is passed, comparable worth 
will remain a much discussed issue.
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Uainq Cnedit 
ал а Соплитеп: 
/1 Simulation

Do you or your parents have a credit card? If so, you are among the 
majority of consumers in this country who use credit cards for making 
many of their purchases. Credit plays an important part in the lives of 
most consumers. As a consumer, you have a choice in deciding how to 
buy the goods and services that you want or need:

1. You can save your money so that you can pay in cash.
2. You can buy goods and services on credit and pay interest on the 

amount of money borrowed.
To learn how to use credit wisely, complete the simulation. Using 

Credit as a Consumer. In this simulation, each person in your class will 
assume a role in our market system. Four people will be lenders. They will 
decide whether or not a consumer can be granted credit and, if so, at 
what interest rate. The other members of the class will be consumers. 
Each consumer will try to acquire as many of the wants on his or her list as 
possible, and will try to end the simulation with more cash left over than 
anyone else in the class.

To start the simulation, go to your workbook Student Activities, 
Chapters 22-41. The materials and instructions for the simulation are 
located after Chapter 33. If you do not have a Student Activities book, ask 
your teacher for the materials and instructions you will need to complete 
the simulation.
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CHAPTER 34

Putting Your
Money to Work

• In the future you probably want to be a lot better off financially. You 
can get started now. How? More importantly, why?

• You can put your money to work. This is especially true with your 
"extra" money. How would you plan to use extra money?

• You've heard of people who put their money in a can and bury it in 
the back yard. Why is this money really wasted?
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Do you know what these terms mean?

saving risk
investing rate of return
collectibles liquidity

You'll learn all about these terms in this chapter.

Earlie r you read that your personal budget really is not com
plete without a regular plan for savings. Saving is putting aside 
money for future use. You may save just for a "ra iny day” or for that 
special vacation. Sometimes you may have a goal, sometimes you 
may not. No m atter why you save, you should know that while you 
are saving, you can be earning additional money at a regular rate. 
Your money, therefore, w ill be working for you. There are various 
ways of putting your money to work. Some ways may return more 
money. Some may return money faster than others. Some involve 
more chances. In the chapters that follow, specific places where you 
can put your money to work w ill be described. Here you’ll learn 
general guidelines for making the best use of your savings.

WHY SHOULD YOU SAVE?
Saving makes sense for practically everybody. All of us need a 

large amount of money at some future date. Perhaps it ’s for a car, a 
vacation, or an education. Even if you are lucky enough to avoid the 
unexpected big expense, there’s still the big item you can’t manage 
w ith your weekly income. People save for many reasons, but there 
are three overall ones: a specific goal, an emergency, or security.

A Goal
Usually the goal in savings is for an expensive item such as a 

new car, a big household appliance, or a vacation trip. Items such as 
these may require saving for more than a year. Shorter savings 
goals, of less than a year, may be set for purchasing new clothing or 
buying holiday gifts for friends and relatives. A goal provides both a 
reason and the desire to save, regardless of the size or nature of the 
item involved.

Do you have a savings goal right now ? W hat is it fo r? Is  it 
a short-term goal or a long-term goal?
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An Emergency
An illness or unexpected automobile repairs can cause a need 

for extra money. Sometimes that extra money is needed so quickly 
that there’s hardly time to shop around for a loan. And a loan costs 
money. A sensible person usually has money set aside for emergen
cies. Some people even establish two savings plans. One plan is for 
savings to meet a particular goal; the other plan is for savings to 
handle an emergency.

It's a good idea to save some money for a rainy day.

Security
A person or fam ily usually wants to be free of money worries, 

that is, to have financial security. Having a regular savings plan or 
some other form of investment w ill certainly reduce your money 
problems and insecurity. The ideal situation is to be able to buy 
expensive items as you need them and to meet emergencies as they 
come.

The decision to save makes sense for practically everybody. 
Like most decisions, however, this decision involves opportunity 
costs. The opportunity cost of saving is what you could buy imme
diately w ith the money you put aside for future use. When you save, 
you are saying in effect that the satisfaction you gain from knowing 
your money w ill be there when you need or want it is greater than 
the satisfaction you gain from an immediate purchase.



Unit 9 Saving and Investing 519

MAKING THE MOST OF YOUR SAVINGS
Once you have made the decision to save, you must decide what 

to do w ith your savings. You can, of course, sim ply hide the money 
under a mattress or bury it in the back yard. When you need it at a 
later date, it probably w ill be just where you left it. But you’ll only 
have just as much as you put there. In fact, if the buying power of 
the money you hid or buried shrank, you might end up w ith less in 
terms of real dollars.

A better way of saving is to place the money somewhere or in 
something so that after a period of time you may have more than 
you saved. You can do this by investing it. Investing is putting your 
money to work so that it earns extra income.

This is one way of saving money. What ways might be safer?
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Where To Invest
There are many places where you can invest your money. 

Banks, credit unions, and savings and loan associations, for exam
ple, have different forms of accounts in which you can invest your 
money. The interest, or earnings, on these accounts is what you arc 
paid to let others use your money. In effect, you are lending your 
money. Actually, the banks, credit unions, and savings and loan 
associations then lend your money to others. Sometimes your 
money builds homes, sometimes it goes into making a product, and 
sometimes it helps people go to college or buy an automobile. The 
accounts offered by these various financial institutions differ as to 
interest rates as well as terms for depositing and withdrawing your 
money. That’s why it is important to shop around —  just as you 
would for any good or service.

You can also purchase bonds from businesses and government. 
Such purchases represent loans made to them. A bond is a way of 
letting a business or government use your money. Bonds w ill pay 
you interest. They vary in interest rates, length of time, and terms of 
purchase and repayment. There are also differences in the financial 
solidness of the business or governmental unit selling the bond. This 
means that some are better able to pay the interest and return to 
you the amount of the loan than others. Again, you should make 
comparisons before buying bonds.

Another way to invest your money is to buy into a business. 
Many people nowadays are using their savings to start a business at 
home. Others invest in a business by buying shares of stock. In this 
way, they become part owners of the business. The annual return 
for their investment is based on the business’s profit. This return 
can vary from year to year depending on how well the business does 
during the year. Moreover, as an investor you may gain an addi
tional return by selling your share of the business to someone else 
for more than you paid for it. Generally, you take on more risk when 
buying into a business than when putting your investment dollar in 
a bond or in savings accounts. However, you may get a greater 
return on this form of investment than on the others.

Some people invest in real estate —  land and the buildings on 
that land. Most people use their real estate investment —  for exam
ple, a house —  as a place to live. Others invest in real estate, such as 
apartment buildings or farm land, for the purpose of collecting the 
rent charged those who use the property. In times of inflation, the 
value of real estate usually increases.
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Even the government will pay you for the use of your money.

Some people put their money into collectibles —  art, antiques, 
and other items they like to collect. If  they are knowledgeable about 
what they are collecting, they may get a good return on their invest
ment. If they aren’t, they may get no more than the enjoyment of 
having the objects in their possession. Unlike other forms of invest
ment, these collectibles do not provide interest or rent. Your return 
is based on an increase in the value of the item, which is determined 
by what other collectors are w illing to pay. Moreover, only when 
you sell the object can you realize the return.

Guidelines for Investing
Investment choices differ greatly. Some earn more money than 

others. Some are safer. The key to wise investing is knowing the 
various sources where you can invest and knowing yourself and 
what you want your investment to do for you. Before making any 
investments, you should ask yourself the questions below and on the 
following pages.

W hat Is  the R isk ? When you invest, you must always realize 
that you are placing your savings at risk. R isk is the possible loss 
you face if your investment fails. Anyone who invests must accept 
the fact that no investment is risk-free. Even banks and other finan
cial institutions fail. Some investments, however, involve less risk 
than others.
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Most savings accounts in commercial banks are insured by the 
Federal Deposit Insurance Corporation (FD IC ) for up to $100,000. 
This means that if the bank goes under, you w ill still get your money 
out of your account if you have $100,000 or less in it. Many accounts 
in savings and loan associations are insured by the Federal Savings 
and Loan Insurance Corporation (FSL IC ). Government bonds also 
carry little risk because it is unlikely that the government will 
fail.

W ith other types of investments, you do not have guarantees. 
You risk losing some or all of your money. For example, any busi
ness can have a bad year. If  you have money invested in that 
business, you’ll have a bad year, too, because the vakte of your 
investment w ill decrease. Real estate and collectibles also carry no 
guarantees of a return on investment. You should become aware of 
the possible risk involved in a given investment.

What Is  the Rate o f Retu rn ? How much w ill your money grow 
each year? The rate of return, or yield, is the percentage of the 
investment that you earn each year from your invested money. The 
rate of return is figured on an annual basis and is stated as a per
centage. For example, suppose that you have $100 in a savings 
account and it earns $6 a year in interest. The rate of return on your 
investment is 6 percent ($6 -j- $100). A gold coin that increases in 
value from $50 to $60 in one year has a rate of return of 20 percent 
($10 -r $50), which you get if you sell the coin at the year’s end.

For some investments, like bonds and savings accounts, the 
rate of return can be fairly well predicted because there is a promise 
to pay a certain amount each year. W ith  other investments, the rate 
of return is uncertain. W ith  gold coins, for example, the return is 
based on what happens in the gold coin market in a given year. The 
coins may increase or decrease in value. One cannot be sure what 
w ill happen when purchasing the coins. W ith  stocks, the return is 
based largely on how much profit the company makes during the 
year. Usually the amount of profit cannot be predicted accurately 
unless you invest in a firm that is well established and traditionally 
pays the same amount to its stockholders each year.

Generally, the rate of return from an investment is directly 
linked to the risk involved. The greater the risk, the greater the 
possibility of a higher rate of return. This relationship does not 
always hold true. At times, the rate of return on a more risky invest
ment is lower than on a less risky investment. You should consider 
the possible trade-offs. How much of a rate of return do you want? 
How great a risk are you w illing to take to get it?
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The greater the return on your investment, the more the risk.

How Availab le Is  the M oney? How easily can you get at your 
money? Can you get your investment when you need it, and partic
u larly if you need it quickly? Some investments are easier to get at 
than others. You can sell stocks more quickly and easily than you 
can sell a piece of property. Some things move easily, like a liquid. 
Liquidity is the ease or quickness w ith which you can change your 
investment into cash. For example, an antique table is a less liquid 
investment than a savings account. If  you need money in a hurry, 
you can easily w ithdraw  your money from a savings account. How
ever, you might not be able to find an immediate buyer for your 
antique table —  or one who would pay you what you think it is 
worth.

W hat instances can you im agine where the liq u id ity  o f 
your investm ents may be p articu la rly  im portant to you 
and your fam ily?

How  Inflation-proof Is  the Investm ent? W ill your investment 
earn enough money to keep up w ith the increased prices of goods 
and services? A concern of many investors is that the inflation rate 
w ill be higher than their rate of return. If  inflation is galloping along 
at 10 percent a year and your investment is getting only 6 percent, 
you’re losing ground! Your money is actually losing value in what it 
can buy. High inflation rates can lim it your investment choices. You 
should compare the inflation rate w ith the rate of return on your 
investments.
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Are There Any Tax Advantages? You may also want to con
sider the tax advantages that some investments have over others. 
For example, federal law currently allows real estate investors to 
deduct the cost of the interest on a mortgage from the total income 
on which they pay taxes. This savings in taxes plus the likely 
increase in value of the real estate can be substantial.

Other investments may also offer tax advantages. The interest 
earned on many government bonds is not taxed as income by the 
federal government. On the other hand, the interest earned on sav
ings accounts is taxed.

W hat Can / Live  W ith? In addition to knowing what to look 
for in investments, you should know what to look for in yeurself. Are 
you the type of person who likes to take high risks, hoping to strike it 
rich? O r are you the type of person who would lose sleep at night 
worrying about whether your investments are decreasing in value? 
Learn enough about yourself to determine what type of risk taker 
you are. Then choose investments that best suit your personality.

You should also consider how much you have in savings. If you 
have a lot in savings, you might feel safe in putting some in high-risk 
investments. If you have just a little savings, it probably would not 
be a good idea to risk those savings. You might lose and wind up 
with little or nothing for that "ra iny day.”

These, then, are the six questions to ask yourself when evaluat
ing investment plans. First, what is the risk? Second, what is the 
rate of return? Third, how easy is it to get your money? Fourth, is 
the rate of return anywhere near the rate of inflation? Fifth, arc 
there any tax advantages? Sixth, how much risk can you live with? 
An important point to remember is that no single investment scores 
highest for all questions. For example, savings accounts have little 
risk and are very liquid, but they neither provide the highest rate of 
return nor are they inflation-proof.

YOUR OWN SAVINGS PROGRAM
How much should you save? How should you go about it? After 

using the guidelines and deciding what kind of investment plan you 
want, you should organize your personal savings plan. The amount 
you can save depends in large part on your expenses. A ll saving 
involves at least a little  sacrifice. You must give up some spending 
now to save for the future. There are several things you can do to 
help move your savings program along.



Unit 9 Saving and Investing

Setting a goal makes saving easier.

1. Set a goal. You should have some kind of goal, like a clock 
radio or a vacation trip, to spur you on. If  you can’t think of an item 
you want right away, set a goal of saving so much money a month. 
Set a goal for the year so that you have some kind of yardstick to 
measure your program’s success. When you’re saving a regular 
amount, something w ill come up, like buying a car or going to col
lege, that w ill make it all worthwhile. Remember: Set a goal, any 
goal, to start!

2. Get a piggy bank. This idea may sound childish to you, but 
you’ll be surprised at how it helps your savings grow. Save one kind 
of coin. Get a ja r so you can see them, and collect all your pennies, 
nickels, or dimes. Throw in all the change you have left at the end of 
the day. Then, when you have enough in the piggy bank or jar, 
transfer it to your savings account. I t ’s a pretty painless way to save 
and can even be fun.

3. Set aside a regular amount. Each week or month, set aside a 
certain percentage of your income. Budget for it. If you save only 
what you have left after spending, forget it! That’s not regular 
enough. You need to develop a habit of saving. A savings rate that
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many people use is 10 percent of their income. If  you make $800 a 
month, you put $80 into savings. M any companies allow  their work
ers to have a fixed amount deducted from their pay to go into 
savings. If  you have a payroll deduction, you'll hardly miss the 
money. But after a while you'll be pleasantly surprised at how your 
savings have grown. Look at the table below to see how even small 
deposits can grow, if they are made regularly and if the income is 
left in the account. The interest rate for these deposits is 5ц percent.

HOW YOUR DEPOSITS GROW

Weekly
deposits

After 1 year After 10 years
Total

deposited
Total

interest
Total in 
account

Total
deposited

Total
interest

Total in 
account

$ 5 $ 260 $ 7.08 $ 267.08 $ 2,600 $ 820 65 $ 3,420.65
10 520 14.15 534.15 5,200 1,641.29 6,841.29
15 780 21.23 801 23 7,800 2,461.94 10,261.94
25 1,300 35.39 1,335 39 13,000 4,103.23 17,103.23
50 2,600 70.77 2,670.77 26,000 8,206 46 34,206.46

Keep at it. When you get to one goal in your personal savings 
program, start w ith another one. Put some or all of your savings into 
an investment. Let your money work for you.

THE BIG PICTURE
The money you invest grows in value because it is used to make 

more money. It can be lent by a bank to a business to manufacture 
products. Someone can get a loan to buy a car. Buying cars keeps 
the automobile companies in business. Companies borrow the 
money you save to build new factories, buy new machinery, and 
open new stores. As businesses grow, so does the number of avail
able jobs. People w ith jobs are paid and have money to spend.

Some of them save and invest a part of their money. More busi
nesses can be started or expanded. The economy grows and 
expands. W hat you have done w ith your investment is to help in a 
whole chain of events that keeps our economy healthy. Investing is a 
very important part of our business and economic world.

Can you give an example o f how your investm ent might 
be part o f a chain o f events that keeps our economy 
healthy?
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SUMMARY
Investing money makes sense in a number of ways. You can 

accomplish some important goal like getting a college education. 
You can be ready for an emergency. If you invest, your money can 
grow in value.

When choosing where to invest, use some guidelines. Deter
mine the risk involved and whether your personality is suited to risk 
taking. Ask yourself certain questions. W hat is the rate of return? Is 
my money available when I want it? Is the investment inllation- 
proof? Are there any tax advantages?

Savings is important not only to you but to our economy. If  you 
are not already doing so, start your own savings plan. Organize it so 
that you w ill be contributing to it on a regular basis. Make sure your 
money works for you. You’ll be amazed at how fast it grows.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

collectibles rate of return
investing risk
liquidity saving

1. The ease or quickness with which you can change your savings 
or investment into cash.

2. The annual percentage rate earned on an investment.
3. Putting money to work so that it earns extra income.
4. Putting money aside for future use.
5. Possible loss from an investment.
6. Items that people collect.

BUILDING
READING
COMPREHENSION

1. Name three major reasons people save.
2. How does investing differ from saving?
3. Name three types of financial institutions where savings can 

be deposited to earn interest.
4. Name five different types of investments.
5. What six questions should you ask about any possible invest

ment?
6. How might your personality and financial circumstances 

affect your choice of investments?
7. Why should you know the liquidity of an investment?
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8. Why should you set a goal for saving?
9. Name three ways in which you can help move your savings 

plan along.
10. How does the money saved by consumers help our economy?

BUILDING
BUSINESS
CONCEPTS

1. Is a person who saves as much as he or she can using a wise 
savings plan? Why or why not?

2. Name three emergencies for which people might put money in 
savings.

3. If you are interested in buying bonds as an investment, why is 
it a good idea to shop around?

4. Comment on the following statement: Government bonds are 
actually risk free.

5. Under what circumstances might you lose money in a pass
book savings account insured by the FDIC?

6. How does one get a return from an investment in antiques and 
works of art? How does this differ from the return received 
from a passbook savings account or a bond?

7. Why is it not a good idea to put your savings into a high-risk 
investment if you have only a small amount of savings?

8. What might be some saving goals for (a) a teenager, (b) a fam
ily with young children, and (c) an older couple with grown 
children?

9. For what reasons might people choose to invest their savings 
in investments other than savings accounts?

10. Why is liquidity sometimes more important to a person than 
the rate of return?

BUILDING 1. For each of the following reasons for saving, indicate if it is for
BUSINESS a savings goal, for emergencies, or for financial security.
EXPERIENCE a. unexpected medical bills

b. money for retirement
c. a vacation trip
d. unplanned repairs of water pipes
e. money for college education

2. Rank the following types of investments from most liquid to 
least liquid: a savings account, some stock, and a home.

3. Collect advertisements, pictures, and articles on places to save 
and ways to invest your money. Prepare a bulletin board or 
poster.

4. Talk to someone who has invested in stocks, bonds, or real 
estate. What advice can the person give you for future invest
ments?
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BUILDING
MATH
SKILLS

5. When buying an expensive item, a person has the choice of 
saving to buy it or using credit. The main factor in making 
such a decision is how important it is to have the item imme
diately. For each of the following, decide if the person should 
save for the item or buy it on credit. Explain your answer.
a. a van for camping trips to a nearby lake
b. a refrigerator to replace one that is old and not working
c. a truck to use for moving tools while on the job
d. a television to replace an old one that still works

1. Most people like to set aside a certain percentage of their 
income for savings. For example, if you wish to save 10 percent 
of your $180 weekly income, you would put aside $18 for sav
ings. After a year (52 weeks), you would have $936 in savings. 
For each of the following, find the amount you would save in a 
year.

Income per week Percentage to savings Annual savings

$180 10% $936
136 15 ?
243 18 7
570 10 ?
943 15 7

2. The amount earned on savings or an investment is used to de
termine the rate of return. For example, a rare coin that costs 
$ 100 and is sold a year later for $ 112 has a rate of return of 12 
percent. Find the rate of return for each of the following:

Item Amount Amount of return Rate of return

Rare coin $ 100 $ 12.00 12%
Stock 360 28.80 ?
Savings account 400 26.90 7
Farm land 4,600 423.20 7
Savings bond 50 3.85 7

3. At the beginning of the year, Joan bought 100 shares of stock at 
$40 a share. She sold them at the end of the year for $50 a 
share. During the year, she received $4 a share of profit from 
the firm. How much of a return did she receive on her invest
ment? What was her rate of return?
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Barbara Proctor
"You're not cute, but you're smart, 

and some day, you're gonna amount to 
something." That was the prediction of 
Barbara Proctor's grandmother, a poor, 
hard-working woman who raised Proctor 
in Black Mountain, North Carolina. There 
they lived in a shanty with no water and 
no electricity.

Proctor remembered that prediction 
and studied hard, winning a scholarship 
to Talledega College in Alabama. She 
earned two bachelor's degrees and went 
on to a successful career as a writer and 
jazz critic.

In 1963, she switched gears and 
became an advertising copywriter, 
eventually earning $40,000 a year. After 
seven years' experience in advertising, 
Proctor took a gamble. She left her job 
to start her own agency. To get money 
to start the agency, she applied for an 
$80,000 loan from the Small Business 
Administration, a federal agency. Since 
Proctor had no money or property to 
guarantee that the loan would be repaid, 
she used her professional reputation as 
an advertising copywriter, asking clients 
for whom she had written

advertisements to send letters of 
recommendation to the Small Business 
Administration. She thus became the first 
person ever granted a Small Business 
Administration service loan, which was 
not guaranteed by money or property.

Today Barbara Proctor is president 
and chief executive officer of Proctor & 
Gardner Advertising, the second largest 
black-owned advertising agency in the 
country. The agency, which employs 27 
full-time staff members, bills millions of 
dollars in fees to a list of clients that 
includes Kraft, Alberto-Culver, and Sears.

Proctor refuses to accept clients 
whose products or services she does not 
consider to be family oriented. With her 
selective policy toward clients, Proctor 
has achieved her goal of building an 
advertising agency based on community 
service as well as her grandmother's goal 
of "amounting to something."

Her greatest challenge? Overcoming 
her fear of risks. "Once I overcame that," 
she says, "I had no problem."
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CHAPTER 35

Your Savings 
Account

• There are different ways to save and different places to go for 
savings accounts. What would be your choice for both? Why?

• To a certain extent, where and how you save are influenced by your 
goals for saving. For instance, do you want to be able to withdraw 
from your savings whenever you want?

• Since it's your money — and hard to come by — you probably want 
to be sure you have everything going for you in a savings plan. What 
should you look for?
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Do you know what these terms mean?

thrift institutions certificate of deposit
money m arket fund DD/DW method 
savings passbook compounding

You’ll learn all about these terms in this chapter.

There are a number of things you should look for when opening 
a savings account. For example, you’ll have to decide what kind of 
savings account you want. Where should you save? W hat kind of 
services do you want from the place where you save? At first glance, 
it may seem as if one financial institution is the sam bas another 
when it comes to savings accounts. After looking around, however, 
you w ill find that that’s not true. There are differences and similar
ities among the various financial institutions. To get the most out of 
your savings account, you’ll have to make comparisons. You’ll have 
to shop around just as you would for any good or service.

A PLACE TO SAVE
Commercial banks are probably the most common place for 

people to have savings accounts. A full-service commercial bank 
obviously can offer many advantages. It has several different types 
of savings plans. Since you already may have a checking account 
there, it ’s very convenient for opening a savings account, too. This 
may not always be the wisest consumer choice, however, as other 
savings places may pay higher interest on your money. Sometimes 
you pay a price for convenience!

Savings and loan associations and mutual savings banks are 
sometimes referred to as thrift institutions. This is because they 
both specialize in savings. Like savings and loan associations, 
mutual savings banks lend most of the savings they receive as mort
gages to home buyers.

S till another place where you can save money is a credit union. 
As you know, people who work for a company or governmental 
organization often have a credit union in which they can become 
members. Savings consist of shares that members "buy.”  Credit 
unions earn money on the loans they make to members, and that’s 
how they pay interest on shares. As a credit union member, you can 
both save and borrow. Because you are an employee and work reg
ularly, your credit rating is usually good, and you can get loans
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easily. You can also save easily because your company may allow 
you to take savings out of your paychecks autom atically and put 
them in the credit union.

I f  you have a job, do you have a cred it union at your 
place o f em ploym ent? W hat benefits are availab le?

M any investment firms offer interest-bearing savings accounts 
in the form of money market funds. A money market fund is a kind 
of time deposit in which the interest rate generally varies from 
month to month. However, the interest rate is usually higher than it 
is for traditional savings accounts, and you can w ithdraw  money 
without penalty at any time. This kind of fund often has restrictions, 
such as a high minimum amount to open and m aintain the account. 
Some accounts may require a m inimum of $2,500, for example.

PROTECTING YOUR ACCOUNT
Most savings accounts are insured by agencies of the federal 

government. This means that if the savings place fails and goes out 
of business, you are guaranteed to get back the amount you had in 
savings. As you learned, banks are insured for safety by the Federal 
Deposit Insurance Corporation (FD IC ). Savings and loan associa
tions are insured by the Federal Savings and Loan Insurance Cor
poration (FSL IC ). And savings in credit unions are protected by the 
National Credit Union Administration.

Savings account insurance was first introduced in 1934, follow
ing a period of frequent bank failures, in order to protect depositors. 
At that time, the maximum amount insured was $5,000. Today, 
each savings account is insured for up to $100,000. Although money 
market fund accounts in banks are protected by federal insurance, 
money market fund accounts offered by investment firms generally 
are not.

During the Depression, bank failures were common. Nowa
days, they occur rarely. Besides insurance, there are other kinds of 
protection available, mostly from the same federal agencies who 
issue insurance or regulate banking. When a bank, a savings and 
loan association, or a credit union is in trouble, it can first receive 
help in the form of a loan. If  this financial aid isn’t enough, then the 
institution may combine w ith another, stronger savings place. You 
hear of very few bank failures today because there are very few. Our 
economic system provides a great deal of protection for the investor.
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When you save at a savings and loan association, your money is insured.

What effect do you believe governm ent protection o f 
deposits has on the investor?

A PLAN FOR SAVING
Now that you have a place to save, you need to choose a savings 

plan. The rate of interest paid should be a major factor in your 
decision. Just because it ’s the largest bank, w ith branches in every 
part of your region, doesn’t mean a bank w ill pay the highest rate of 
interest. Nor should you open a savings account where your check
ing account is located purely as a matter of convenience.

When you’re shopping around for interest rates, keep in mind a 
number of considerations. First, the amount you deposit may affect 
the interest rate you receive. Larger amounts may earn you a higher
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interest rate. And the length of time you intend to leave your savings 
in an account may also affect your rate of return. The longer you 
agree to keep your money in savings, the higher your interest rate. 
Large amounts deposited for a long time can be invested at a better 
rate of return than small amounts invested for a short time. This 
means more money for the savings place —  and more money for 
you.

Of all plans, the regular savings account is the most common. 
W ith this kind of account, you can deposit as little as $10 to start'. 
You can add or take out any amount at any time. Records of w ith 
drawals and deposits are kept in a booklet called a savings pass
book. Usually a machine w ill print each w ithdrawal or deposit right 
in your passbook. You may also make deposits and w ithdrawals by 
means of automatic teller machines, in which case you w ill get a 
printed receipt. When interest is earned, a statement of the amount 
is mailed to you. It is a good idea to add the interest to the balance in 
your passbook right away.

Another kind of savings plan involves keeping a larger sum of 
money on deposit for a specific period of time, a kind of time 
deposit. This plan, called a certificate of deposit, may be for 
amounts of at least $500 and for varying periods of time. Banks pay 
higher interest rates on certificates of deposit than on regular pass
book accounts because they can invest your money w ith greater 
certainty. After a ll, you specify how long you are going to leave it in 
the account. Moreover, if you do cash your certificate of deposit 
before its m aturity date, you w ill lose some of the interest as a pen
alty for early w ithdrawal.

As you read earlier, both banks and investment firms offer 
money market fund accounts. Usually they require a m inim um bal
ance but permit unlim ited deposits and w ithdrawals. In a bank 
money market account, when you keep your account at or above the 
established m inim um daily balance, the entire amount in your 
account earns interest based on money market rates. If  the amount 
in your account falls below the minimum daily balance, however, a 
lower interest rate is earned. In money market accounts offered by 
investment firms, you must maintain a m inimum balance in order 
to earn any interest. Another difference between the two types of 
money market fund accounts is, of course, that those offered by 
banks are federally insured, whereas most money market funds 
offered by investment firms are not.

Banks and other savings places also have special savings 
accounts. These are designed to help consumers save for a certain
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If you cash a certificate of deposit before it matures, you will lose some of the 
interest from it.

item or goal. For instance, there are special accounts to provide you 
w ith a certain amount of money for your vacation. Other special 
accounts may exist for education funds. These special accounts 
resemble the regular accounts at least in the interest rate, but often 
they involve depositing the same amount each week or month.

Try to tailor your savings account to your own needs. After you 
have developed a habit of saving, you may want to make some 
changes to take advantage of some savings features you did not 
originally have. You may be able to save some money in certificates, 
save some money in a regular account, and still maintain a special 
savings account.

W hat special savings account services are available in 
your local area?

MAKING MONEY THROUGH SAVINGS
In the past, the interest rates paid on regular savings accounts 

were fixed by law. Now, as of 1986, interest rates are determined by 
the economy. They are influenced by business conditions, competi
tion, and inflation. If  people are not saving money and banks want 
to encourage more savings, they can offer a higher interest rate to 
attract new savers.
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Even if the interest rate is the same on two accounts, that does 
not necessarily mean the savers make the same amount of money. 
W hy not? It depends on the method used for figuring the interest 
earned. For example, some savings accounts earn interest on money 
from the day of deposit to the day of w ithdrawal, the DD/DW 
method. This method of figuring interest works best for you because 
your money w ill earn interest for every day it is on deposit.

Other savings accounts use a different method. Some pay inter
est on the lowest balance for the month or the quarter. Suppose you 
have $500 in your savings account on the first of the month. On the 
15th, you deposit $200. You had $500 before and $700 after your 
deposit. Your interest would be figured on the lower balance, that 
is, $500. You would not earn interest on the additional $200 deposit 
until the next month or the next quarter when the bank would com
pute interest again. This method would earn less than the DD/DW 
method. Since there are many methods of figuring interest, it pays 
to ask what method is used in the place you intend to keep your 
savings account.

When you earn interest, it’s added to your account balance. 
Then in the next period, interest is figured on the new balance. This 
procedure is called compounding. Here is how it works. Suppose 
you have $200 in your account earning 5 percent interest. You get 
$10 interest, add it to your balance, and now have $210. Next period 
you earn 5 percent interest on $210, or $10.50, so your new balance 
is $220.50.

Obviously the more often interest is compounded, the better off 
you are. Interest compounded semi-annually, or twice a year, 
means that interest is figured on your account every six months. Six 
months later you earn interest on your total savings, which then 
includes the interest added six months earlier. The more frequently 
interest is compounded, the greater the total earnings you receive at 
the end of the year.

Making money through savings is affected by other factors 
besides the interest method used. Sometimes there are regulations 
or considerations not related to the interest rate that still figure in 
the money earned. For instance, in some cases a m inim um balance 
is required for savings to earn interest at all. The m inimum balance 
requirement might be for $100. A balance in your account of less 
than $100 means that you w ill not earn interest on your savings.

Another lim it has to do w ith the number of times you can make 
w ithdrawals from your savings plan. In some cases, if you w ithdraw  
money from your account more than three times during a quarter,
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or three-month period, you pay a penalty. This may be no more than 
$1 for each extra w ithdrawal, but it still costs you money. And it 
helps pay for the bank’s recordkeeping costs.

Occasionally, what you get “ free” may carry a hidden price tag, 
as far as savings accounts are concerned. Some savings places give 
away toasters, radios, tennis rackets, or other items when you open 
a new savings account. When you open an account w ith a larger 
amount, you may even get a television or a stereo system. The catch 
is that none of these gifts is really free. Earnings on your savings 
may be reduced accordingly. Sometimes banks pay for these “ free” 
gifts by increasing fees for other services. You have to decide 
whether the gift is worth the cost.

STARTING A SAVINGS PLAN
When you decide to open a savings plan, there are several deci

sions you must make. In many ways, they are like the decisions you 
must make in opening a checking account. First, where do you want 
to put your savings? You must decide among different banks, sav
ings and loan associations, investment firms, and credit unions. 
Remember that interest rates, as well as the amounts earned, vary 
from place to place.
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Then you have to decide what type of savings plan is for you. Do 
you want a regular savings account, a savings certificate, or a 
money market fund account? The advantages of a regular account 
are that you can start it w ith any amount and you can take your 
money out at any time. W ith  a savings certificate, your money w ill 
increase in value at a faster rate. However, you must leave your 
savings on deposit for a certain period of time. And the amount you 
start w ith is generally larger than w ith a regular account. W ith  
money market fund accounts, interest varies according to market 
conditions. On the other hand, there are no fixed terms.

As w ith a checking account, to open a savings account you must 
first sign a signature card. The next step is to fill out a deposit slip 
for your first deposit. Every time you wish to add money to your 
account, you w ill use a deposit slip. In return, many banks or sav
ings institutions w ill record your deposit in your passbook.

Besides a signature card, there should be other safety features 
for your savings plan. When you deposit your money somewhere —

You will fill out a deposit slip each time you add money to your account.
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anywhere —  you w ill want to know that your money is safe. To 
w ithdraw  money from your savings plan, you w ill have to sign a 
w ithdrawal slip w ith your name written just as it is on your signa
ture card. That signature is the bank’s or investment firm ’s way of 
checking to be sure you are the owner of the account. Requiring 
your signature on a w ithdrawal slip is a protection for you against 
just anyone being able to w ithdraw  money from your account. Your 
w ithdrawal then is recorded in your passbook to give you an up- 
to-date record of your account. If  you make w ithdrawals by means 
of ATM ’s, protection is provided by your personal identification 
number (P.I.N .).

Why m ust you sign your name on a w ithd raw al slip  just
as you did on the savings account signature card ?

GETTING YOUR DOLLAR'S WORTH
Getting the most from your savings plan is really what it ’s all 

about. To ensure that you do get the most, ask yourself the following 
questions when deciding on a savings plan. Make sure you get the 
answers before making a final decision.

1. Convenience. Does the location of the savings place allow 
you to make deposits and w ithdrawals easily? If  not, can you do so 
by m ail?

2. Safety. Are your savings insured?
3. Liquidity. W ill your money be easy to get when you need it?
4. Interest rate. Are you earning the highest possible interest?
5. Interest method. On savings accounts, are your earnings 

based on the DD/DW method?
6. Compounding. Do you earn interest on your balance plus the 

interest already earned on a daily basis?
7. Hidden charges. Is there a m inimum balance required to 

earn interest on your savings? Is there a fee charged for extra with
drawals? Is interest lost due to gifts given to new customers?

Naturally, no one plan can give you everything you want. As 
always, there are trade-offs. For example, an investment firm may 
offer money market fund accounts that earn high interest and are 
extremely liquid, but they are not insured. A regular passbook sav
ings account may be convenient and safe, but it may not earn the 
highest possible interest. To get one benefit, you may have to give 
up another.
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SUMMARY
You can place your savings in banks, savings and loan associ

ations, credit unions, and investment firms. Not all offer the same 
interest rates or the same plans, so you w ill have to shop around for 
a savings plan that is best for you.

Starting a savings plan is easy. Getting the right one is a little 
harder. It involves trade-offs. You probably want to get at your 
money easily and quickly. Most important, you want your money to 
work as hard as possible for you —  that is, to earn money.

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 6. Then 
write the term that best matches each numbered definition.

certificate of deposit money market fund
compounding savings passbook
DD/DW method thrift institutions

1. A method of figuring interest earned on savings accounts from 
the day of deposit to the day of withdrawal.

2. A savings plan that involves keeping a larger sum of money on 
deposit for a specific period of time.

3. A term used to describe savings and loan associations and 
mutual banks.

4. A procedure in which the interest earned on a savings account 
is added to the account balance, and then the interest for the 
next period is figured on this new balance.

5. A booklet in which withdrawals and deposits are recorded.
6. A kind of time deposit in which the interest rate varies from 

month to month.

BUILDING
WORD

BUILDING
READING
COMPREHENSION

1.
2.

3.

5.
6 .

Name four places where a person can save.
How does saving at a credit union differ from saving at other 
places?
What agency insures savings accounts in a bank? in a savings 
and loan association? in a credit union?
Before a bank or other savings institution fails, how is it 
helped to stay in business?
What two things affect the rate of interest on a savings plan? 
How does a certificate of deposit differ from a regular savings 
account?



542 C hapter 35 Your Savings Account

7. Why might savings accounts with the same interest rate eam 
different amounts?

8. Which method of computing interest gives you the best deal?
9. How can "free” gifts affect the earnings on savings?

10. What steps does a savings institution take to protect your sav
ings account from being used by another person?

BUILDING
BUSINESS
CONCEPTS

La
1. What are some of the reasons a person would choose to save at 

a credit union?
2. “ Certificates of deposit are always the best savings plan since 

they pay the highest interest rates.” Do you agree? Why or why 
not?

3. Why do banks sometimes require a minimum balance for sav
ings to eam interest or allow only three withdrawals during a 
three-month period?

4. Why are savers penalized for early withdrawal of money in a 
certificate of deposit?

5. Are free gifts for new savings accounts always a wise consumer 
choice? Explain.

6. Money put into money market funds offered by investment 
firms is generally reinvested in high quality governmental and 
corporate bonds. Would savings put into these funds be very 
risky? Explain.

7. Some government officials want to lower the taxes that con
sumers pay on interest earned by savings accounts. What 
effect do you think such a step might have on savings?

8. Why do some people choose to buy a certificate of deposit 
when they could possibly make more money with an invest
ment like stocks, bonds, or real estate?

9. What could cause many banks to fail at the same time? Do you 
think this could happen?

10. Why is the convenience of where you save important? What 
makes a savings plan convenient? What are the trade-offs?

BUILDING 1. For each of the following, indicate whether it best describes a
BUSINESS bank, a credit union, or a savings and loan association.
EXPERIENCE a must be a member to save

b. convenient place to save, since many people have checking 
accounts here

c. a nonprofit organization
d. most money saved is lent to consumers for buying homes

2. For each of the following business news items, decide if it
would cause people to increase or decrease their savings.
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BUILDING
ANALYTICAL
SKILLS

a. Unemployment increases for auto workers.
b. Savings and loan associations announce higher rates for 

savers.
c. Congress votes to decrease taxes on savings interest.
d. Prices are increasing faster than wages.

3. Ask a local bank, savings and loan association, or credit union 
about the method used to compute interest on savings. Also 
ask if there is a minimum balance required to earn interest or 
a limit on the number of withdrawals during a certain period 
of time. Or, check advertisements for local savings institutions 
for this information.

4. Most banks and investment firms prominently display their 
current interest rates for money market funds. Record the 
rates posted at a local financial institution over a period of 
four weeks. How did the rates change? By how much?

5. Ask relatives, neighbors, and teachers about their saving hab
its. What is most important to them when choosing a place to 
save: convenience, safety, or interest earned?

Using the following compound interest chart, answer the ques
tions below.

Stated
Annual
Rate

True Annual Rate If Compounded . . .

Semi
annually Quarterly Monthly Weekly Daily

4.00 4.0400 4.0604 4.0741 4.0794 4.0808
4.25 4.2951 4.3183 4.3337 4.3397 4.3413
4.50 4.5506 4.5765 4.5939 4.6007 4.6024
4.75 4.8064 4.8352 4.8547 4.8623 4.8642
5.00 5.0625 5.0945 5.1161 5.1245 5.1267
5.25 5.3189 5.3542 5.3781 5.3874 5.3898
5.50 5.5756 5.6144 5.6407 5.6509 5.6536
5.75 5.8326 5.8751 5.9039 5.9151 5.9180
6.00 6.0900 6.1363 6.1677 6.1799 6.1831

1. Which method earns the most interest?
2. Why does more frequent compounding increase earnings?
3. What would be the interest earned on $100 at 5.75 percent 

compounded daily for a year?
4. What would be the interest on $100 at 5.00 percent com

pounded quarterly for a year?
5. What would be the interest on $1,000 at 5.50 percent com

pounded weekly for a year?
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Secretary
Although the term secretary has 

been used for years, the responsibilities 
that go with the job have changed 
dramatically. New job titles, such as 
administrative assistant and executive 
secretary, are evidence of this change.

In the past, most o f the secretary's 
time was spent typing, maintaining 
appointment calendars, and filing. A 
secretary spent the day primarily carrying 
out the daily jobs of the office.

However, with the introduction of 
computers and specialized software 
packages, secretaries no longer need to 
spend hours trying to produce a perfect 
document; the equipment allows them  
to make corrections before the document 
is printed. Also, electronic filing systems 
have reduced the time needed to keep 
file cabinets full of records. Software 
programs that allow secretaries to keep 
appointment calendars on the computer 
are another advancement. These changes 
have enabled secretaries to expand the 
scope of their responsibilities.

The secretary is now able to research 
information for reports and meetings. 
This person is also able to assume more 
initiative. Although these duties may not 
be new to the position, they can now be 
given more attention.

These administrative duties illustrate 
that the secretarial career has changed 
from one categorized as clerical to one 
more closely linked with administration. 
Because of these added responsibilities, 
good career preparation is necessary. 
High school business courses; a solid 
background in English, grammar, and 
math; experience with computers or 
electronic office equipment; and the 
ability to work well with others are 
qualifications for a career as a secretary. 
Secretaries must stay informed of the 
latest advances in office automation and 
be flexible and willing to incorporate 
them into their offices.



CHAPTER 36

Investing in 
Stocks and Bonds

• Savings accounts are safe, but they don't pay a very high rate of 
return. What if you want to make more money sooner than you can 
from a savings account? What other investment opportunities are 
there?

• What about stocks and bonds? How are they alike? How are they 
different? How can you buy or sell them?

• How safe are stocks and bonds? Do you always get a return on your 
investment in them? What things should you think about before 
entering the stock market?
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Do you know w hat these term s m ean?

corporate bonds 
m unicipal bonds

over-the-counter m arket 
m utual fund

securities
com m on stock 
preferred stock 
stock exchange

coupon bonds 
registered bonds 
secured bonds 
debenture bonds 
redeem
callable bonds 
convertible bonds 
stock m arket quotations

U.S. Savings Bond 

You’ll learn all about these term s in this chap ter. -*

Savings accounts are  certain ly  a  dependable place to put your 
money and  w atch  it grow. But w hat if you w ant your m oney to grow 
faster? Suppose you w ant a g reater re tu rn  on each do llar you’ve 
invested — an d  w ant it faster? W here do you go then? If you are 
w illing to take m ore risk w ith your money than  you do in a savings 
account, you m ight w ant to look into certain  securities. Securities 
a re  generally used by corporations and  governm ents to finance 
their grow th. The two m ost com m on types of securities are  stocks 
and bonds. They are sold in the m arketp lace to individuals and 
groups, who expect to gain som e re tu rn  on the ir investm ent. The 
return , o r money earned, on a security  varies according to the risk 
that the issuer will not repay the am ount paid  by the buyer. Gov
ernm ent securities generally carry  little risk since governm ents can 
raise taxes to pay off the ir debts. Securities issued by businesses 
carry  m ore risk because there is a g reater chance tha t the business 
will fail o r will not earn  enough incom e to pay off its debts. How
ever, there is also  a trade-off betw een the am ount of risk and the 
am ount of the re tu rn  on an  investm ent. G enerally, the g reater the 
risk, the h igher the re tu rn . W hen investing in securities, then, you 
m ust decide w hich is m ore im portan t to you: safety o r a high 
return .

Suppose a  corporation needs a great deal of m oney in order to 
expand. How can the firm get it? The com pany can try  to use w hat
ever profit it has. But m ost likely there w ouldn 't be enough profit. 
And the firm w ouldn 't w an t to  tie all of its cash up even if there was

STOCKS
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A stock certificate is proof that you own one or more shares in a corporation.

enough. The com pany could try  to obtain  a bank loan. But a bank 
probably w ouldn’t w ant to lend so m uch money. Often corporations 
faced w ith the need for a lot of money try  to raise it through the sale 
of stocks. Stocks, as you learned in C hapter 10, are  shares in the 
ow nership of a  corporation. A shareholder, o r stockholder, is som e
one w ho buys stock and  usually has a voice in the operation  of the 
com pany. Som etim es the ow nership and  the voice are  very sm all. 
At o ther tim es, both can have a m ajor effect on the com pany.

Stocks are not a source of funds for the governm ent since the 
governm ent is not a business and  thus cannot issue any shares of 
ow nership.

Forms of Stock
There are  tw o form s of stock: com m on and preferred. Com m on 

stock is the stock tha t all profit-m aking corporations m ust offer. 
Holders of com m on stock partic ipa te  e ither d irectly  o r indirectly  in
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the m anagem ent of the com pany. They can cast votes for members 
of the board of directors, and  can vote on certain  o th e r policies and 
procedures. In re tu rn , holders of com m on stock m ay receive divi
dends, which are a retu rn  on the ir investm ent. However, they mav 
have to w ait in line w hile o thers are  paid  off. Som etim es they may 
receive no dividend a t all.

P referred stock, on the o ther hand , is stock tha t gives its hold
ers certain  privileges. Not all corporations issue preferred stock. But 
when it is issued, its dividends m ust be paid before dividends are 
paid to the com m on stockholders. S im ilarly , if a corporation fails, 
holders of preferred stock m ust be paid  before holders of common 
stock. There is a d isadvantage to  preferred stock, howevtfr. Holders 
of such stock generally have no voice in the m anagem ent of the 
corporation.

Which do you think is more important — to have a voice 
in the management o f  the company, or to be first in line 
when dividends are paid?

Proof of ow nership  of both types of stock is provided through a 
docum ent called a stock certificate. The stock certificate shows the 
nam e of the shareholder, the num ber of shares held, the type of 
stock, and  any o ther special details. The certificate has no maturity 
date, tha t is, no end date on w hich stocks have to  be cashed in. They 
can be held for as long — o r as short — a tim e as the shareholder 
w ants to hold them .

Buying and Selling Stocks
Suppose you decide tha t you w ant to invest som e of your 

money in stocks. How do you go about buying them ? Most people 
first seek out the services of a stockbroker, a dealer w ho specializes in 
stock transactions. Stockbrokers will advise you on w hich stocks to 
buy and  w hen to  buy them . Stockbrokers will also process your 
order, charging you a certain  percentage of the o rder as a fee. Stock
brokers will also help you sell your stocks, again for a fee.

Stockbrokers usually buy and  sell stocks through a trading 
m arket known as a stock exchange. There are  several hundred  stock 
exchanges in the United S tates. Of these, the best known are the 
New York Stock Exchange (NYSE) and  the Am erican Stock 
Exchange (AMEX), both of which are located in New York. Other 
cities such as Chicago and  San Francisco also have stock exchanges. 
Stock exchanges provide a central place in w hich both buyers and
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sellers of stock can meet. Brokers w ho are  m em bers of the exchange 
carry  out the orders of the ir custom ers. This m eans tha t m any dif
ferent brokers are carrying out m any different orders. The final 
buying o r selling prices are  arrived a t as a result of an auction.

Som e investors feel tha t they are sufficiently know ledgeable to 
decide on the ir own which securities to buy o r sell. R ather than  pay 
full fees for such services as consultations and  research, they take 
advantage of the brokerage services offered bv m any banks. G ener
ally, bank brokerage services allow  the investor to save on broker
age com m issions since they do not provide advice about which 
stock to buy.

Thousands of transactions are handled daily at the New York Stock Exchange.
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Stocks not listed on any one of the exchanges are  bought and 
sold through the over-the-counter m arket. If you w anted  to buy or 
sell an unlisted stock, you would first call your stockbroker. The 
stockbroker checks for the latest prices. If you agree w ith the price, 
you trade. If you d on ’t agree, you d on ’t trade. Over-the-counter 
(OTC) stocks are quite popular. In fact, m ore shares of stock are 
traded over the coun ter than in any exchange.

You can also invest in stocks by buying shares of a m utual fund. 
A m utual fund is a pool of money tha t is used by an  investment 
com pany to purchase the stocks and  bonds of o ther corporations. 
When you invest in a m utual fund, you en tru st your investment 
dollars to experts who are tra ined  money m anagers. They research 
the m arket before choosing the securities to buy. Since mutual 
funds can buy from m any different com panies a t the sam e tim e, you 
have less risk of losing part of your investm ent if one stock p e rfo rm s  

badly.

A mutual fund has greater purchasing power than each investor does individually.

BONDS
When corporations o r federal, s ta te , o r local governm ents need 

to borrow  a large am oun t of money for a long tim e, they often issue 
bonds. As you know, bonds are w ritten  prom ises to repay. Bond
holders are cred itors of the corporation  o r governm ent issuing the
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Cities and towns use bonds to raise revenue for new construction.

bonds. In re tu rn  for the use of the bondholders’ money, the corpo
ration  o r governm ent prom ises tha t on the m atu rity  date  it will 
repay the buyer of the bond the am ount borrow ed plus a certain  
am ount of interest. For m ost bonds, periodic paym ents of interest 
are m ade up to the m atu rity  date.

Types of Bonds
Bonds issued by corporations are  called corporate  bonds. 

Bonds a re  also issued by various levels of governm ent and  govern
m ent agencies. M unicipal bonds are sold by local o r s ta te  govern
m ents and  by certain  governm ent agencies. M unicipal bonds are 
sold to  finance highw ay construction o r o ther governm ent projects. 
Many people prefer to buy m unicipal bonds because over the years 
they have earned  a reputation  as safe investm ents. But perhaps 
even m ore people like them  because the interest they pay to  inves
tors is free from federal income taxes.

A type of bond issued by the federal governm ent is the U.S. 
Savings Bond. Savings bonds are available in a variety  of places. 
You can buy them  in banks o r through a payrol 1-deduction plan at
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work. You m ust pay federal taxes on the in terest you earn  from U.S. 
Savings Bonds, but you do not have to pay sta te  o r local taxes on 
them .

Two series of governm ent savings bonds are  available. Series 
EE savings bonds are  available in values ranging from $50 to 
$10,000. When you buy these bonds, you buy them  a t a 50 percent 
discount. For exam ple, for a $50 savings bond, you have to pay only 
$25. The $25 difference is the am ount you will receive as interest 
when the bond m atures. At present, Series EE bonds m atu re  after 
ten years. Series HH bonds also m atu re  in ten years. W ith these 
bonds, you get back exactly w hat you paid  for them  — $500, $ 1,000, 
$5,000, o r $10,000. In the m eantim e, how ever, you receive interest 
sem iannually . For exam ple, if you buy a Series HH bond for $500, 
you are paid $18.75 in in terest tw ice a year.

You o r som eone in your family m ay also own Series E o r Series 
H bonds. In 1980, these bonds w ere replaced by the Series EE and 
HH bonds. However, the Series E and  H bonds will continue to earn 
interest until they m ature.

Do you, or does anyone in your family, own U.S. Savings 
Bonds? Find out which series the bonds are and when 
they mature.

There is no charge, o r fee, for purchasing o r selling a U.S. Sav
ings Bond. These bonds are registered w ith  the U.S. Treasury, so 
they can easily be replaced if they are  lost o r  stolen.

The federal governm ent also issues o ther bonds for special proj
ects, such as the construction of a federally funded pow er plant. The 
United S tates T reasury issues bonds that are  classified according to 
the length of the loan. Bonds tha t are issued in term s of three 
m onths to one year are called treasury  bills (or T bills). Treasury 
notes are issued for tw o to ten years and  treasury  bonds for ten or 
m ore years. Investm ents of one thousand dollars o r m ore are 
required to buy treasury  issues.

The Forms of Bonds
Bonds are classified according to w ho holds them , w hat backs 

them , and  how they are repaid. Bonds tha t are  “ payable to the 
b eare r” are called hearer o r coupon bonds. No record is kept of the 
ow ner of coupon bonds. The issuer sim ply pays interest to  whoever 
clips and  sends in the coupons a ttached  to the bonds. If the bonds 
w ere lost o r stolen, anyone w ho found o r stole them  could claim  the
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Save for a sunny

U.S. Savings Bonds are a good way of saving for long-term goals.

interest. T hat person could also claim  the full value of the bond 
w hen it becam e due. The holder of a coupon bond is assum ed to be 
its rightful ow ner.

On the o ther hand, th e re ’s little  trouble in identifying the righ t
ful ow ner of a registered bond. Registered bonds are bonds that
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show the nam e of the ow ner on the face of the certificate. These 
bonds and  the ir ow ners’ nam es are  listed w ith  the issuer. Moreover, 
the issuer m ails interest paym ents to the ow ner of record. Regis
tered bonds are m ore convenient and  safer than  coupon bonds and 
for these reasons are now m ore popular. M any bond issuers, how
ever, continue to  offer both kinds.

Which kind o f  bond, coupon or registered, do you think
would be easiest to sell in an emergency? Why?

Bonds can also be classified according to w hat backs them. 
Secured bonds a re  bonds tha t are  backed up by some specific asset 
of the issuer. The asset m ay be land o r o ther real estate, in which 
case the bond is called a mortgage bond. O r the asset may be machin
ery o r trucks. In this case, the bond is known as an equipment tmst 
certificate. Bonds tha t are not backed up by a specific asset are 
called debenture (dih BEHN chur) bonds. D ebenture bonds depend 
heavily on the good reputation  of the issuer. Usually only those issu
ers that have the best credit ratings can successfully sell debenture 
bonds.

A th ird  w ay of classifying bonds is according to how they are 
repaid. Usually bondholders cash in, o r redeem , their bonds on a 
specified m atu rity  date. But som etim es a bond issuer wants to pay 
off its bonds earlier. For exam ple, suppose interest rates were drop
ping sharply. The bond issuer m ight w ant to replace all high- 
interest bonds w ith  new, low -interest ones. The issuer can replace 
the o lder bonds only if they are  callable bonds. Callable bonds are 
bonds tha t contain  a clause stating  tha t they can be called in when
ever the issuer desires. O ther bonds, known as convertible bonds, 
perm it the issuer to  repay the bondholder in shares of stock rather 
than  in cash.

FINDING INFORMATION ABOUT SECURITIES
N ew spapers, m agazines, television, and  rad io  offer a wealth of 

inform ation about securities. M any new spapers, such as The Wall 
Street Journal, contain  stock m arket quotations, which are records 
of the opening and  closing prices of stocks, and  the num ber of shares 
traded  on a particu la r day. They also provide d a ta  about bonds and 
over-the-counter stock transactions.

M agazines such as Barrons, Forbes, and  Business Week are 
e ither entirely  o r largely devoted to financial affairs. And a variety
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of program s — from one-m inute "spo ts” to  regularly  scheduled 
th irty -m inu te features — can be seen o r heard  on television and 
radio.

But perhaps the best source of inform ation abou t the financial 
affairs of a  corporation is its annual report. Annual reports a re  doc
um ents detailing  a co rporation ’s financial condition tha t are  sent to 
the firm ’s stockholders. The inform ation in them  m ust be approved 
by an independent accounting firm and m ust m eet guidelines set up 
by the Securities and  Exchange Comm ission.

Number of shares 
traded today

Difference between last 
sale yesterday and today

Highest and lowest 
prices this year

\
Dividend \  H
paid \  p

| \
t  P-E Sales

Highest and lowest 
prices paid today \

Net
High Low Stock Div. Ratio 100s High Low Close Chg.

79-718 54-1(2 AetnaLf pf. 2 474 11 67-1/4 66-1/8 67-1/2 + 2
17 7-7/8 fAguirre С о д 3 6 \ 15 12-1/8 12-1/8 12-1/8%
31-1/8 22-3/4 ,f  AhmansMF \ 9 \ L 35 24 23-1/2 24 \ + 1-1/8
78-1/4 53-1/2/ Air Prod V 20 24 \  20 74-3/4 73-1/8 74-3/8 '\  +1/2

Abbreviated 
stock name

Preferred Price-Earnings
ratio

Price paid for 
last sale today

A typical newspaper stock market quotation.

CHOOSING SECURITIES
Clearly, investing in stocks and  bonds is not for everyone. But 

for those w ho are w illing to give up som e of the safety of an invest
m ent such as a savings account, the rew ards can be great. Investors 
have been known to get back four, five, and  m ore tim es the am ount 
they put in to  a particu la r corporate stock. And som e have been 
known to lose their sh irts. On the o th e r hand, governm ent bonds, 
especially Series EE and  Series HH bonds, are  qu ite  safe. The 
re tu rn , however, is not spectacular.

Before investing in the m ore risky securities, you should ask 
yourself several questions. Do I really w ant a quick re tu rn  on my 
investm ent do llar ra th e r than  a slow er bu t safer re tu rn?  Can I afford
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to lose all of m y investm ent if the com pany o r governm ent I’m 
investing in should fail? And have I really arm ed  myself with 
enough inform ation to make wise investm ent decisions? If the 
answ er to any of these questions is no, perhaps you should pass up 
securities w ith high risks for the tim e being.

SUMMARY
To obtain  m oney to finance costly projects, governm ents and 

corporations sell stocks and bonds to the public. Stocks are sold 
through brokers, w ho buy and  sell on stock exchanges and  in over- 
the-counter m arkets. Som e banks also offer brokerage services. 
Stocks are either com m on o r preferred, and  dividends are usually 
paid  on both types. Preferred stockholders are paid dividends before 
com m on stockholders. Stocks are  sold only by corporations, and 
they do not have a specified m atu rity  date  o r ra te  of return .

Both corporations and  governm ents sell bonds to  raise money. 
There are several types of bonds, and  they vary according to who 
holds them , w hat backs them , and  how they are  repaid. Bonds have 
specified m atu rity  dates, and  in terest m ust be paid  on them .

W ith any investm ent, there are risks tha t the re tu rn  will not be 
as great as expected o r tha t the investm ent will be lost completely. 
G enerally, governm ent securities are less risky than  corporate secu
rities. Before investing in stocks and  bonds, the investor must 
decide w hether to  buy securities w ith a low risk, and  usually a low 
ra te  of return , o r  those w ith a high risk and  a h igher rate of 
re tu rn .

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 17. Then 
write the term that best matches each numbered definition.

callable bonds 
common stock 
convertible bonds 
corporate bonds 
coupon bonds 
debenture bonds 
municipal bonds 
mutual fund 
over-the-counter market

preferred stock 
redeem
registered bonds 
secured bonds 
securities 
stock exchange 
stock market quotations 
U.S. Savings Bond
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BUILDING
READING
COMPREHENSION

1. Bonds that arc not backed up by a specific asset.
2. The stock that all profit-making corporations must offer that 

gives each shareholder a voice in the management of the cor
poration.

3. Bonds that are backed up by some specific asset of the 
issuer.

4. A market for buying and selling stocks.
5. To cash in a bond.
6. The stock that gives its holder the privilege of receiving divi

dends before the holders of common stock, but whose holder- 
generally has no voice in the management of the corpora
tion.

7. The stocks and bonds that corporations and governments use 
to finance growth.

8. A way by which stocks that are not listed on any one of the 
stock exchanges are bought and sold.

9. Bonds that contain a clause stating that they can be paid off 
whenever the issuer desires.

10. Bonds marked “payable to the bearer.”
11. A special type of government bond that can be bought in banks 

or through a payroll-deduction plan at work.
12. Records of the opening and closing prices of stocks and the 

number of shares of stock traded on a particular day.
13. Bonds that permit the issuer to repay the bondholder in shares 

of stock rather than cash.
14. A type of investment company that uses the money that you 

pay for its stocks to purchase the stocks and bonds of other 
corporations.

15. Bonds sold by local governments, state governments, and cer
tain other agencies.

16. Bonds that show the name of the owner on the face of the 
certificate.

17. Bonds that are issued by a corporation.

1. What are dividends?
2. What are the two best-known stock exchanges in the United 

States?
3. What is the difference between stocks and bonds?
4. Why do many people prefer to buy municipal bonds over other 

types of investments?
5. Why arc U.S. Savings Bonds easy to replace if they are lost or 

stolen?
6. How are coupon bonds and registered bonds different from 

each other? _
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BUILDING
READING
COMPREHENSION

1. Bonds that arc not backed up by a specific asset.
2. The stock that all profit-making corporations must offer that 

gives each shareholder a voicc in the management of the cor
poration.

3. Bonds that are backed up by some specific asset of the 
issuer.

4. A market for buying and selling stocks.
5. To cash in a bond.
6. The stock that gives its holder the privilege of receiving divi

dends before the holders of common stock, but whose holder- 
generally has no voice in the management of the corpora
tion.

7. The stocks and bonds that corporations and governments use 
to finance growth.

8. A way by which stocks that are not listed on any one of the 
stock exchanges are bought and sold.

9. Bonds that contain a clause stating that they can be paid off 
whenever the issuer desires.

10. Bonds marked "payable to the bearer.”
11. A special type of government bond that can be bought in banks 

or through a payroll-deduction plan at work.
12. Records of the opening and closing prices of stocks and the 

number of shares of stock traded on a particular day.
13. Bonds that permit the issuer to repay the bondholder in shares 

of stock rather than cash.
14. A type of investment company that uses the money that you 

pay for its stocks to purchase the stocks and bonds of other 
corporations.

15. Bonds sold by local governments, state governments, and cer
tain other agencies.

16. Bonds that show the name of the owner on the face of the 
certificate.

17. Bonds that are issued by a corporation.

1. What are dividends?
2. What are the two best-known stock exchanges in the United 

States?
3. What is the difference between stocks and bonds?
4. Why do many people prefer to buy municipal bonds over other 

types of investments?
5. Why are U.S. Savings Bonds easy to replace if they are lost or 

stolen?
6. How are coupon bonds and registered bonds different from 

each other? _
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BUILDING
MATH
SKILLS

1. A person who buys stock hopes to sell it at a later date for a 
higher price. Calculate the amount of gain or loss on the fol
lowing stock purchases and sales.

Number 
of shares

Price at 
which stock 
was bought

Price at 
which stock 
was sold

Gain 
or loss

Amount 
lost or 
gained

100 $68 00 $71.00 gain $300
100 46 00 51.50 ? ?
40 53 00 39.00 ? ?
80 87.50 79.75 ? ?
30 34.00 46.25 ? ?

2. The rate of return on a corporate bond is found by dividing the 
amount of interest received by the cost of the bond. For the 
following bonds, find the amount of interest and rate of 
return.

Bond
value

Interest
rate

Interest
amount

Cost of 
bond

Rate of 
return

$1,000 7% $70 $ 960 7.29%
1,000 Vh ? 875 ?
2,000 8 7 1,850 7
1,000 9 Vi ? 910 7
3,000 6V, 7 2,300 ?
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Stockbroker
A news item appears in a business 

journal: The XYZ Company, a privately 
owned corporation, is going public by 
selling stock in the company. A securities 
worker, or stockbroker, immediately calls 
several good customers, advising them to 
buy stock in XYZ because the stock is 
likely to increase in value. The customers 
follow the stockbroker's advice and 
watch the company's stock increase in 
value over the next several months.

Investors who want to buy or sell 
stocks, bonds, or mutual fund shares 
cannot actually trade in those items. They 
must work through registered traders or 
brokers, who set the complicated market 
machinery in motion to make a trade. 
Brokers charge a fee or commission for 
making trades. Some brokers also advise 
customers on which stocks to buy or sell. 
Brokers often help their customers plan 
an entire financial package that may 
include securities investments, life 
insurance, and other investments.

Other brokers may offer no services 
other than making the trade a customer 
orders. These brokers, called discount 
brokers, do not offer any advice.
However, they do charge less for each 
trade.

While a college education is not a 
requirement for a stockbroker, it is 
becoming increasingly important. An 
understanding of how the stock market 
works is also necessary. Courses in 
business administration, economics, and 
finance are helpful. Good 
communications skills and a strong desire 
to succeed are also important. Most large 
firms train beginning brokers to help 
them pass licensing tests. The need for 
stockbrokers will remain strong because 
turnover is heavy in this highly 
competitive field.

Brokers can act either for individuals 
or for institutions. An institutional broker 
carries out buy and sell orders for 
insurance companies, pension fund 
managers, and other organizations that 
invest millions of dollars.
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CHAPTER 37

Real Estate and 
Other Investments

• What if you want to use and enjoy whatever you're putting your 
money into? What type of investment can you make then?

• Suppose you don't want all the trouble that goes along with owning 
a house. Can you find a home better suited to your wants and needs?

• Margo's hobby is collecting old buttons. Do you think enough other 
people may also be interested in her collection to make it valuable?
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Do you know w hat these term s m ean?

settlem ent costs undeveloped property
condom inium  equity
title com m odity
incom e property  com m odities exchange

You’ll learn all about these term s in this chap ter.

Apart from savings accounts and  securities, there are  several 
o ther sound investm ents you can m ake. Indeed, for som e people 
savings account balances o r stacks of bonds and  stock certificates 
a re n ’t very satisfactory proofs of ow nership. These people w ant 
som ething m ore concrete. They actually  w ant to see, touch, and  — 
above all — use and  enjoy w hatever they’re investing in. So in ad d i
tion to or, perhaps, instead of savings accounts and  securities, they 
choose to  invest in real estate, collectibles, o r com m odities.

INVESTING IN REAL ESTATE
On the face of it, you would think tha t there cou ldn’t be a safer, 

su rer investm ent than  real estate. Real estate  is, as you recall, land 
and  all the buildings attached  to it. Even though the num ber of 
people living just about everyw here grows larger and  larger each 
year, the am ount of available land rem ains the sam e. Rem em ber

When you invest in real estate, you must consider the location carefully.
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the laws of supply and  dem and th a t you read about earlier?  Accord
ing to them , w hen there’s increased dem and and decreased supply 
of any item , the price of tha t item  should go up. So as dem and  for 
land goes up and  supply goes dow n, its value should increase.

How, then, can anyone make a poor real esta te  investm ent? 
There are a num ber of ways. They can choose the w rong location. 
They can choose the wrong tim e to  buy o r sell. They can pay too 
m uch — either initially  o r through unexpected hidden costs. O r 
they m ay choose the wrong type of real esta te  to invest in.

People invest in a variety of different types of real estate, and 
they do so for a  variety of reasons. In the m ain, however, people 
generally choose these three m ajor types of real estate: hom es for 
personal use, income property, and  undeveloped property .

Home Ownership
If you’re like m ost people, the single m ost expensive purchase 

you will ever m ake is a home. Few buying decisions require  as m uch 
planning  and wise decision m aking. But tw o m oney considerations 
are often w hat m ost influence the final buying decision. How m uch 
will it cost me, now and  later? How m uch can I get for it w hen I sell? 
Clearly, the type, size, location, and  condition of the hom e will affect 
its overall selling price. But the tim ing of the purchase o r sale m ay 
also play a part. Interest ra tes m ay vary. And certain  locations m ay 
becom e m ore o r less desirable w ith  the passage of tim e.

Most hom e purchases involve three different kinds of costs: 
dow n paym ents, settlem ent costs, and  m ortgages. As w ith all loans, 
the larger the dow n paym ent, o r m oney paid up front, the sm aller 
the rest of the paym ents will be. Often the seller of the hom e o r 
w hoever provides the m ortgage dem ands a certain  am ount in down 
paym ent, such as ten o r tw enty percent of the selling price. S e ttle 
m ent costs, o r closing costs, are  the costs involved in com pleting the 
sale, such as those for tracing the history of ow nership and  record
ing the transfer of ow nership. Because settlem ent costs m ust be 
paid  a t the tim e of sale, you should m ake sure tha t you can afford 
both those costs and  the down paym ent — an d  still have m oney left 
in your savings account for em ergencies.

What other costs might you have to consider when buying 
a house?

As you know, a m ortgage is a form of repaym ent for an  insta ll
m ent loan. Som etim es a hom e m ortgage also includes your hom e
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Your values come into play when you decide where to live.

insurance and  p roperty  taxes. But if it doesn’t, rem em ber tha t pay
m ents for these tw o item s also m ust be included when you figure 
out how much a hom e will cost.

In addition, you have to consider the cost of keeping up  a home. 
After a certain  num ber of years, you m ay need to repain t, pu t on a 
new roof, o r install a new furnace. Can you afford these expenses 
along w ith m ortgage paym ents, insurance, and  taxes?

Not all of the considerations involved in the decision to buy a 
hom e are related to money, however. For exam ple, som e people 
w ant to live in a city. O thers do not. Som e w ant a hom e th a t’s small 
and  easy to clean. O thers w ant a large house w ith plenty of rooms. 
Som e w ant a great deal of privacy. O thers prefer to have neighbors 
close a t hand. Som e really d o n ’t care w here they live. But others 
believe that a certa in  neighborhood or address increases the ir social 
im portance. For som e people, a particu la r hom e is considered a 
tem porary  way station  as their job takes them  from place to place. 
For others, a hom e is a perm anent residence. Because different peo
ple have different needs, a variety of hom es are  available. Apart 
from the fam iliar separate  single- o r m ultiple-fam ily houses, there 
a re  condom inium s, cooperatives, and  m anufactured  houses.
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Condominiums. Suppose you w ant all the advantages ol 
hom e ow nership but d on ’t w ant the accom panying m aintenance 
problem s. W hat if you d on ’t w ant to mow law ns o r shovel snow? 
W hat kind of hom e should you look into buying? For some, condo
m inium s are  the answ er. A condom inium  is an individually ow ned 
unit in a building o r group of buildings. Condom inium  buildings 
m ay be run  by either profit o r nonprofit organizations. The ow ners 
of individual condom inium s agree to obey a w ritten  set of rules that 
guide the operation of the condom inium  com plex. The ow ners pay 
the m ortgages and  taxes on the ir units only. They pay a p roportion
ate  share of the expense of keeping up com m on areas such as 
hallw ays, entrances, laundry room s, and  lawns. The condom inium  
ow ner holds title , the w ritten  proof of ow nership, to his o r her unit. 
The ow ner, therefore, is free to sell the un it a t will to anyone. How
ever, there are som e disadvantages to condom inium s. Many of them  
share com m on w alls w ith neighboring units. So privacy m ay be 
sacrificed. Equally im portan t, individual ow ners have little control 
over m aintenance fees. If m ost o ther ow ners w ith in  your condom in
ium  building w ant a particu la r service, you’ll have to go along w ith 
them  — and  pay for the unw anted  service as well.

Som e people w ant to invest in condom inium s located in such 
vacation areas as the m ountains o r beaches. Since they will not be 
using the ir resort "hom es” for m ore than a few weeks a t a tim e, 
m any choose time-sharing plans. In a tim e-sharing plan, different 
investors buy into the sam e condom inium , often for as little as one 
week at a tim e. A m ajor d isadvantage of tim e-sharing is tha t the 
buyer can select only those weeks tha t are  open. If you c a n ’t arrange 
to  sw ap weeks w ith someone, you m ay be forced to  spend your 
vacation a t a tim e tha t m ay not be too convenient for you. Also, the 
rates for weeks during the prim e seasons — w in te r in a skiing 
resort, sum m er in a lake resort — generally are m uch higher than 
those during  off-season periods.

Cooperatives. In som e respects, cooperatives are  s im ilar to 
condom inium s. They are individual un its  w ithin  larger buildings. 
However, you d on ’t actually  own a unit. A cooperative is a form of 
ow nership  in which you buy shares in a nonprofit organization tha t 
ow ns your building. In addition  to paying the m ortgage, you pay an 
equal share of the taxes and  operating  costs of the en tire  building. 
You are, in a sense, responsible for paying a neighbor’s share if the 
neighbor fails to pay. The cooperative, like a corporation, is run by a 
board  of directors. Thus, the board  of d irectors m ust approve of a 
buyer before you m ay sell.
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Condominiums let people own homes without having to do maintenance chores.

Why do you think a cooperative would want to have a say 
in who is buying your unit?

Manufactured Houses. M any people, especially young people 
just starting  out, cannot afford trad itional houses but w ant some of 
the com forts associated w ith them . For such people, m anufactured 
houses m ay be a wise choice. M anufactured houses are  constructed 
in factories and  then shipped com pletely assem bled to the ir final 
sites, usually in a  park  w ith sim ilar houses. Most are relatively 
sm all and easy to m ain tain . Often they com e equipped not only 
w ith all the typical household appliances, bu t also w ith  bedroom, 
dining room, and  living room  furniture. A m ajor advantage of m an
ufactured houses is the ir low cost. In m any instances, they can 
easily be paid  off w ith in  ten years. And except for park  rental fees 
and  u tility  hookup charges, you can live alm ost rent-free thereafter.
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Income Property
Many people are not content to sit back and  w ait until they sell 

a piece of real esta te  before they get a re tu rn  on the ir investm ent. 
These people prefer to invest in incom e property, property  on which 
rent o r some o ther form of paym ent is earned. Farm s, stores, facto
ries, shopping centers, and  office buildings are som e kinds of 
incom e property tha t you can invest in. So are two- o r three-fam ily 
houses. You buy the house, occupy one lloor o r unit, and rent out the 
o ther units. The ren tal incom e then can be used to help you pay off 
the m ortgage. Unlike a condom inium  or a cooperative, a building 
tha t you own is yours to run — in your own way.

Undeveloped Property
You can also invest in undeveloped property . Undeveloped 

property  is land tha t generally is in its natu ra l state. Usually it isn ’t 
even cleared. No roads go through it. And u tilities such as w ater 
pipes and  electrical lines have not yet been put in. Often, but not 
always, it m ay be fairly inexpensive.

People invest in undeveloped property  largely w ith the hope 
tha t its value will increase sharply  over the years. Som etim es it 
does. The land m ay be w anted as the site of a shopping cen ter o r 
housing developm ent. Perhaps a new industrial park  m ay be built 
on it. Or a new recreational area m ay rise up close by. In o ther 
instances, however, very little m ay happen to its value. O r its value 
m ay go dow n. A planned highw ay m ay never be built, so the unde
veloped land along its route m ay, therefore, rem ain  undeveloped.

Why Invest in Real Estate?
If you ca n ’t alw ays be sure of a re tu rn  on your investm ent in 

real estate, w hy pu t your money there? People do it for a num ber of 
reasons. W hen they invest in hom es, they’re also providing a  shelter 
for them selves. Perhaps they w ouldn’t pay qu ite  as m uch if they 
w ere renting and  not buying. But a t the end of a fairly short tim e, 
they do have equity  — the value of the money they’ve invested — in 
the house. And tha t equity  can be used to raise the ir credit rating. 
For some, real esta te  is a safe investm ent. They m ay not m ake very 
m uch out of the ir investm ent. But then they shou ldn’t lose very 
m uch either. For still o thers, investing in real estate, especially 
housing, provides security. Come w hat m ay, they have som e kind of
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The fact that real estate generally increases in value makes most people consider it a 
safe investment.

roof over their heads when the m ortgage is paid  off. S till others 
consider the tax advantages of hom e ow nership. In m ost states, 
renters get few o r no tax breaks. Hom eow ners, however, usually 
have heavy in terest paym ents for the g reater part of the ir mortgage 
period, and  in terest paym ents are  deductible.

COLLECTIBLES
Perhaps you o r som eone you know collects bottle caps, baseball 

cards, o r stam ps. If so, then you know tha t such item s have value. 
Collectibles, item s tha t people collect, m ay increase greatly  in value 
over the years. This is particu larly  true if the collectibles are so 
popular and hard  to find that m any people w ant them .

An im portan t point to rem em ber about m ost collectibles is that 
you know how m uch of a re tu rn  you’ll get on an item  only when you 
actually  sell it. Collectibles are w orth  only w hat som e o ther collec
to r will pay for them . An an tique bowl m ay bring very little, either 
because m any sim ilar bowls are available o r because no one really 
w ants tha t particu la r type a t tha t particu la r tim e. On the other 
hand, a com ic book o r record tha t is perhaps only tw enty years old 
m ay bring a very good price if you find a buyer w ho needs it to 
com plete a collection.
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Among the collectibles that are especially popu lar are  an tique 
furniture , old silverw are, a rt, coins, and  stam ps. But alm ost any 
object could becom e a collectible. Old license plates, toys, and  o rd i
nary  bottles all b ring very good prices w hen sold to those w ho w ant 
them  for the ir collections. You m ust be careful, however. You have 
to know a lot about w hat you’re dealing in to be able to distinguish a 
really good collectible from the ord inary  — or from the phony. And, 
if the objects in which you are investing go out of fashion, they may 
lose alm ost all the ir value.

COMMODITIES
Silver teapots and  gold charm s are collectibles, bu t silver o r 

gold bars are not. They, along w ith such o ther item s as w heat, corn, 
and  cotton, are called com m odities. C om m odities are agricu ltu ra l 
o r m ining products tha t can be traded. People can m ake a lot of 
money quickly by trad ing  in com m odities. But they can lose all 
they’ve gained — and m ore — just as quickly. Through a m arket 
very m uch like a stock m arket, a com m odities exchange, investors 
buy con tracts for quan tities of a given com m odity. They buy a t a 
certain  price for delivery m uch la ter on. However, the investors do 
not w ant to take delivery of the com m odity. They w ant to sell their 
con tract som etim e before the delivery date . They’re hoping tha t the
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The price of a commodity may change a number of times within a single day.

price of the com m odity will rise on the w orld m arket. If it does, they 
can make a healthy profit. If the price goes dow n, they lose a great 
deal. Obviously, trad ing  in com m odities involves a lot of risk. Even 
when you think you know the m arket very well, an  unexpected 
event — a freeze during  the tim e citrus is about to be picked, for 
exam ple — can spell the difference betw een rags and  riches.

What effect might a freeze have on the price o f  citrus in a 
commodities exchange? What might the effect then be on 
a citrus contract?

SUMMARY
Real estate, collectibles, and  com m odities are  all possible 

places in w hich to  invest money. Each carries w ith  it certain  advan
tages and certain  disadvantages. For the m ost part, real estate is a
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relatively safe investm ent. You can put your money in a hom e, in 
incom e property , o r  in undeveloped property. W hen deciding to 
invest in a hom e, you can choose am ong separate  houses, condo
m inium s, cooperatives, o r m anufactured houses.

Before you invest in such collectibles as antiques, a rt, o r coins, 
you should be sure you know w hat you’re dealing in. And w hile 
investing in com m odities such as gold, silver, o r w heat could retu rn  
a lot of money in a short tim e, it could just as quickly take it all from 
you. As w ith all investing, you should know w hat you w ant, under
stand  the advantages and disadvantages of the venture, and  be 
w illing and able to accept w hatever happens.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 8. Then 
write the term that best matches each numbered definition.

income property 
settlement costs 
title
undeveloped property

commodities exchange 
commodity 
condominium 
equity

1. An individually owned unit in a building or group of build
ings.

2. Land that generally is in its natural state.
3. The costs involved in closing a real estate sale, such as those 

for tracing the history of ownership and recording the transfer 
of ownership.

4. A market where investors buy contracts for quantities of a 
given commodity at a certain price, for delivery much later.

5. Written proof of ownership.
6. The value of the money invested in real estate.
7. An agricultural or mining product that can be traded.
8. Property on which rent or other payment is earned.

BUILDING
READING
COMPREHENSION

1. What are the three major types of real estate?
2. What is the single most expensive purchase that most people 

are likely to make?
3. What two money considerations influence the home buying 

decision?
4. What three costs are involved in most home purchases?
5. What is a mortgage?
6. Name two major disadvantages of owning a condominium.
7. Why might a person invest in a manufactured house?
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8. Why do people invest in undeveloped property?
9. How does investing in real estate provide security for some 

people?
10. Why do people invest in commodities?

BUILDING
BUSINESS
CONCEPTS

1. Name at least four considerations involved in the decision to 
buy a home.

2. A person who owns a house has to pay a mortgage, make 
repairs, and pay homeowner’s insurance. With all these ex
penses, why would anyone want to buy a house?

3. For what reasons might a person choose to buv^a condomin
ium? Why might a person want to buy one on a time-sharing 
basis?

4. How do cooperatives differ from condominiums?
5. Houses, apartment buildings, farm land, empty lots, and 

ranches are examples of different types of real estate invest
ments. What makes each of these valuable? Why will the value 
usually increase in the future?

6. What risks are involved in investing in undeveloped land?
7. Why should someone who trades in commodities be very will

ing to take chances?
8. Many apartments have been converted into condominiums. 

What problems can this create for the people who rent in these 
buildings?

9. Other than the collectibles mentioned in this chapter, name 
four items that might be saved as both a hobby and an invest
ment.

10. What types of investments do you believe to be the safest? 
Which do vou believe to be the best for you?

1. "Even though the number of people living just about every
where grows larger and larger each year, the amount of avail
able land remains the same.” Explain this statement.

2. Invite a real estate agent to speak to your class about the types 
of real estate that are in demand in your area. Ask about set
tlement costs and other expenses you might meet with w hen 
you invest in real estate.

3. Talk to people who have invested in real estate, gold, antiques, 
stamps, coins, or other items. Ask them about the benefits of 
these investments.

4. Go to your library and get back issues of newspapers that are 
one-year and six-months-old. From the financial section, ran
domly select three commodities. Look in the one-year-old

BUILDING
BUSINESS
EXPERIENCE
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BUILDING
HUMAN RELATIONS 
SKILLSm

issue to determine what the price of each commodity was one 
year ago. Assume that at that time you invested $ 1,000 in each 
commodity.
a. What was the amount of return on your total investment 

after six months? after one year?
b. What was the rate of return on your total investment after 

six months? after one year?
c. Did any of the three commodities perform much better 

than the others? much worse? What caused the commodi
ties to perform as they did?

5. Collect advertisements for rare stamps or coins. Try to deter
mine if any would be a wise investment.

You have $20,000 that you must decide how to invest or save. You 
want the money to earn more money for you. Yet, you feel you need 
to have part of the money available in case of an emergency.

1. Knowing your own tendencies either to buy impulsively and 
spend your money lavishly or to be careful and make wise 
decisions, decide how much money you will put aside for easy 
accessibility. Will you save or invest this money? How?

2. Decide what you will do with the rest of the money. Will you 
save or invest? How much? What type of savings or investing? 
Why did you make these decisions about your money?

3. Report to the class on the decisions you made about your 
money. How did the rest of the class decide to invest or save 
their money?

4. Why did each member of your class choose a particular way of 
either saving or investing the money?
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Remodeling Instead of Buying
A small, two-bedroom house without 

many extras used to be the type of house 
most first-time homeowners sought.
After a few years they would sell this 
starter house for a larger one. Some 
people would do this many times until 
they had the house they really wanted. 
However, with the higher prices of 
houses today, more and more people are 
keeping their starter homes and 
remodeling them rather than buying new 
ones.

Another reason for remodeling is the 
relatively stable cost of building 
materials. In addition to the financial 
benefits, there are also the personal 
benefits. Many people enjoy their 
neighborhoods and do not want to 
move. Remodeling gives them a solution.

The majority of people who remodel 
are families who have outgrown their 
homes. However, single people with 
condominiums are also remodeling or 
adding onto their units.

Remodeling varies according to the 
owner's needs and wants. Kitchens and 
bathrooms are often the first rooms to

be remodeled or added on. In the past, 
the most desirable room to add on was 
the family room in the basement. Now, 
however, family rooms are not in the 
basement, and they are more likely to be 
entertainment centers designed for the 
most recent high-tech equipment.

For those who think they might 
someday sell their homes, additions and 
remodelings that offer the greatest 
return on the investment are most 
desirable. For example, the addition of a 
fireplace can result in a return of 125— 
130 percent on the investment. An added 
bathroom can yield 100-130 percent 
return. However, a swimming pool will 
probably result in a return of only 25-30 
percent.

The trend toward building up and 
out rather than buying up is likely to 
continue, especially in areas where the 
cost of new housing is increasing. Older 
homes often offer some extras in 
addition to lower prices. Hardwood 
floors, old window moldings, and ceiling 
decorations are very expensive extras for 
new homes, but are often found in older 
homes. Many people prize these features, 
choosing to remodel rather than build a 
new home just for such features.
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CHAPTER 38

Buying Protection
• You can save for a rainy day, or for emergencies. But you can't take 

the risk out of everything. So what do you do? How do you buy 
protection?

• You may have heard the saying, "There is safety in numbers." That's 
a pretty good definition of insurance. Why? Can you give a better, 
more complete definition?

• Do you have anything valuable, anything you couldn't afford to 
replace? Would you be willing to buy insurance to protect it? What 
do you want out of insurance?

Ur

I
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Do you know w hat these term s m ean?

insurance stock insurance com pany
perils m utual insurance com pany
insu rer life insurance
agent property  insurance
policy liability  insurance
policyholder health  insurance
prem ium  insurable interest 
claim s

You’ll learn all about these term s in this chap ter.

"H ouse B um s in M idnight F ire.” "Thousands H om eless After 
T ornado.” “Three-car Pile-up Injures Five.” Each of these headlines 
represents an  em ergency and  a  probable loss to people. Thousands 
of us face such unexpected losses each year. W hat can we do about 
them ? How do we avoid these losses? At the very least, can we get 
som e financial protection against the w orst consequences of these 
disasters?

DEALING WITH RISK
Each of us runs risks every day. You can fall dow n the stairs 

going to school o r work. W hile w alking on the sidew alk, you can be 
hit by a runaw ay car. Any tim e you ride in a  car, a bus, a  subw ay, or 
a tra in , you run the risk of an  accident. If you are doing business or 
are in business, you take a chance w ith financial loss. Losing money 
o r property  is an  econom ic risk, bu t it is a risk all the sam e.

How Can You Handle Risk?
Since you cannot avoid the risk of having an  accident o r losing 

property, how can you handle the risks tha t you run  every day? You 
can try to  deal w ith  these risks all alone. You can plan  to save 
enough money to  cover all em ergencies — and all losses. If you are 
afraid of losing your w atch, for exam ple, you can save for ano ther 
one. By saving a little  bit each week, you m ay be able to get enough 
money to replace your w atch if you lose it. But w hat happens if you 
s ta rt saving now and  lose your w atch next week? W hat if you lose 
both w atches? The cost of covering econom ic losses m ight be too 
m uch for one person to handle.
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There is a  w ay out. You can  share your losses w ith  o thers who 
have the sam e risk. Suppose you had  to pay if you lost a book. 
Som etim e during the year one person in your class is likely to lose a 
copy of this book. All of you could band together to protect each 
o ther in case of tha t loss. If, for instance, th irty  of you divide the cost 
of the book, tha t w ouldn’t be very m uch for any  one of you to pay. 
But w hat if ten of you lose your books? T hat w ould really  w ipe out 
any fund you had. Sharing losses w ith  very sm all groups of people is 
be tte r than going it alone, bu t fortunately  there is an even better 
choice.

How Can Insurance Help You Avoid Loss?"
Econom ic risks are shared m ost effectively w hen m any people 

are involved. Insurance divides a possible loss am ong large num 
bers of people. Each individual then pays a sm all fee for protection. 
You pay m uch less for this protection than  you w ould if you had to 
bear the whole loss alone. And because so m any share through 
insurance, the cost of losses can  be covered. Sharing the risk of los
ing a textbook is a form of insurance, bu t th irty  people is too sm all a 
group for the insurance to be really useful. Sharing  the cost am ong 
m any people reduces financial loss. This "principle o f large numbers" 
m eans m any share a loss so one person suffers less. It is a  basic 
concept of insurance. Insurance protects against all kinds of perils, 
o r causes of loss. Exam ples of such perils are  fire, shipw recks, auto
m obile accidents, death , sickness, and  dishonesty.

The purpose of insurance is to provide you w ith g rea ter finan
cial security. W ithout insurance, a serious illness could change your 
whole w ay of life. A fire could destroy all of your belongings and 
force you to live differently. An autom obile accident could injure 
you so tha t you could no longer work, thus leaving you much 
poorer. Insurance frees you from som e of the w orry you w ould face 
w ithout tha t protection.

Fortunately, m any econom ic losses are  not costly. If you break 
a ballpoint pen costing 69 cents, th a t’s not a real financial hardship. 
N or w ould you a ttem p t to protect against such a loss. But if you 
sm ashed up the fam ily car, tha t w ould be serious. Insurance pro
tects you against m ajor financial troubles.

Why wouldn’t you want to buy insurance to protect 
against minor economic losses?
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Insurance is available for all kinds of life, property, and health protection.

GETTING THE RIGHT INSURANCE
Insurance protection requires careful p lanning  and  decision 

m aking. Choosing the right insurance plan is an  im portan t task. 
Insurance com panies provide alm ost any kind of protection tha t 
you m ight w ant. How do you m ake your insurance choices? You 
m ust look a t your ow n individual situation  and  then choose p ro tec
tion tha t fits your needs. If you are  single, you m ay be m ost 
concerned about m oney to  live on in case you are sick o r injured. 
You m ay also w ant insurance to  protect your ap a rtm en t and  per
sonal p o s s e s s io n s ,  such as furn iture  o r a car. If you have a family, 
your m ajor concern m ay be incom e for them  if you are  not able to 
work. Regardless of your circum stances and  age, you will also w ant 
to  have additional incom e for living expenses, and  protection 
against serious illness after you retire. For w hatever reason you 
w ant it, there is probably  an  insurance p lan  to  fit your needs.
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How It Works
An im portan t part of ou r econom ic system  is business firms 

tha t offer services. An insurance com pany sells the service of pro
tection. The insurance com pany you work w ith is called the insurer. 
Because our system  has so m any different insurers, you have to 
choose the one tha t is best for you. As a  consum er, you should be 
sure to com pare, evaluate, and  then decide.

When you decide to buy insurance, the agent, o r representative 
of the com pany, is the person w ith w hom  you will work most 
closely. He o r she can discuss w hat you w ant, help you identify the 
purposes of your insurance plan, and  develop a  good program  for 
you. Good agents take pride in planning the best insurance program  
for you tha t they can. They offer inform ation, help, and  guidance.

When you and  your agent have decided on a plan, the agent 
w rites an application  for you. The com pany then w ill issue a policy, 
a formal w ritten  agreem ent betw een you and  the com pany. You are 
the policyholder — the person w ho has bought insurance protec
tion. The policy gives in detail all of your protection, costs, rights, 
and  responsibilities. It spells out how to file claim s to cover losses 
and  w hat coverage you have. Because it is a legal con tract between 
you and the insurer, you should read  your policy carefully.

What You Pay for Protection
When you and  the agent have com e up w ith an  insurance plan 

and  the policy is signed, you m ake your first paym ent. The am ount 
of money charged by the insurance com pany for protection during a 
certain  period of tim e is called a p rem ium . Part of the prem ium  
covers the cost of the services the agent and  com pany give you. The 
com pany uses some of the prem ium  to pay claim s, o r requests for 
paym ents due to financial losses.

The prem ium  paid for insurance is actually  quite  sm all com
pared  to the am ount of protection. How can this be? An insurance 
com pany m ay insure hundreds of thousands of people. Only a small 
num ber of them  will suffer a loss each year. Through sharing  the 
cost, prem ium s can be kept a t a level tha t m ost can afford.

Protecting yourself against loss w ould be very expensive if it 
w ere not for sharing. Com panies have a system  for predicting how 
m any losses will occur over a given period of tim e. By collecting 
records for years, then adding the figures and  getting  averages, an 
insurance com pany can com e very close to predicting actual losses.



Unit 10 Insuring Against Loss 581

A good agent will tailor your policy to suit your needs.

Using these figures, they can judge how m uch they should charge 
for insurance protection in o rder to m eet all claim s. The accuracy of 
the ir predictions generally depends on the num ber of cases studied. 
The larger the num ber, the m ore accurate  they will be.

Do you think i t ’s fair that insurance companies base your 
charge for insurance on what happens to others?

THE BUSINESS OF INSURANCE
Insurance com panies are big business both in term s of sales 

and  em ploym ent. Over 2,018,000 persons are  em ployed by insur
ance com panies. Insurance con tribu tes to  ou r econom ic system  by 
offering m any services as well as jobs. W hen you look for an  insur
ance com pany, chances are tha t you will find dozens of com panies 
and  agents listed in your com m unity.

There are  tw o m ajor types of insurance com panies. One, the 
stock insurance com pany, is a corporation w ith  stockholders, a 
board  of directors, and  officers w ho run  the com pany on a daily 
basis. The second m ajor type is the m utual insurance com pany, a 
cooperative ow ned by its custom ers. Its ow ners are  the people 
insured. Profits, called dividends, a re  d istribu ted  to the ow ners each 
year from investm ents m ade by the com pany.
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The federal government often helps victims of major flood disasters.

Kinds of Insurance
There are several types of insurance. Life insurance is a protec

tion usually for the fam ily and  relatives of a person afte r death. 
Property insurance covers dam ages and  losses to your ow n prop
erty . Liability insurance, on the o th e r hand , covers dam ages or
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losses to som eone else o r to  his o r  her property  th a t you m ay have 
caused accidentally . H ealth  insurance provides m oney to  pay bills 
in case of accident o r sickness.

The federal governm ent handles protection for som e kinds of 
d isasters o r risks tha t p rivate com panies cannot afford to cover. For 
instance, there is crop and  flood insurance. D am age to o r loss of 
crops and  dam age from floods can cost huge am ounts of money. The 
governm ent som etim es steps in w here m assive losses of property  o r 
crops have occurred and  declares a federal d isaste r area . As you 
know, federal agencies also insure banks, savings and  loan associa
tions, and  credit unions on the ir accounts. W hen a bank fails, 
trem endous am ounts of money are  involved. The federal govern
m ent handles the social security program , w hich is an incom e and 
retirem ent insurance plan.

Regulating Insurance
The states are responsible for regulating the insurance indus

try. In each sta te  there is a  departm en t th a t deals w ith  the insurance 
com panies and  their operations. Each sta te  has an  insurance super
visor, often called a com m issioner, w ho is responsible for applying 
the rules and regulations set up by the state . An insurance com pany 
m ust be licensed by the sta te  in w hich it operates. After the com 
pany is licensed, the sta te  insurance departm en t review s its opera
tions on a regular basis.

One of the m ost im portan t areas of supervision, of course, is 
setting  rates, o r  prem ium s, for policies. Som e sta tes have laws 
under which the rates charged for p rem ium s m ust be approved by 
the insurance com m issioner. In o ther states, p rem ium s can be set 
w ithout approval of a com m issioner. However, they are still subject 
to review. In any case, the insurance com panies are  closely super
vised by the com m issioner to ensure tha t the consum er gets sound 
protection. In effect, the com m issioner represents the consum er and  
often seeks the advice of consum er groups.

THE FACTS ABOUT INSURANCE
Som e people believe tha t they are  not getting  the ir m oney’s 

w orth  if they pay insurance p rem ium s bu t never suffer a loss. That 
is not true. W hen you buy insurance — o th e r than  life insurance — 
you have no way of knowing w hether you ever will suffer a loss.
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When you do, it will be an accident. Insurance com panies do not 
pay for deliberate losses. In buying life insurance, you do not know 
when you will suffer a loss. W hen you do, it too will be unexpected. 
You also buy insurance because you do not know how large a loss 
you m ight suffer. You w ant to share the econom ic risks and the 
losses tha t result from them  w ith large num bers of people. That is 
the concept behind insurance. The consequences of not having 
insurance if you do suffer a m ajor loss can be far m ore costly than 
any am ount of money you m ay pay for insurance prem ium s.

To buy insurance, you m ust have an insurable in terest in the 
person o r property  covered by the insurance. In o th e r words, you 
m ust be able to prove the possibility of financial loss before you can 
buy insurance on property  o r on ano ther person’s life. You have an 
insurable interest in all of your personal property . If you d on ’t have 
an insurable interest in som ething, you cannot insure yourself 
against loss of it. But how about life insurance? Life insurance is 
different from real and personal property  insurance. If you lose your 
life, you will not suffer a financial loss. Those w ho benefit from the 
insurance — your fam ily and  relatives — will suffer a financial loss, 
if you are  their p rim ary  m eans of support. Your fam ily thus has an 
insurable interest in your life.

"I have insurance. I d on ’t have to  w orry. The insurance com
pany will take care of it, so I don ’t have to be carefu l.” Those are 
com m ents from a  person who doesn’t have all the facts about insur-

With insurance, you have a net of safety.



Unit 10 Insuring Against Loss 585

ance. Insurance is intended to cover those financial losses tha t occur 
because of accidents o r unexpected events. Being careless will only 
drive up  the costs of insurance. W hen losses increase, costs go up. All 
of us pay larger prem ium s to  cover these costs.

SUMMARY
Most of us w ant to avoid financial risk. We w ant to cover our 

losses and  protect ourselves. Through an insurance plan, we can get 
the protection we w ant.

There are life, property, health , and  liability  insurance com pa
nies and  plans. If you have an insurable interest in som ething, then 
it m ay need protection. Be a sm art shopper w hen it com es to buying 
a service like insurance. D eterm ine your insurance needs carefully 
so tha t you pay prem ium s only for the coverage you need. Get the 
best agent you can, w ith a  com pany you’ve checked out. Insurance 
should be part of your to tal money m anagem ent plan. T h a t’s not a 
gam ble. I t’s a fact.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 15. Then 
write the term that best matches each numbered definition.

1.
2.

4.

5.

agent
claims
health insurance 
insurable interest 
insurance 
insurer
liability insurance 
life insurance

mutual insurance company
perils
policy
policyholder
premium
property insurance 
stock insurance company

A representative of an insurance company.
An insurance company set up as a corporation with stockhold
ers, a board of directors, and officers who run the company. 
The amount of money charged by the insurance company for 
protection during a certain period of time.
A protection that provides money to pay bills in case of acci
dent or sickness.
Insurance that protects you against claims of others whose 
person or property you may have accidentally damaged.
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6. Causes of loss, such as fire, shipwrecks, automobile accidents, 
death, sickness, or dishonesty.

7. A protection usually for the family and relatives of a person 
after the death of that person.

8. A formal written agreement between you and the insurance 
company.

9. An insurance company that is owned by its customers.
10. A financial interest in insured property.
11. A way of sharing economic risks and the resulting losses.
12. Requests to the insurance company for payments because of 

financial losses.
13. A protection against damage or loss of your own property.
14. The insurance company that protects against loss.
15. The person who buys insurance protection.

BUILDING
READING
COMPREHENSION

1. What is an economic risk?
2. How does insurance reduce financial loss?
3. Describe an insurance policy and the information it includes.
4. In what ways does the insurance company use the money that 

you pay in premiums?
5. How does an insurance company determine how much to 

charge for insurance in order to meet all claims?
6. How are stock insurance companies and mutual insurance 

companies alike? How are they different from each other?
7. Name the four major types of insurance. How does each pro

tect you?
8. What types of insurance are furnished by the federal govern

ment? Give several examples.
9. Give examples of ways the insurance industry is regulated and 

supervised.
10. How is life insurance an exception to the principle of insurable 

interest?

BUILDING
BUSINESS
CONCEPTS

1. "Those who need insurance the most can afford it the least.” 
Do you agree or disagree? Give reasons and examples to sup
port your answer.

2. Do you think it is possible to avoid all economic risks? Why or 
why not?

3. Explain why the principle of insurance can work better with a 
large group than with a small group.

4. Explain how liability insurance is different from property 
insurance.
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5. Why does government, instead of private companies, provide 
some forms of insurance?

6. Some people argue that insurance really is not necessary. 
“Each of us should save for a rainy day and plan to take care of 
ourselves instead of depending on someone else to do it." Do 
you agree? Why or why not?

7. A good agent is important when you are buying insurance. In 
what ways does an agent help you? What kinds of qualities 
would you look for in an agent?

8. Since an insurance policy is a legal document, what advice 
about it would you give a person who has just bought insur
ance protection?

9. Give examples of ways in which you have an insurable interest 
in someone or some property.

10. What advice would you give a person who is considering 
whether or not to buy insurance protection? What could you 
tell that person about the advantages and disadvantages of 
having insurance?

BUILDING
BUSINESS
EXPERIENCE

1. Each of us can be involved in economic risks — risks that may 
result in loss of things of value or that may affect our health 
and well being. On a sheet of paper, print these headings:

Risks I Face Ways to Avoid or Reduce Each Risk
In the left column, list the risks that you might face in a year. 
Include the time you spend at school, at home, at work, and in 
sports and fun activities. In the right column, list how you 
might be able to prevent the risks or reduce the seriousness of 
the risks. For each one, put a check mark at the end of the 
column if it is worthwhile to have insurance against that risk.

2. Prepare a list of questions that you would ask an insurance 
agent if you were planning to begin an insurance program for 
yourself.

3. Collect magazine advertisements about insurance and bring 
them to class. Classify the type of insurance according to these 
categories: life, health, property, and liability. Look in busi
ness magazines to see if you can find advertisements for 
insurance that is especially for business firms.

4. Listen to TV and radio advertisements and read newspaper 
and magazine advertisements for insurance. List reasons 
given by insurance companies for buying insurance. Identify 
the emotion to which each ad appeals: fear, health, security, 
prestige or keeping up with the neighbors, comfort, economy, 
or others. _
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Check your local telephone directory. How many insurance 
companies are listed for your area? List those you can classify 
as stock or mutual. How many are life insurance companies? 
How many are property insurance companies? Bring your 
findings to class for discussion.

BUILDING
MATH
SKILLS

1. The Hernandez family is figuring how much their insurance 
program costs. This year they spent these amounts of money 
for their insurance:

Auto insurance
Life and health insurance
Homeowner’s insurance

$191.00 each six months 
35.00 each month 
17.50 each month

a. How much will each type of insurance cost for the year?
b. What was their total cost for insurance for the year?

2. An insurance agent told JcfT that an insurance policy would 
cost him $6.50 each month, $ 19.20 for three months, $37.50 for 
six months, or $74 for a year.
a. How much would each plan cost him for a whole year?
b. How much would he save by paying for a whole year at 

once rather than every month?
3. One insurance company charges extra for those persons who 

have auto accidents. If a person has one accident for which the 
company must pay at least $200, the added charge is 10% of 
the premium. Barbara has been paying $141.70 for her auto 
insurance each six months. Now she has had one accident for 
which the company will add a charge. How much will her 
premium be this time? If she were to pay her premium once a 
year instead of every six months, her premium would be 
reduced by 5 percent of the six months’ premium. How much 
could she save by paying her new premium once a year?



Insurance Claim s  
Representative

When fire destroys a building, one of 
the first people on the scene after the 
firefighters have left is an insurance 
claims representative. This person 
investigates claims against his or her 
company's fire-insurance policy on the 
building to determine the amount of loss 
and negotiate settlement with the 
owners before authorizing payment. 
Claims representatives have two 
responsibilities. They must protect their 
companies from false or overstated 
claims, and they must settle claims 
quickly and fairly.

Claims representatives for property 
insurance companies usually specialize in 
one type of coverage, such as fire, auto, 
theft, or liability insurance. These people 
are known as adjusters. People who 
handle claims for life insurance 
companies are called claims examiners.

While some adjusters who handle 
small property-damage settlements work 
in an office using the telephone, most 
claims representatives work outside an 
office. They may be called to the scene of 
an accident or fire in the middle of the 
night, or they may travel to another city 
to interview witnesses and people filing 
claims. They may also be called on to 
testify in court if a case they investigated 
becomes part of a lawsuit.
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No particular experience is required 
for becoming a claims representative, but 
previous experience is important in some 
cases. For example, someone familiar 
with auto-repair work may be qualified 
to handle auto damage claims. 
Determining the amount of loss and 
keeping up with complex insurance laws 
requires a lot of study throughout a 
claims representative's entire career. Two 
years of college may be helpful in 
preparing for this continuous study.

Most representatives are licensed by 
the state in which they work. Because 
they deal with a wide variety of people, 
they should be able to communicate with 
people of differing backgrounds. The 
nature of their work also requires that 
they have a good memory and be able to 
follow through on details.
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CHAPTER 39

Automobile 
Insurance

• You probably will have more to do with automobile insurance than 
any other kind. When you think of it. you may be driving an 
automobile for fifty or sixty years. How many total miles will you 
drive? Why is insurance important to you?

• You want to save money. If you w ant to get the best buy for your 
money in automobile insurance, how will you go about it? What 
matters will you consider?
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Do you know w hat these term s m ean?

financial responsibility law 
bodily in jury  liability

collision insurance 
deductible
com prehensive insurance 
depreciation
uninsured m otorists coverage

insurance 
property  dam age liability

insurance
m edical paym ents insurance no-fault insurance 

Y ou’ll learn all about these term s in this chapter.

C ar accidents can cause loss of income, loss of property, pain, 
and  suffering. Automobile insurance is one w ay to ф>ре w ith  some 
of those problem s.

Every tim e you drive, you risk an  accident. Is tha t enough rea
son to have autom obile insurance? If not, consider this. Even the 
best drivers have accidents. They run  the risk of being involved in 
an  accident caused by a poor driver, regardless of how h ard  they try 
to avoid it. Driving instructors say you should drive as if everyone 
else on the road were a poor driver! Insurance offers you some pro
tection against the financial risks involved in ow ning and  operating 
an  autom obile.

In most instances, the driver of an  autom obile has a legal 
responsibility, o r liability, to pay for dam ages tha t he o r she causes 
in an accident. In m any states, you m ay drive a ca r legally w ithout 
having liability insurance. However, if you are  involved in an  acci
dent for which you are liable, you will be held responsible for 
paying for the dam ages. Most sta tes have a financial responsibility 
law tha t requires you to show proof of your ability  to pay, e ither 
w ith money o r insurance. If you have no insurance, you m ust post a 
cash bond, usually im m ediately. The am oun t of the bond varies 
from  sta te  to state, bu t m ay be as m uch as $50,000. As m ost of us do 
not have tha t kind of cash, the best solution is to buy insurance.

Why do you think it might be important for drivers to 
have to show proof o f  ability to pay for an accident either 
with money or with insurance?

Autom obile insurance is m ade up  of several different types of 
coverage. Most policies include coverage for bodily injury liability,

THE AUTOMOBILE INSURANCE
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You are legally responsible for the passengers in your car.

property  dam age liability, m edical paym ents, collision, com pre
hensive, and  uninsured m otorists protection. L et’s look a t each of 
these six basic types of coverage.

Bodily Injury Liability
Injuries o r deaths caused by the policyholder in an  accident are 

covered by bodily in jury  liability  insurance. This type of coverage 
does not include the policyholder, bu t it is a m ust for anyone who 
ow ns a car. Bodily injury liability  insurance has tw o types of cov
erage. One is for injuries to one person, and  the second is the total 
coverage for one accident. The am ounts are sta ted  in thousands of 
dollars. If you have 100/300 bodily injury coverage, you have 
$100,000 m axim um  coverage for injuries to one person and a 
$300,000 m axim um  to m eet total claim s for one accident.

How m uch bodily injury liability insurance should you buy? 
H aving enough bodily injury liability  insurance is very im portant. 
It is be tte r to cu t down on som e o ther types of coverage ra th e r than 
to take out too little liability  coverage. The ex tra  cost for increasing
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the am ount of insurance is sm all. A good rule of thum b is to buy as 
m uch bodily injury coverage as you can afford. The high cost of 
extensive m edical care can easily take all your coverage in a  case of 
serious injury. For exam ple, if you have coverage of $50,000 for in ju
ries to one person and  tha t person 's m edical costs are $75,000, your 
insurance com pany will pay only $50,000. You will be liable for the 
rem aining $25,000.

Property Damage Liability
Coverage for the cost of dam age to ano ther person’s property  in 

an  accident is provided by property  dam age liability  insurance. 
Such coverage pays for the dam age to  the o ther person’s ca r if you 
are  in an  accident and  are a t fault. O ther property  dam aged in the 
accident, such as telephone poles o r street signs, is also covered. 
This type of insurance, like bodily injury liability, should be carried  
by every driver. It, too, will protect you in case of law suits.

Frequently property  dam age liability  insurance, w hich is also 
available in thousands of dollars, is quoted w ith  bodily injury lia
bility  insurance. For instance, if you have $100,000 and  $300,000 in 
bodily injury liability coverage, together w ith $50,000 in property  
dam age liability coverage, your rates m ay be show n as 100/300/50. 
Since additional coverage costs little, it is again  wise to carry  as 
m uch as you can afford and  your agent recom m ends.

Medical Payments
M edical paym ents insurance covers the expenses from injury to 

the driver o r anyone in the car. If you are in jured in an  accident 
w hile riding w ith som eone w ho has m edical paym ents protection, 
m ost o r all of your m edical bills will be covered. M edical paym ents 
coverage is available as a m axim um  am oun t per person, such as 
$5,000. W ith m edical costs rising every year, it is desirable to have 
as m uch m edical coverage as you can afford.

Collision
Collision insurance covers dam ages to the ca r itself in case of 

accident. Only the ca r is covered, not the dam age to property  of 
others o r injuries to people in the car. Collision insurance has one 
unusual feature — a deductible. A deductib le is the am oun t of d am 
ages in an accident tha t will be paid by the policyholder, not the
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insurance com pany. A deductib le works like this. If you have a $200 
deductible, you pay the first $200 of dam ages to your car. The com
pany pays the rest of the dam ages, up  to the lim it set by the policy. 
The purpose of a deductible is to make you responsible for the losses 
you can afford yet still protect you against large losses. A deductible 
cu ts the cost of your collision coverage. The higher the deductible 
am ount, the lower your prem ium . Claim s on collision coverage are 
lim ited to the cash value of the dam aged car. For exam ple, if repairs 
to your dam aged ca r will cost $3,000 and  the value of the car is 
$2,000, you will receive $2,000.

*

Accidents can happen to anyone.

W ith collision insurance, paym ents are  m ade to  the ow ner no 
m a tte r w ho caused the accident. If the o ther d river is a t fault, the 
policyholder’s insurance com pany will pay the claim  and then try 
to collect the am ount from the o th e r d riv er’s insurance company.

Comprehensive
Losses from such things as glass breakage, falling objects, theft, 

w indstorm , hail dam age, flood dam age, and  vandalism  are covered 
by com prehensive insurance. This coverage is for the ca r itself and 
pays for dam ages for m ost things except collision. For example, 
com prehensive coverage pays if your ca r is stolen. The maximum
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am ount tha t can be recovered under this protection is the actual 
cash value of the car. This is determ ined  by first figuring out how 
m uch the ca r has declined in value because of w ear and  tear and  
age, o r depreciation. The actual cash value of the ca r is the new cost 
m inus depreciation o r w hat a ca r of the sam e type is selling for in 
the m arketplace.

Comprehensive insurance m ay also cover the loss of item s sto
len from o r along w ith  your car. The am ount tha t will be paid  for 
such item s is based on the new cost m inus depreciation.

U nder no circum stances can you collect m ore for your ca r than 
it is w orth  a t the tim e the accident occurred. For tha t reason, and 
depending on the age of your car, you m ay not need*collision and  
com prehensive coverage. You can d rop  those coverages if your ca r 
has such a low cash value tha t you can afford to replace it. W ith the 
m oney thus saved, you m ay w ant to increase your liability  o r m ed
ical paym ents coverage.

Why does comprehensive insurance lim it the maximum  
amount that can be recovered to the actual cash value o f  
the car?

Uninsured Motorists
One of the dangers of driving an autom obile is tha t you m ay be 

involved in an accident caused by som eone w ho has no liability 
insurance and no money to  pay for your losses. U ninsured m otorists 
coverage protects you by paying dam ages w hen you are  in an  acci
dent w ith  an uninsured driver. It also protects you if you are  struck 
by a hit-and-run driver. It provides protection, too, for you and  
m em bers of your fam ily if you are h it by a ca r w hile walking. All 
persons riding w ith you are protected in your car. Most sta tes now 
require uninsured m otorists coverage.

Miscellaneous Coverages
Besides the basic coverages of liability , m edical paym ents, 

com prehensive, and  collision, you can get o ther kinds of protection 
on your autom obile policy. Coverage is available to  pay the cost of 
ren ting  a ca r if yours is out of action for a tim e. You can get coverage 
for the cost of renting a ca r if your ca r is stolen. You can buy pro
tection to pay the cost of towing. If you work for som eone w ho asks 
you to drive a ca r as p a rt of your job, you can add  tha t ca r to  your
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policy. Your insurance agent will help you to decide w hich addi
tional coverages are good for you.

Insurance protection is also available to persons w ho ride 
motorcycles, m otorbikes, and  m otor scooters. The coverages arc 
very sim ilar to those for cars, bu t there are  a few restrictions. Most 
do not give protection for speed o r riding contests. In some cases, 
the policy does not cover passengers o r anyone w ho borrow s the 
cycle. Som e policies do not include m edical paym ents for the 
ow ner. The bigger the cycle, the h igher the cost of insurance. Two 
o ther im portan t factors in the cost of the insurance are  the driver's 
age and  driving record.

*

You can get insurance for any type of motor vehicle.

PAYING THE COSTS
Any driver w ho is responsible for an  accident can be held liable 

for the dam ages. The fact tha t you have insurance does not remove 
your responsibility for preventing accidents. A person w ho violates 
traffic laws o r operates a ca r unsafely can be held responsible for the 
consequences.

Som e states require the paren t o r guard ian  of a  minor, a person 
under the legal age of responsibility  in his o r her state, to sign an 
application  for ca r insurance. The paren t o r guard ian , as well as the 
m inor, is responsible for any accidents. If a m inor has an  accident in 
som eone else’s car, the paren t o r guard ian  can be held liable.
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People who have accidents th a t are  the ir fault becom e poor 
risks for insurance com panies. Their insurance p rem ium s m ay go 
up. Insurance prem ium s go up if the num ber and  am ount of claim s 
increase. Many insurance com panies w rite  policies for no longer 
than  six m onths, instead of a year as they used to do. To keep up  
w ith rapidly  rising costs, they m ust figure prem ium  rates tw ice a 
year instead of once a year.

Determining the Premium
Insurance com panies base the ir p rem ium s on the num ber, 

extent of dam age and loss, and  cost of claim s o f  autom obile acci
dents. From the ir records, the com panies can decide w hich cars are 
m ore likely to have m ore costly losses. The costs of au to  parts, 
repairs, and  m edical a tten tion  are all figured into the prem ium . 
Drivers w ithin the age group 16 to 25 have been found to have m ore 
accidents, so their p rem ium s are  higher.

H igh-perform ance o r sports cars usually  are  m ore of a risk. 
How a ca r is used can affect the cost of insurance, too. If you drive

Even though drivers under 21 years make up only 12 percent of the country's drivers, 
they are involved in almost one fourth of all fatal accidents.
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Insurance costs vary for different types of cars and drivers.

your ca r to  work, it w ill cost you m ore for protection. If you use your 
c a r only for personal purposes o r drive it less than  the average 
m otorist, you m ay have a lower prem ium .

W here you live also can affect the cost of your insurance. If you 
live in an  area w ith a record of m any traffic accidents and  high
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repa ir costs, your insurance w ill cost m ore. Persons living in rural 
areas w ith fewer accidents usually pay less. G enerally speaking, 
drivers in urban  areas pay m ore for the ir insurance — regardless of 
the ir personal driving records.

U nm arried m ale drivers under 25 years of age pay higher p re
m ium s. S tatistics show tha t this group of drivers has m ore acci
dents and  m ore severe losses than  o ther groups. Many insurance 
com panies do consider the individual record of young drivers, how 
ever. If you have successfully com pleted a driver education course 
in your school, you m ay qualify for low er prem ium s. Som e com pa
nies have found tha t good studen ts have a  be tte r safety record than 
others, so they give students w ith higher grades a be tte r rate . When 
you shop for insurance, your agent will tell you how to save money 
and  still get the best coverage you can afford.

Why do you think sports car owners m ust pay more for 
their car insurance?

No-Fault Insurance
One of the problem s in handling accident claim s is deciding 

w ho is a t fault. If it is not clear w ho is legally a t fault for an accident, 
policyholders and  insurance com panies m ust spend m uch tim e and  
money trying to determ ine w ho should pay. Such expenses, delays, 
and  uncertain ties led to a new w ay of handling both  costs and 
responsibility, called “ no-fault insurance.”

W ith no-fault insurance, m edical and  o ther expenses of each 
person injured in an  accident are  paid  by his o r her ow n insurance 
com pany. It doesn’t m a tte r w ho is legally responsible for the acci
dent. Before no-fault insurance can be accepted, it m ust be 
approved by the state  legislature. M any states now have this kind of 
insurance, and the laws regarding it vary widely. In som e sta tes the 
injured party  has no restric tions on the right to  sue the o ther person. 
In o ther states there are restrictions.

Most no-fault protection includes paym ent for m edical ex
penses, lost wages, and  funeral expenses. If you are  involved in an 
accident and  no-fault insurance is in force, your insurance com pany 
will pay your m edical expenses, lost wages up  to a m axim um  n u m 
ber of weeks, and  o ther losses up to a  sta ted  am ount. The o ther 
d river’s com pany will pay his o r her claim s.

No-fault insurance is intended to speed up the paym ent of 
claim s. It does not release a person from  legal responsibility  for
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obeying the law. If laws are  broken by a  person causing the acci
dent, he o r she can still be punished regardless of no-fault. In case of 
the serious injury o r death  of som eone in your family, no-fault insur
ance m ay still give you the right to sue the o th e r driver, too.

W hat if your expenses are  m ore than  the am ount allow ed by a 
no-fault law? For anything over tha t am ount, you can sue the driver 
a t fault. Although the am ount covered varies w idely am ong states, 
the no-fault laws elim inate a great num ber of cases from  the 
courts.

If no-fault insurance is so good, w hy d o n ’t all sta tes have it? Not 
everyone is convinced tha t i t ’s so m uch be tte r than  o ther plans. 
Many people object to the fact tha t the person a t fault in dta accident 
does not bear the cost. No-fault insurance h asn ’t reduced the num 
ber of deaths and  injuries on ou r highw ays. It doesn’t solve the 
problem s of inflation and  rising m edical and  ca r repair costs. No
fault obviously will not solve the problem s caused by reckless or 
unfit drivers and  unsafe roads and  ca r designs. However, more 
states will undoubtedly consider adopting  no-fault insurance. It is a 
plan, after all, th a t offers hope of checking som e of the rap id ly  rising 
costs of insurance.

As claims increase, insurance rates also increase.
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SUMMARY
When you buy autom obile insurance, your agent can help you 

to plan your coverage. Be sure you have enough bodily injury lia
bility, property  dam age liability, and  m edical paym ents. Decide 
how large a deductible you can afford on collision insurance, and  
consider carefully w hether you need both com prehensive and  colli
sion insurance. Uninsured m otorists coverage is a m ust. Decide how 
m uch coverage you can afford and  avoid being overinsured.

You can hold dow n the costs of insurance by doing your best to 
prevent accidents. M any com panies reduce p rem ium s for drivers 
w ho have no accidents on the ir records. You can dd  your part by 
choosing coverage wisely and  by being a good, safe driver. Earning 
good grades and  com pleting driver education m ay save you money 
on your prem ium s, too. Automobile insurance protects you, but pro
tecting yourself and  others w ith  safe driving habits and  adequate  
insurance is part of your responsibility.

BUILDING
WORD
POWER

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 10. Then 
write the term that best matches each numbered definition.

bodily injury liability 
insurance 

collision insurance 
comprehensive insurance 
deductible 
depreciation

financial responsibility law 
medical payments insurance 
no-fault insurance 
property damage liability 

insurance 
uninsured motorists coverage

1.

2 .

3.
4.

5.

6 .

Insurance coverage to protect the automobile owner from loss 
due to breakage, falling objects, theft, windstorm, hail dam
age, flood damage, and vandalism.
Insurance coverage that covers the cost of damages to the pol
icyholder’s car.
The reduction in value of an item due to wear and age.
A part of an automobile insurance policy that states that dam
ages less than a stated amount will be paid by the policy
holder.
A law that requires automobile drivers to prove that they can 
pay for damage, either with money or with insurance. 
Automobile insurance coverage that protects the policyholder 
by paying for damages caused by someone who has no liability 
insurance and no money to pay for the losses.
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7. Automobile insurance coverage that pays for the damage to 
another person's property in case of accident.

8. A type of automobile insurance policy in which the medical 
and other expenses of each person injured in an accident arc 
paid by his or her own insurance company.

9. Automobile insurance coverage that insures the policyholder 
against losses due to injuries or death of other people caused 
by the policyholder’s car.

10. Automobile insurance coverage that covers the expenses due 
to injury to anyone in the policyholder’s car.

BUILDING
READING
COMPREHENSION

1. What is the purpose of a financial responsibility law?
2. Name the six basic types of automobile insurance coverage.
3. If you have 50/100 bodily injury liability coverage, what kind 

of protection do you have?
4. If you carry $5,000 in medical payments coverage and have an 

accident, who will be covered by that insurance? What is the 
maximum amount that each person may collect under that 
coverage?

5. What is the purpose of a deductible in insurance?
6. What is the maximum amount you can collect under compre

hensive insurance?
7. What protection does uninsured motorists insurance provide 

for you and your family?
8. What types of coverage may you add to your auto insurance?
9. Name three factors that may cause you to pay more for your 

auto insurance.
10. Who pays under no-fault insurance? What types of losses are 

paid under no-fault insurance?

BUILDING
BUSINESS
CONCEPTS

1. It would cost $23,400 to replace all of the parts on a totally 
wrecked new car that was priced at $5,097. What do you think 
this problem means to the cost of auto insurance?

2. Do you agree that a person can have too much auto insurance? 
If so, give examples of ways in which a person can be overin
sured. If not, defend your answer with reasons why a person 
cannot be overinsured.

3. Herb parked his car on the street in front of his apartment 
building. The next day he found that someone had broken the 
back window, as well as the radio antenna. He has all six types 
of coverage on his auto insurance policy. Which type of cover
age will pay for his damages? How much of his loss will his 
company probably pay?
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4. People who buy new cars are often amazed at the increased 
cost of their auto insurance. Why is the cost of insurance for a 
new car higher than for a used car? Which coverages probably 
increase the cost the most?

5. You have just bought a ten-year-old car to drive back and forth 
to work and to school. What kinds and amounts of auto insur
ance do you think you should buy?

6. How does the risk of an auto accident in the country compare 
with the risk in a city? If there is a difference in the degree of 
risk, how does that affect the cost of auto insurance?

7. Juan and Carla were driving in very heavy traffic. Suddenly a 
car pulled out in front of them. Juan avoided a crash, but he 
went off the road. The other car never stopped. He and Carla 
were slightly injured and were treated at the emergency room 
of a nearby hospital. The front of Juan’s car was heavily dam
aged. Juan has all six types of insurance coverage. Which 
coverage will apply to these damages?

8. Why do some states require a parent or guardian to sign a car 
insurance application for a minor? How do you think this 
requirement might affect the occurrence of accidents?

9. Should a young man have to pay higher rates for auto insur
ance than a young woman? Give reasons for your answer.

10. Study the various types of auto insurance coverage. Are any of 
them in a regular policy really “no-fault”?

BUILDING
BUSINESS
EXPERIENCE

1. Divide into teams and debate the following issue. Should 16- 
to 25-vear-olds pay higher auto insurance premiums than 
those who are older? Should older drivers pay for the acci
dents of 16- to 25-year-olds?

2. Check to see how many states now have no-fault insurance. 
Does your state have it? If your state has it, find out what 
regulations apply.

3. Bring newspaper clippings of auto accidents to class. For each 
accident, decide which types of coverage would be needed to 
cover the damages for each accident.

4. Investigate the rates for auto insurance in states that have no
fault programs and compare those costs to the costs in states 
that do not have no-fault insurance. Report your findings to 
the class.

5. Check to see at what age a person is still considered a minor in 
your state. Report to your class on your findings about the 
legal responsibilities of persons who are considered minors in 
your state, particularly in regard to auto ownership and auto 
insurance.
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BUILDING
ANALYTICAL
SKILLS

U.S. AUTO INSURANCE PREMIUMS AND CLAIMS

Number of Companies 
Reporting

First
Year

1,470

Second
Year

1,507

Third
Year

1,531

(reported in millions of dollars)
Total auto insurance 

Premiums earned 37,621 39,752 42,605
Claims paid 27,887 30,605 34,937
Percentage of premiums 

paid on claims 74.1% 77.0% 81.4%
Bodily injury liability and 

property damage liability 
Premiums earned 22,480 23,623 25,390
Claims paid 17,221 19,154 21,807
Percentage of premiums 

paid on claims 76.6% 81.1% 84.6%
Property damage (fire, theft, 

collision, and 
comprehensive) 

Premiums earned 15,141 16,130 17,215
Claims paid 10,665 11,452 13,130
Percentage of premiums 

paid on claims 70.4% 71.0% 76.8%

The United States Government reports statistics for automobile 
insurance companies every year. Study this chart about automo
bile premiums and claims over a three-year period, and answer the 
questions that follow.

1. What has happened to the amounts of premiums and claims 
paid over this three-year period?

2. What has happened to the percentage of premiums paid out on 
claims?

3. What conclusions can you draw from these figures about the 
claims and expenses of automobile insurance companies?

4. Which type of auto insurance has cost insurance companies a 
larger percentage of their premiums in claims?
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Berry Gordy, Jr.
Berry Gordy, Jr., changed forever the 

sound of American pop music. As the 
founder of Motown Records, he put a 
new vision of love, life, and dance into 
popular music.

Gordy combined elements of soul, 
gospel, rock-and-roll, and "street-corner 
harmony" into a sound that became 
distinctly Motown. This sound is 
characterized by stock phrases, such as 
"baby, baby," and melodic motifs that 
appear and reappear in many of the 
Motown classics, such as "Please, Mr. 
Postman." This "Motown sound" was not 
an accident since Gordy produced the 
songs in an almost production-like 
manner, calling his music "The Sound of 
Young America."

Motown's first headquarters were in 
Detroit, the reason for the name Mo(tor)- 
Town. Gordy lived on the second floor of 
a two-story house with many of his 
co-workers while they produced records 
on the first floor. Their dream, expressed 
in the sign that hung outside the house, 
"Hitsville U.S.A.," became a reality as the 
company recorded hundreds of hits with 
such stars as The Supremes, Marvin Gaye, 
and "Little" Stevie Wonder.

While retaining such "old" stars as 
Stevie Wonder, Motown continued to 
attract many newer artists, like Lionel
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Richie, Rick James, and DeBarge. Some 
stars, such as Michael Jackson, began 
their successful careers at Motown. 
Others — Boy George and Hall & Oates, 
for example — developed their careers 
elsewhere but imitated the Motown 
groove in their own songs.

Today, Motown is the largest black- 
owned company in America. Now 
headquartered in Hollywood, the 
company has three divisions: a music 
publishing house; a television/movie 
production arm, which produced "Lady 
Sings the Blues," "Mahogany," and "The 
Wiz"; and Motown, which is still the 
heart of the company.

Through various jobs before 
Motown, Gordy formed his dreams for 
his record company. His theme through 
all these years may have been "Ain't No 
Mountain High Enough."



CHAPTER 40

Real and Personal 
Property Insurance

Jewelry, homes, and stereo sets are things of great value to you. You 
don't want to lose them. You don't want them damaged. Against 
what kinds of perils do you want to protect them?
Property insurance policies offer a variety of plans and kinds of 
protection. If your home or apartment is destroyed by fire, what do 
you want insurance to do for you?
People who insured property five years or even a year ago often 
have to add insurance. Why? What can happen in the meantime?
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Do you know w hat these term s m ean?

real property homeowner’s policy
personal property inventory
standard fire policy rider 
extended coverage

You’ll learn all about these term s in th is chap ter.

Since an  autom obile is property , autom obile insurance is a 
type of property  insurance. You will have o th e r kinds of p roperty  for 
which you will need protection, too. Houses, jew elry, furniture, and  
o th e r valuables can be dam aged o r lost. P roperty insurance offers 
protection against all kinds of losses.

WHAT KIND OF PROTECTION?
Anyone w ho ow ns a house, m anufactured  hom e, o r condom in

ium  or w ho rents a house o r ap artm en t needs insurance. If you buy 
property, the financial institu tion  from  w hich you get your m o rt
gage will insist tha t you protect the property  w ith  insurance. You 
w ant to protect o ther property , too, like jew elry, a  stereo set, your 
TV, o r a com puter. Property insurance can give you the protection 
you need to replace w hat has been lost.

Property insurance provides coverage against tw o kinds of loss. 
One is the loss of real property — buildings and  o ther structu res. 
Then there’s the loss of personal property — appliances, furniture, 
clothing, and o ther belongings tha t are not part of the building.

Different kinds of protection are availab le for both  real and 
personal property. There are some obvious dangers o r perils you 
w ould certain ly  w ant to have coverage for. And then there are  less 
likely risks tha t could still be costly.

Fire and Extended Coverage
Probably the biggest w orry anyone has about a  hom e is loss o r 

dam age by fire. You can buy fire insurance to provide such pro tec
tion. A standard fire policy is one tha t covers losses from fire and 
lightning and  dam age from  smoke and  w ater. If your property  is 
dam aged by smoke o r the heat from a fire, the policy covers that 
loss, as well as loss from  an explosion. You can add  to  th is basic 
protection w ith protection against o ther losses through extended
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coverage. Extended coverage adds protection against dam age due 
to riots, a ircraft o r vehicles, w indstorm  and  hail, and  vandalism  or 
mischief. Also, if som eone breaks in to  your house and  dam ages the 
building o r its contents, extended coverage pays for such losses.

Liability Protection
If som eone is hu rt on your property  o r in your hom e, you can be 

held liable for the costs of the injuries. L iability m eans you are held 
responsible for dam age o r injury to others. Accidents happen , even 
if you take care not to have any hazardous objects around. Liability 
insurance protects you from the costs of in juries to o thers on your 
property. It pays for tw o things. First, it pays for actual dam ages for 
which you are held liable. And second, it pays for any legal expenses 
you m ay have in connection w ith  the accident. Suppose som eone 
falls on your snowy sidew alk and  breaks a  leg? T hat person m ight 
sue you. Personal liability coverage w ould protect you.

Why do you think you are held responsible when others
are hurt on your property?

"I hope you have plenty of liability insurance. I fell out of your tree!'

Additional Living Expenses
As you know, au to  insurance m ay include coverage to pay for a 

ren tal c a r if you c a n ’t use your ca r for a tim e. Additional living 
expenses insurance pays for the cost of ren ting  a place to  live if your
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hom e is dam aged. If your house caught fire, for exam ple, you m ight 
have to live som ew here else w hile it w as being rebuilt. Paying out of 
your own pocket for ano ther place to live, even for ju st a few weeks, 
could be very expensive! As a part of fire insurance policies, this 
protection is essential.

THE HOMEOWNER’S POLICY
The hom eow ner’s policy com bines all m ajor types of property  

insurance into one. It packages fire and  extended coverage, personal 
liability, and  additional living expenses insurance. W ith all of its 
coverage, it is still less expensive than  buying each of the o ther 
policies separately. Except in unusual cases, a hom eow ner’s policy 
is the best kind of insurance protection for your hom e and  personal 
belongings. This policy is one of the m ost widely used of all in su r
ance policies.

W hat type of protection does a hom eow ner's policy give you? 
Its basic coverage is for a  house and  a ttached  structu res, such as a

Your insurance should protect you from the costs of all types of damage
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garage. Buildings aw ay from the house, such as a separate garage or 
storage shed, can be covered by som e policies. Trees, shrubs, and 
p lan ts are also insured by a hom eow ner’s policy. Personal property 
in your hom e is usually insured for 40 o r 50 percent of the total 
am ount of insurance on your house. But to reduce the cost of your 
insurance, you m ay w ant to  cu t the am ount of insurance you have 
on personal property.

H om eow ner’s policies usually carry  $25,000 w orth of liability 
coverage. This am ount can be increased. If someone slips on your 
sidew alk, is b itten  by your dog, o r trips on your stairs and is injured, 
your liability insurance protects you. The policy sets limits for the 
am ount tha t will be paid for m edical care for each person. A stan
d ard  am ount is $500 per person, w ith up to $25,000 for all persons 
injured in one accident.

Six types of hom eow ner’s policies, identified as HO-1 (Home
ow ner’s-1) to HO-6 (H om eow ner’s-б), are sold, although not all 
insurance com panies handle all six. Four types are designed for 
ow ners of homes. A fifth is for a ren te r w ho lives in a house or 
apartm en t. The sixth type of hom eow ner’s policy is for the owner of 
a condom inium .

Basic Coverage
H O -l, the least expensive hom eow ner’s policy, protects your 

hom e and personal property  against eleven perils. All homeowner’s 
policies carry  a t least this basic protection. In addition, the basic 
policy includes personal liability  coverage and  additional living 
expenses coverage. A typical policy pays up  to $250 for damage to 
the property of others. If you should break a  valuable antique while 
visiting a neighbor, your hom eow ner’s policy m ight pay at least 
part of the loss. Trees, shrubs, and  p lants are insured for a maxi
m um  am ount per item , usually $250.

Additional Coverage
All o ther hom eow ner’s policies provide coverage for the eleven 

perils included in HO-1. HO-2, referred to as the Broad Form, adds 
m ore coverage. This policy provides for dam age from falling 
objects; collapse of the building; ice and  snow; and steam, water, 
and  electrical system s. This is one of the tw o most popular home
ow ner’s policies. HO-4, for ren ters of apartm en ts  or houses, is 
sim ilar in its coverage to the Broad Form . It covers the personal
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PERILS AGAINST WHICH PROPERTIES ARE INSURED
HOMEOW NERS PO LICY

COMPREHENSIVE

BROAD

BASIC

1. fire or lightning
2. loss of property removed 

from premises endangered 
by fire or other perils

3. windstorm or hail
4. explosion
5. riot or civil commotion

6. aircraft

P E R ILS

7. vehicles
8. smoke
9. vandalism and m alicious 

mischief
10. theft
11. breakage of g lass consti

tuting a part of the building

12. falling objects
13. weight of ice, snow, sleet
14. collapse of building(s) or 

any part thereof
15. sudden and accidental 

tearing asunder, cracking, 
burning, or bulging of a 
steam or hot water heating 
system or of appliances for 
heating water

plumbing, heating or air- 
conditioning system or do
mestic appliance

17. freezing of plumbing, heat
ing and air-conditioning 
systems and domestic ap
pliances

18. sudden and accidental in
jury from artificially gener
ated currents to electrical 
appliances, devices, fix
tures and wiring (TV and 
radio tubes not included)

16. accidental discharge, leak
age or overflow of water or 
steam from within a

All perils EXCEPT: flood, earthquake, war, nuclear accidents and others specified in 
your policy. Check your policy for a complete listing of perils excluded.

Coverages provided by the different forms of homeowner's insurance.

property  of the ren te r and  includes add itional living expenses. 
Because the building is not owned by the policyholder, it is not 
included in the coverage for HO-4.

The second most popu lar policy is HO-3. This provides m axi
m um  protection for the house itself, w ith  less coverage of the 
contents o r personal property . For m any people, add itional cover
age on the building is well w orth  the cost.
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The m ost com prehensive coverage is provided by HO-5, called 
the All-Risks Policy. It has m axim um  coverage on both the building 
and  its contents. W ith its com prehensive protection, it is the most 
expensive policy. Like all hom eow ner’s policies, however, it does 
not cover loss from floods, earthquakes, landslides, acts of w ar, or 
nuclear hazards. Special policies, however, are  availab le in some 
instances to protect against Hoods, earthquakes, and  landslides.

Why is it that most homeowner’s policies do not protect 
against loss by earthquake or flood?

HO-6 is the hom eow ner’s policy for condom inium  ow ners. It 
covers personal property  and  anyth ing  inside the condom inium  
unit. The building itself is covered under a separate  policy.

Choosing One
The policy you buy depends on w hat you can afford and  which 

policy fits your needs best. HO-3 is best for m any people. However, 
HO-5 has m ore insurance coverage and  is the b e tte r policy for those 
w ho can afford it.

You m ust also consider the do llar am ount of coverage. Housing 
costs have risen rapidly  in m any p arts  of the country. In som e places 
the price of a house has doubled in ju st a few years. Often the 
am ount of insurance carried  to protect a hom e is ou tstripped  by the 
hom e’s increasing value. Carrying too little insurance m eans you 
m ay have to pay a large share of any loss. Usually insurance com 
panies recom m end tha t the hom eow ner carry  insurance in an 
am ount tha t is 80 percent of w hat the hom e is w orth  on the m arket. 
On a house tha t would sell for $100,000, tha t w ould be $80,000 
w orth  of hom eow ner’s insurance.

Insurance tha t is equal to 80 percent of the m arket value of the 
house is usually enough. Even in the case of a large fire, m ost build
ings are not com pletely destroyed. There is a tendency, too, to 
overlook the property  and  foundation on w hich the house sits, nei
ther of which m ay be affected by the fire.

In what situations might the land on which a building 
sits be more valuable than the building itself?

Most insurance com panies also offer policies tha t will pay the 
replacem ent cost of the insured property . W ith this type of cover
age, the insurance com pany will pay the cost of rebuild ing your 
house, for exam ple, ra th e r than  a fixed am oun t such as $80,000.
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The Cost
How m uch w ill you pay for a  hom eow ner’s policy? The cosl 

varies widely and  depends on m any things. The location of your 
hom e affects the cost. If you live in a high-crim e area  o r one w ith  no 
fire departm en t, your prem ium  will be higher. S im ilarly , if your 
hom e is in an area where there are  frequent b rush  o r forest fires, the 
cost m ay be higher. The location of a fire hydran t n ear your hom e o r  
on your property m ay reduce your prem ium  cost.

The building m aterials in your hom e affect the cost, too. Insur
ance for a hom e built of wood will be h igher than  for one built of 
brick. The past record of dam age from w ind, tornadoes, hurricanes, 
and  hailstorm s in your area also affects the cost. As Com panies are 
very com petitive, it pays to shop around  for property  insurance.

In an  a ttem p t to keep costs down, som e com panies w rite  hom e
ow ner’s policies w ith a deductib le clause sim ilar to  those found in

The cost of fire insurance is affected by many factors, including how close your home 
is to a fire hydrant.
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autom obile insurance policies. In re tu rn  for a lower premium, you 
take the risk of sm all losses. For instance, if you have a $200 deduct
ible, you pay up to  tha t am ount before the insurance company pays 
for any costs. D eductible clauses cu t the cost of your insurance and 
yet provide coverage for bigger losses. The point of using insurance 
is to protect yourself against major loss. The m ore dangers you 
insure against, the m ore your insurance protection costs. To hold 
down costs, you m ust decide w hich dangers are  most threatening. 
By having a large deductible, you can stretch  your money for 
b roader coverage.

Making a Claim
In the event of a loss, the insurance com pany will pay up to the 

total am ount for w hich you have been insured. You may be asked 
for proof of your loss. A listing of the conten ts of your home, an 
inventory, should be kept in a safe place, such as a safe deposit box. 
You should keep a record of your furniture, clothing, and valuables 
in that inventory. Any records you have about the original cost of 
expensive personal property  are also helpful. Your insurance com
pany m ay furnish you w ith an  inventory form to make it easy to 
p repare your records.

W hat do you do if you have a loss? Your agent will help you to 
report the loss. If you have additional living expenses coverage and 
your hom e cannot be lived in, your agent will also help you to report 
your expenses for hotel o r m otel room s. If your hom e has only minor 
dam age, you will need to p repare a list of all dam age done. Again, 
your agent will be a help to you in listing your losses. As with other 
types of insurance, you should choose your agent carefully. A good 
agent will be of valuable assistance to  you in case of a loss.

SPECIAL COVERAGE
Most s tan d ard  hom eow ner’s policies provide coverage for cer

tain  special item s, bu t for lim ited am ounts. For exam ple, the stan
dard  coverage for jew elry is usually a total of $500. If your jewelry is 
valued a t m ore than  $500, you can buy ex tra  coverage through a 
rider. A rider is an addition to your policy tha t covers specific prop
erty . You pay an ex tra  prem ium  for this coverage, but the cost is 
often fairly low. R iders are m ost often used for property such as 
expensive jewelry, artw ork, o r silverw are. You can also buy addi-
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Special insurance policies to protect against unusual perils are available.

tional personal liability insurance by adding a rider to your s tan 
dard  hom eow ner’s policy.

H om eow ner’s policies do not provide protection from floods, 
earthquakes, o r landslides. E arthquake insurance, which is obvi
ously m ore expensive w here earthquakes occur frequently, is som e
tim es available. The federal governm ent’s N ational Flood Insurance 
Program  provides low-cost flood insurance policies. Your own 
insurance com pany can help you get flood insurance if you live in an 
area w here floods are a problem . It is also possible to get extra 
burglary and  robbery protection in som e areas. Insurance protec
tion is available a t a prem ium  determ ined  by the crim e ra te  in your 
area.

Special coverages are available over and  above those provided 
by a hom eow ner’s policy. W hether o r not you w ant add itional pro
tection really depends on tw o m atters. Can you afford it? Is there 
considerable danger of loss to you?
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SUMMARY
All of us have personal property  tha t m ay be w orth insuring. In 

addition, real property  such as houses, m anufactured homes, and 
condom inium s requires protection from fire and  o ther perils. You 
can get a lot of coverages w rapped up in w hat is called a home
ow ner's policy package. This policy will not only cover your home 
and  personal property, bu t will also protect you and others from the 
cost of injury. You can even get insurance to protect you against 
earthquakes, floods, and  landslides. The sm art property owner buys 
insurance to cover real risks. I t ’s not sm art to overinsure. A good 
insurance agent can give you valuable advice.

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 7. Then 
write the term that best matches each numbered definition.

extended coverage real property
homeowner’s policy rider
inventory standard fire policy 
personal property

1. Clothing and other belongings not part of a building.
2. Protection that has been added to the standard fire policy to 

cover damages due to riots, aircraft, vehicles, windstorms and 
hail, and vandalism or mischief.

3. A listing of the contents of a person’s home.
4. A type of insurance policy that combines all major types of 

property insurance into one package.
5. Property that consists of buildings and other structures.
6. A policy that covers losses from fire and lightning and damage 

from smoke and water.
7. An addition to your policy that covers specific property.

BUILDING
WORD
POWER

BUILDING
READING
COMPREHENSION

1.
2 .

3.

5.

Give examples of real property and personal property. 
What does a standard fire policy cover? What does an 
extended coverage policy cover?
Why should you carry liability insurance as part of your home 
insurance? What does it cover?
What types of protection does a homeowner’s policy in
clude?
How does a Broad Form of the homeowner’s policy differ from 
the basic policy, HO-1?
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6. What factors may causc a person’s home insurance costs to be 
higher?

7. How does the deductible clause affect the cost of home insur
ance?

8. Why is it so important to keep an up-to-date inventory of your 
possessions?

9. List some types of special coverages that may be added to your 
home insurance.

10. Who provides Hood insurance for those homeowners who live 
in areas that may flood?

BUILDING
BUSINESS
CONCEPTS

1. Every 13, seconds a fire breaks out somewhere in the United 
States. What effect does that have on the property insurance 
industry?

2. Do you think someone who rents an apartment or house 
should have home insurance? If the owner of the building also 
carries insurance, what types of coverage should the renter 
have?

3. List three reasons for having insurance on your real and per
sonal property.

4. If friends were to ask you what kinds of records they should 
keep on the personal property in their home, what would you 
advise them?

5. Why do you think property insurance rates are lower for those 
persons who live near fire stations or who have homes built of 
brick or stone? Do you think this is fair? Give reasons for your 
answer.

6. Do you think you should insure your home for the current 
market value of the house and property, or for more or less 
than that amount? What factors affect your answer?

7. The Masons have some family silver that not only is valuable 
in terms of money but has great sentimental value. How 
would you advise them to protect against loss of that prop
erty?

8. Why do lending agencies require mortgaged property to be 
insured?

9. For each of the six types of homeowner’s policies, describe 
persons who typically might carry that form.

10. The Sullivans have lived in their home for eight years. When 
they moved into their home, they took out insurance on the 
building and its contents. Since then they have just paid their 
premium each year and have not reviewed their policy. What 
suggestions would you give them about their insurance? How 
can they determine the amounts of coverage they need?
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BUILDING
BUSINESS
EXPERIENCE

1. Check the local newspapers to see how many news reports 
involve problems that home insurance may cover. Bring the 
clippings or a list of your findings to class for discussion.

2. Interview someone who is a homeowner or a renter. What type 
of property insurance does he or she have? If a homeowner's 
policy, which form is it? What types of special coverages are 
included?

3. You can insure against almost any financial loss in property. 
For example, you can insure against loss of your contact 
lenses; the death of a valuable pet; the theft of valuables such 
as jewelry or antiques from your home; or the loss of art, cam
eras, or stamp collections. Under what circumstances do you 
think people should have such insurance? List as many differ
ent types of special coverages as you think people might want. 
Check whether or not you think each would be wise to have.

4. The Chung family lives in a home with an attached garage. 
They store their old newspapers in the garage, along with the 
lawnmower and gasoline, tools, lumber, and other things that 
they use in the workshop. Two members of the family smoke, 
often while they are working in the garage. They carry insur
ance on both the house and the garage, but it has been so long 
since they bought it that they have forgotten how much cov
erage they have. In the last few years they have bought several 
new pieces of furniture for the house, and the children have 
new bicycles, stereos, and cameras. What kinds of property 
insurance should they carry? What advice can you give the 
family about their insurance plan and about preventing losses 
to their property?

5. In 1871, the great Chicago fire, reported to have started when 
Mrs. O’Leary’s cow kicked over a lamp, burned 17,450 build
ings in 3j square miles. The total loss was almost $200 million. 
The San Francisco earthquake of 1906 destroyed much of that 
city. What do examples like these prove about the "law of 
large numbers” in insurance?

BUILDING
HUMAN RELATIONS 
SKILLS

Maggie is being sued by a door-to-door salesperson who slipped 
and fell on the icy steps at her front porch. Maggie keeps telling 
everyone that it isn’t her fault. After all, she didn’t ask the sales
person to come up the steps. When asked if she had liability 
insurance, Maggie said she didn't need liability insurance for her 
home. It would be a waste of money. The people she invites to her 
home are her friends, and they would never sue her. Other people 
who come to her are uninvited and can take care of their own 
injuries.
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1. Is the salesperson justified in suing Maggie? Why or why 
not?

2. If the salesperson wins the case in court, what expenses will 
Maggie have to pay?

3. Do you think Maggie could be mistaken in assuming that since 
‘‘all” the people she invites to her home are friends, they would 
not sue her if they were injured?

4. Do you think you should be responsible for injuries caused by 
you or your property? Explain your answer.

*
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C o m p u ter Service  Tech n ician
No other technical development of 

recent years has affected every area of 
living the way the computer has. 
Computers keep track of millions of 
phone calls at once, guide airplanes 
through blinding storms, search through 
a library of information in seconds, and 
put out newspapers faster than ever 
before.

The people who maintain and repair 
computer systems are a necessary part of 
any computer company. These highly 
trained individuals are called computer 
service technicians. They may help install 
a new system, laying cables, making 
electrical connections, and testing each 
piece of equipment as it goes in place. At 
regular intervals, they routinely check 
equipment and make minor repairs. But 
they are also called in when something 
goes wrong, whether it's on a weekend 
or at night. They must find and correct 
the cause of computer breakdowns 
quickly, often working under pressure to 
do so.

Technicians may work with only one 
kind of equipment, such as word 
processors, or they may specialize in 
correcting certain kinds of trouble, such

as a system's internal programming, for 
example. As new systems are developed, 
technicians must continually educate 
themselves to handle changing products. 
Good, close-up vision and color 
perception are required for working with 
the small, color-coded circuitry in 
electronic systems. Because trouble is 
often discovered by sound, good hearing 
is also important. Hard-to-find 
breakdowns require patience and logic to 
solve. Since technicians work alone, they 
must be responsible and self-motivated 
as well.

Courses in electronics, computer 
programming, and mathematics are 
helpful in preparing for a career as a 
computer service technician. One to two 
years of training in electronics after high 
school is generally required by companies 
hiring starting technicians. Technical 
schools, junior colleges, and the Armed 
Forces all offer such training. Companies 
then train their own technicians to work 
with the systems they make and sell. As 
computers find their way into more and 
more uses in the business world, the 
need for computer service technicians 
will continue to grow.
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CHAPTER 41

Protecting 
Your Income

Insurance is a form of protection. Auto insurance protects you against 
the costs of accidents. Does life insurance protect anyone? How?
One of the most rapidly growing expenses is for medical and hospital 
care. What other expenses are connected with your health?
Being unemployed for reasons of health or lack of a job is not 
pleasant. How can you protect yourself?
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Do you know w hat these term s

proceeds 
beneficiary 
cash-value insurance 
term  insurance 
coinsurance clause 
hospital expense insurance 
surgical expense insurance 
m edical expense insurance

m ean :

health  m aintenance 
organization 

M edicare 
M edicaid
w orkers’ compensation 
unem ploym ent insurance 
individual retirem ent 

account

You’ll learn all about these term s in this chapter.

One of the concerns of m any people, particu larly  as they get 
older, is w hat would happen to the ir fam ilies if they could no longer 
work because of illness o r disability? if they w ere to die unexpect
edly? Life insurance, health  insurance, and  income and retirement 
plans can help to protect you and  your family.

HOW DOES LIFE INSURANCE WORK?
In sim ple term s, life insurance is designed to protect the stan

dard  of living for the survivors of a policyholder. At the policy
ho lder’s death , the survivors are paid  the face value of the life 
insurance policy. The am ount of money paid  to the survivors is 
called the proceeds of the policy. Each survivor who is named in the 
policy to receive proceeds is called a beneficiary. If you buy a life 
insurance policy tha t pays $10,000 upon your death , for example, 
you m ust nam e a specific person, o r beneficiary, to receive that 
$ 10,000 .

Two basic types of life insurance are  cash-value insurance and 
term  insurance.

Cash-Value Insurance
Cash-value insurance provides both savings and protection. 

Only part of the prem ium  is used to provide protection. The rest is 
set aside in savings, o r cash value. The cash value increases through
out the life of the policy.

Cash-value insurance is usually sold in tw o forms. The first is 
whole life insurance, for which the policyholder pays a premium 
tha t stays the sam e throughout his o r her lifetim e. The second form 
of cash-value insurance is lim ited-paym ent life insurance. With
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People in high-risk jobs pay higher rates for life insurance.

lim ited-paym ent life insurance, you pay p rem ium s for a certain  
num ber of years. For exam ple, if you have a tw enty-paym ent life 
insurance policy, you pay prem ium s for tw enty years only. After 
tw enty years, you make no additional paym ents since your policy is 
considered to  be paid up. The insurance coverage continues 
throughout your life, however. One popular type of lim ited- 
paym ent life insurance is a policy tha t is paid  up  a t age 65. Since 
m any people retire  a t age 65, they w ant to avoid paying prem ium s 
after they are  no longer receiving a paycheck.

A special type of cash-value insurance is endow m ent insurance. 
An endow m ent policy em phasizes savings. Its purpose is to provide 
an income for the policyholder a t the end of the endow m ent period. 
If the policyholder dies w ith in  tha t tim e, the proceeds are  paid  to 
the beneficiary. Endow m ent insurance is often used to provide 
retirem ent incom e o r to provide an education fund. For exam ple, 
parents m ay buy an 18-year, $10,000 endow m ent policy w hen a 
child is bom  to provide funds for college.
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Term Insurance
The second basic type of life insurance is term  insurance, which 

insures a policyholder only for a specific num ber of years. Term 
insurance provides protection, bu t it does not accum ulate cash 
value. The m ajor advantage of term  insurance is its low cost, which 
is partly  possible because it does not accum ulate cash value.

How does term  insurance work? If you buy a 5-year, $10,000 
policy, you are  protected for 5 years. If you w ere to  die during that 5 
years, your beneficiary w ould receive the $10,000. After 5 years, 
your protection ends. Most term  policies can be extended for more 
years, but the prem ium s usually go up  each tim e the policy is 
renewed.

As your family changes, so do your life insurance needs.

Term  insurance is often purchased as part of group life insur
ance. If you have term  insurance tha t is provided through your 
em ployer o r through som e o ther organization, you have group life 
insurance. G roup life insurance is available only to members of a 
specific group, such as a com pany, an organization, or holders of a 
p articu la r credit card . One m aster policy covers everyone in the 
group. When a m em ber of the group leaves, the coverage ends for 
tha t person. Usually, the person leaving the group is allowed to 
convert to an  individual policy. Cost for coverage under a group 
policy is very low o r is nothing since m any business firms pay the 
prem ium s for their em ployees as p a rt of the ir fringe benefits.
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HEALTH INSURANCE
Most people are concerned not only about the ir dependents if 

they should die, bu t also about w hat w ould happen to the fam ily if 
the wage earner should becom e sick o r disabled. H ealth insurance 
provides protection against the costs of illness and  accidents. It can 
help pay for m edical services and  for hospital and  surgical expenses. 
H ealth care for a serious illness o r for recovery afte r an  accident can 
be very expensive today. Few people have enough savings to  pay 
such costs alone. Most com panies, therefore, provide group health  
insurance for their em ployees.

¥

Major Medical Insurance
Major medical insurance, som etim es called "catastrophe insu r

ance," is the m ost im portan t coverage for a serious illness o r acci
dent. M ajor m edical pays for alm ost every kind of care  in and  out of 
the hospital. It includes hospital care, doctors’ bills, tests and  X 
rays, nursing care, and  prescription drugs. Most policies have a 
deductible of $250 to $1,000 o r m ore. Som etim es the deductible 
am ount can be covered by o ther types of health  insurance plans.

Beyond the deductib le am ount, the policyholder shares the 
costs. The coinsurance clause of the m ajor m edical policy spells out 
tha t sharing. After the deductible, which is paid by the policyholder, 
the insurance com pany usually pays 75 to 80 percent of the costs. 
The policyholder pays the o ther 20 to 25 percent. M ajor m edical 
insurance is really intended to  handle health  care costs tha t are not 
covered bv o ther types of insurance.

Do you know anyone who has had very large medical 
bills? Do you know how they were able to manage the 
expense?

Hospital Expense Insurance
H ospital expense insurance pays for hospital care for a given 

period of tim e. It covers room  and  board, tests and  X rays, operating  
room use, nursing care, and  fees for drugs and  treatm ents. Like 
m ajor m edical insurance, it m ay have a deductib le clause. Som e 
policies have a m axim um  am ount tha t will be paid on each specific 
expense. O thers set a m axim um  am ount per day for up to a m axi
m um  num ber of days.
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Surgical Expense Insurance
Part o r all of a surgeon’s fee for an operation is paid  by surgical 

expense insurance. Most policies have a m axim um  am ount that will 
be paid for a particu la r surgical expense. The policies list the sur
gical procedures and  the costs allow ed. In m any cases, major med-

Health insurance helps pay hospital bills when you are injured or ill.
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ical picks up w here this coverage ends. Surgical expense insurance 
is usually bought in com bination w ith hospital expense insurance. 
The higher the m axim um s allow ed for each operation, the higher 
the prem ium  for surgical expense insurance.

Medical Expense Insurance
The costs of a docto r’s care not involved in surgery are  covered 

by m edical expense insurance. Coverage can include visits to a doc
to r’s office o r calls a t hom e o r in the hospital. M edical expense 
insurance is usually bought in com bination w ith  hospital and  su r
gical expense insurance. The insurance com pany m ay com bine all 
three into a basic health  coverage plan.

Group Health Insurance Plans
A group health  insurance plan is probably  the least expensive 

form of health  insurance. Most com panies have group p lans for 
the ir em ployees. A new em ployee m ay have to  w ait a  certain  period 
of tim e before enrolling in the plan. A m ajor advantage of a group 
plan  is its low cost, since m ost com panies pay part o r all the cost of 
the plan. The em ployee m ay have to  pay for ex tra  coverage.

G roup health  insurance plans are usually w ritten  by private 
insurance com panies. U nder these plans, you choose w here and  to 
w hom  you w ant to go for health  care. An a lternative to this a rrange
m ent is the health  m aintenance organization. A health  m aintenance 
organization (HMO) is a health  care center form ed w ithin  a com 
m unity  to  provide health  care  for a fixed fee per m onth. In com m u
nities having HMOs, businesses m ay give the ir em ployees the 
choice of joining an HMO plan o r a  regu lar group plan.

The difference between a regular group insurance plan and  an 
HMO is prim arily  in the use of the HMO health  care cen ter and  in 
the cost. U nder an HMO plan, you m ust go to a specific center, or 
clinic, for routine health  care. You do not choose your own doctor, 
bu t you m ay select a doctor from the particu la r group of doctors 
who staff the clinic. This feature is generally not a draw back, how 
ever, since HMOs are staffed by trained  health  care professionals. 
HMOs are generally less expensive than  o ther health  care  plans, 
which m akes them  attractive  to individuals and  to businesses.

Do you have HMOs in your community? Do you or 
anyone in your family use an HMO?
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Government Health Insurance
M edicare is a m ajor health  insurance program  set up by the 

federal governm ent under the Social Security  Administration. 
M edicare is m ostly for retired  persons w ho are  65 or older. The 
program  works m uch like group m ajor m edical insurance plans. 
M edicare coverage has tw o parts. Part A is hospital insurance that 
covers trea tm en t related  to hospital care. Part В is medical insur
ance tha t covers doctors’ fees, tests, and  so on.

A nother governm ent health  care p lan  is M edicaid. Medicaid is 
a plan tha t is supported  by both s ta te  and  federal governments for 
those who are unable to pay for o ther insurance o r for health care. 
M edicaid provides health  care for the needy aged, the disabled, 
dependent children, and  those people w ho are receiving govern
m ent assistance.

INCOME AND RETIREMENT PLANS
D uring your w orking life, you need protection against the loss 

of income tha t would occur if you could not work because of a long 
illness o r disability . W hen you retire, you will need income to live on 
for the rest of your life.

Protection for Loss of Income
Com panies tha t offer health  insurance usually also offer dis

ab ility  insurance. Most disability  insurance policies have a waiting 
period before you can draw  benefits, usually seven to ninety days 
after you first becom e disabled. Since d isability  plans often require 
w aiting periods, you should have some savings set aside for use in 
em ergencies. Many com panies pay for som e disability insurance, 
w hile o thers require the em ployee to con tribu te  to this cost.

S ta te  governm ent also provides for incom e protection. Work
e rs’ com pensation provides incom e to w orkers who are injured on 
the job. A w orker m ust be off work for a certain  num ber of days 
before w orkers’ com pensation paym ents begin. In most states, em
ployers pay prem ium s to state-run  insurance program s or to private 
com panies to pay for th is program .

All sta tes provide unem ploym ent insurance, through which 
w orkers w ho are laid off from jobs receive income, o r compensation, 
for a lim ited tim e. In some cases, benefits are provided to workers
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w ho have been fired o r have quit. W orkers w ho receive unem ploy
m ent com pensation m ust be seeking work. They m ust register for 
work at the sta te  unem ploym ent office. If they refuse to take a su it
able job  offered through tha t office, they lose unem ploym ent bene
fits. Benefits are generally paid  for 26 to 39 weeks.

Retirement Income
There are  several ways to plan for retirem ent incom e. One way 

is to join a pension plan through your em ployer. M any em ployers 
provide such plans, paying e ither all o r a part of the cost. U nder a 
pension plan, a percentage of an em ployee’s earnings is con tribu ted  
to a fund tha t is invested for all em ployees as a group. When 
em ployees retire, they draw  incom e from the pension fund.

Another way to provide retirem ent incom e is to set up  an  indi
vidual retirem ent account. An individual re tirem en t account (IRA) 
may be set up w hether o r not you are already covered by a com pany 
pension plan. If you are em ployed by a com pany, you m ay set aside 
up  to $2,000 each year in a special account for retirem ent income. If 
you are self-employed, you m ay set up a  Keogh Plan. This plan 
allow s you to set aside up to 20 percent of your income, o r $30,000 a 
year, w hichever is less. The money in IRA and Keogh accounts is not 
taxed until it is w ithdraw n. Both plans help people to save for the ir 
retirem ent needs during the ir w orking years.
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R etirem ent income m ay also be provided through Social Secu
rity. A retired  w orker m ay s ta rt collecting social security benefits at 
age 62, o r earlier if he o r she becom es d isab led . The am ount of social 
security benefits depends upon one’s lifetime earnings. Your earn
ings are identified throughout your w orking life by your social 
security  num ber. You can apply fo ra  social security num ber at any

A social security application and identification card.
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age. You m ust have a social security num ber w hen you begin work 
since you and  your em ployer will pay taxes to the governm ent 
under your num ber.

Can you think o f other ways in which you may have to 
use your social security number?

SUMMARY
It is not pleasant to  think of having no income, being ill, o r even 

dying. Yet such things happen, and it is wise to plan to protect 
yourself and  your family. If o ther people depend on your income, 
life insurance is a good buy for you. Most people also  need protec
tion for m edical expenses. H ealth insurance can help take care of 
m ost of the costs of health  care. To m eet your living expenses, you 
need to protect your curren t income and  to provide for an  incom e 
during  your retirem ent years. C urrent incom e can be protected 
through disability  insurance. W orkers’ com pensation and  unem 
ploym ent insurance m ay also provide incom e for certain  periods of 
tim e. You can begin to p lan for retirem ent today by investing in IRA 
or Keogh plans. Protecting yourself and  your fam ily w ith the right 
insurance and  w ith savings plans is a wise use of your income.

BUILDING
WORD

Understanding these business terms will help you to communicate 
more easily with others. Number your paper 1 through 14. Then 
write the term that best matches each numbered definition.

beneficiary
cash-value insurance
coinsurance clause
health maintenance organization
hospital expense insurance
individual retirement account
Medicaid

medical expense insurance
Medicare
proceeds
surgical expense insurance 
term insurance 
unemployment insurance 
workers’ compensation

1. Health insurance that covers the cost of hospital care.
2. Income protection available through state governments to 

provide income for unemployed workers.
3. A federal government health care program that provides hos

pital and medical insurance to retired persons who are 65 
years or older.
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4. A community-based health care center that provides health 
care for a fixed monthly fee.

5. A person named by a policyholder as the one who receives the 
proceeds of a life insurance policy.

6. A plan for setting aside up to $2,000 a year for retirement 
income.

7. A life insurance policy that insures a policyholder for a specific 
number of years.

8. A health insurance policy that pays part or all of a surgeon’s 
fee for an operation.

9. The amount of a life insurance policy that is paid to the sur
vivors) of the policyholder.

10. Life insurance that provides both savings and protection.
11. A government health insurance plan that covers the disabled, 

dependent children, and others who are receiving government 
assistance.

12. The clause in a major medical policy that states that beyond 
the deductible amount, the insurance company and the poli
cyholder share the costs.

13. Income protection available through state governments to 
provide income for workers who are injured on the job.

14. Insurance covering the costs of a doctor’s care that are not 
involved in surgery.

1. What are the two basic types of life insurance?
2. What is the major difference between term insurance and 

cash-value insurance?
Who may be a part of a group life insurance plan?
List the types of expenses that major medical insurance will 
cover.

5. What are the differences among surgical expense insurance, 
medical expense insurance, and hospital expense insurance?

6. How does a health maintenance organization insurance plan 
differ from a regular group insurance plan?

7. Who can be covered by Medicare? How are Part A and Part В 
of Medicare different from each other?
What can you do to protect yourself from high costs if you 
should become disabled during a company’s waiting period 
before disability payments begin?
Who provides unemployment compensation to workers? How 
does a worker qualify for these benefits?
What are the similarities between an individual retirement 
account and a Keogh plan? What are the differences between 
these plans?

3.
4.

8.

9.

10.
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BUILDING
BUSINESS
EXPERIENCE

BUILDING
BUSINESS
CONCEPTS

1. Why should you consider buying some life insurance while 
you are young?

2. For what purpose would a person choose an endowment pol
icy rather than a term policy?

3. Which type of health insurance is most important? Why?
4. Many people are concerned that social security and their com

pany pension will not be enough for their retirement needs. 
What other types of income can they plan?

5. What are a family’s financial needs if the main wage earner 
becomes seriously ill or injured?

6. Who pays the taxes for social security?
7. The Lowe family has a basic health coverage plan that 

includes medical expense insurance, hospital expanse insur
ance, and surgical expense insurance. Can you suggest another 
insurance plan for the Lowes? What would it be, and why?

8. Why is a group health plan considered to be the least expen
sive form of health insurance? When does a new employee 
become eligible for health insurance?

9. Explain how the coinsurance clause in a major medical insur
ance policy works. If a policyholder's medical bill came to 
$8,000 after the deductible, and the major medical policy had 
an 80/20 percent coinsurance clause, how much would the pol
icyholder be required to pay?

10. Income protection is very important to a wage earner, espe
cially if he or she supports a family. List those protection plans 
usually provided by the employer. List those provided by the 
state government.

1. Prepare a report on the trade-offs between term and cash- 
value insurance. What do you give up if you choose one over 
the other? What are the advantages of your choice?

2. If you have a health maintenance organization in your area, 
interview someone who works there or who is a member. 
What advantages and disadvantages does the person see for 
the use of an HMO?

3. Check to see what the current laws on social security coverage 
are. How long must a worker be employed to be eligible for 
benefits? What are the current tax rates and current benefits?

4. Survey a number of people in your school and your family to 
see which type of life insurance they have and why they chose 
it over other types.

5. Health care costs are among the most rapidly increasing costs 
in the United States. What ways can you list for keeping down 
the cost of health care as much as possible?
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BUILDING
ANALYTICAL
SKILLS

Study this chart and answer the questions below. The chart shows 
the social security benefits paid each month to workers who had 
contributed to the fund. Benefits are shown for persons with low 
earnings, average earnings, and high earnings over their careers.

SOCIAL SECURITY BENEFITS

Worker retiring at 65 
Worker retiring at 65: maximum 

family benefit 
Worker disabled at 55 
Worker retiring at 62 
Surviving child of deceased worker 
Widow or widower claiming 

benefits at 60

Low
Earnings
($6,968)

Average
Earnings
($16,019)

Maximum
Earnings
($37,800)

$361.00 $542 80 $ 703.00
574.60 985.70 1,232.10

361 00 542.00 699.00
289.00 434.00 559.00
270.00 407.00 527.00
258.00 388.00 503.00

1. Mr. Lowry has just retired at age 65. He earned the maximum, 
according to the social security tables. How much will he 
receive each month?

2. Mrs. Pack's husband died recently. She has never worked out
side their home. She is now 60 years of age. How much can she 
receive each month if her husband’s income averaged 
$16,019?

3. Do you think that social security benefits can provide enough 
income for most families to live comfortably in retirement?

4. Which group of people receive the largest payments from 
social security, according to this chart?

5. Must a person have earned less than a given amount to be able 
to receive social security benefits?
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Walk-in Medical Care
Break an arm? About ten years ago, 

you could plan to spend the rest of the 
day in the hospital emergency room.

Now you have a more convenient 
choice: urgent-care centers. Fast 
appearing all over the country, chains of 
urgent-care centers — also known as 
FEC's, or free-standing emergency 
centers — are providing patients with 
fast, inexpensive, walk-in medical care.

Most FEC's are open 12-16 hours 
every day with a nursing staff and at 
least one doctor on duty. Usually located 
in shopping centers or along highways, 
they are fully equipped with X-ray 
equipment and a lab.

The business principles are the same 
as those used for fast-food restaurants — 
long hours, convenient locations, and low 
costs. These features attract a high 
volume of customers. Because the injuries 
treated are usually minor, as many as 80 
patients a day can be handled efficiently. 
Spreading the costs of operating a center 
over a high volume of patients reduces 
the cost per patient.

For example, if a nurse whose daily 
pay is $90 treats six patients per day, the 
cost per patient is $15. If that same nurse 
can treat ten patients per day for minor 
injuries, the cost per patient is reduced to

635

$9. Since all patients pay the same fee, 
regardless of how many of them are 
treated, income increases as more 
patients are treated. Costs per patient, 
however, decrease.

The profitability of FEC's attracts 
money from investors who want to share 
in the profits. The money invested covers 
the costs of building additional FEC's as 
part of a chain of urgent-care centers. 
The chains lower operating costs even 
further by buying supplies and 
equipment at bulk rates. 4

With higher and higher costs of 
medical care over the last several years, 
FEC's offer an alternative for lower 
medical costs without reducing medical 
service.



Appendix:
USING METRICS

The metric system was devised by an international group, including members 
from the U.S., in an effort to standardize m easurem ent systems around the world. 
The official nam e of the updated and revised system is the International System 
of Units (SI). M etric/SI m easurem ents are being used more and more in the U.S. 
today, because there are a num ber of advantages to the system.

• It is based on multiples of ten, as is our system of money.
• It is a standard recognized around the world, and its use simplifies world 

trade.
• Metric units are easier to use than the custom ary system of measurement.

M etric/SI units are formed by combining a base unit with a prefix. The most 
commonly used prefixes are kilo-, centi-, and milli-.

Prefix Meaning
kilo- 1,000
centi- lie
milli- i.ioo

LENGTH
The basic unit of length is the m eter (m).

1 kilometer (km) =  1,000 meters =  the distance an average person can walk 
in about 12 minutes 

1 m eter (m) =  about the length of a baseball bat
1 centim eter (cm) =  ^  of a m eter =  about the thickness of a slice of bread 
1 millimeter (mm) =  of a m eter =  ^  of a centim eter =  about the thick

ness of a dime

VOLUME
The basic unit of volume is the liter (L).

1 liter (L) =  about the volume of four glasses of water 
1 milliliter (mL) =  of a liter =  1 cm X 1 cm x  1 cm =  about $ of a tea

spoonful

WEIGHT (MASS)
The basic unit of weight (mass) is the gram  (g).

1 kilogram (kg) =  1,000 grams =  about the weight of a 500-page book 
1 gram (g) =  about the weight of two raisins
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Glossary

ability A natural or learned talent or skill, 
ability-to-pay principle A basic principle 

of taxation based on the idea that those 
who can afford to pay more taxes should 
do so.

acceleration clause A clause in an install
ment contract that allows a lender to ask 
for full payment if an installment is late, 

add-on clause A paragraph in an install
ment contract that allows the purchaser 
to buy several items on the same agree
ment.

add-on method A method of figuring the 
actual amount of a loan in which the 
interest is added to the principal, 

adjusted-balance method A method of de
termining the finance charge using the 
previous balance minus payments as a 
basis.

agent A representative of an insurance 
company.

Air Pollution Control Act Legislation that 
ordered automobile companies to control 
the gases coming out of car engines and 
ordered industries to scrub the air com
ing out of smokestacks in order to de
crease air pollution.

American Banking Association (ABA) num
ber A bank’s identification number in 
the upper right-hand comer of a check, 

annual percentage rate The rate that 
credit will cost you on a particular credit 
card account.

antitrust laws Laws established to pre
vent businesses from having no competi
tion. * 

arbitration Submitting the disagreements 
or differences in drawing up a contract to 
a third party who acts as a kind of judge, 

assets All of the things a person owns, 
such as money and property, 

automatic teller machine A computer ter
minal, which operates like a bank teller, 
that allows customers to make deposits 
or withdrawals 24 hours a day. 

automatic transfer plan An account in 
which deposits are placed in a savings 
account to earn interest; when a check is 
written, the amount is transferred to a 
checking account for payment, 

automation The substitution of machines 
for people.

average-daily-balance method A method 
of determining the finance charge based 
on an average of the balance for each day 
of the month.

В
bait-and-switch The practice of advertis

ing a product for a low price to get con
sumers into the store and then switching 
customers to a more expensive product 
for possible purchase, 

balanced budget The situation that exists 
when the federal government receives as 
much money as it spends.

1
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balance of payments The difference be
tween the amount of money flowing into 
and flowing out of a country, 

balance of trade The difference between 
what a country imports and what it ex
ports.

balloon payment The last payment in 
some installment contracts that is more 
than twice as large as a regular payment, 

bank draft A bank check drawn from an 
account in another commercial bank or 
at the Federal Reserve Bank in the dis
trict.

bank reconciliation The process of seeing 
whether your records agree with the 
bank’s.

bankruptcy A legal process in which some 
or all of the property and wealth of a per
son declared incapable of carrying any 
more debt is distributed among his or her 
creditors.

bank statement A report from a bank 
showing additions to and subtractions 
from an account during a specific period, 

barter A system in which people exchange 
goods and services for other goods and 
services rather than for money, 

beneficiary A person named by a policy
holder as the one to receive the proceeds 
of a life insurance policy, 

beneiits-received principle A principle of 
taxation based on the market concept 
that if you enjoy or use something, you 
should pay for it. 

blank endorsement An endorsement that 
includes only the signature of the party to 
whom the check is payable, 

blue-collar jobs Jobs that usually involve 
operating machines and equipment, 

board of directors A group of individuals 
chosen to make the major decisions for a 
corporation, 

bodily injury liability insurance Insur
ance that covers injuries or deaths caused 
by the policyholder in an accident.

bonds Loans of money to the government 
on which interest is paid to the owner, 

budget A plan for using your money in a 
way that best meets your wants and 
needs.

business cycle The movement of the econ
omy from good times to bad times and 
back again in four stages: prosperity, re
cession, depression, and recovery, 

bylaws Rules of operation for a corpora
tion; they also outline the duties of the 
officers of the business, 

byte A unit of measurement for the mem
ory capacity of a computer; equals one 
character.

С

callable bonds Bonds that contain a 
clause stating that they can be called in 
whenever the issuer desires, 

canceled check A check that has been 
cleared and processed and returned to the 
party who wrote it. 

capital The money or other material 
wealth needed to run a business, 

capital goods The machines, buildings, 
and equipment used to produce goods 
and services, 

career Your primary lifetime work, 
career ladder A method of progressing 

from one job level to another within a 
company.

cashier’s check A bank check paid from an 
account that is held right at the bank, 

cash-value insurance Life insurance that 
uses part of its premium for protection 
and the balance of the premium for sav
ings.

central processing unit The computer’s 
“brain,” which uses instructions and data 
input to calculate answers, 

certificate of deposit A savings plan that 
involves keeping a larger sum of money 
on deposit for a specific period of time.
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certified c h e c k  A personal check that a 
bank stamps with a guarantee that there 
is enough money in the account to cover 
it.

charge account A type of credit that al
lows purchases up to a certain amount in 
a specific store, 

charter A legal form giving a corporation 
the permission to operate, 

checkbook dollars The money that people 
have in checking accounts, 

check register A listing area in a check
book for recording checks, deposits, and 
new balances, 

check stub A record portion to the left of 
or above each check in a checkbook, 

claims Requests for insurance payments 
due to financial losses, 

clearance sale A sale to clear or get rid of 
goods that are going out of style or that 
arc no longer profitable, 

clearinghouse A place where checks 
cashed or deposited in one bank but 
drawn on another are sorted and distrib
uted.

closed shop A situation that exists when a 
business cannot hire anyone who is not a 
union member, 

coinsurance clause The clause in a major 
medical policy that states that beyond the 
deductible amount, the insurance com
pany and the policyholder share the costs, 

collateral The security or backing for a 
loan or credit purchase, 

collectibles Art, antiques, and other items 
that people like to collect, 

collection agent A person whose job is to 
collect debts that are overdue, 

collective bargaining The coming to
gether of union members and their 
bosses, or management, to discuss basic 
issues that arise between them, 

collision insurance Insurance that covers 
damages to the policyholder's car in case 
of accident.

command system An economic system in 
which the government decides what 
workers will do, what goods and services 
they will produce, how much will be pro
duced, and what income workers will 
receive.

commercial bank A bank that provides a 
wide range of banking services; often 
called a full-service bank, 

commercial credit Credit enabling a busi
ness to buy now and pay later, 

commodities Agricultural or mining prod
ucts that can be traded. л 

commodities exchange A market through 
which investors buy contracts for quanti
ties of a given commodity, 

common law Law that is based on legal 
decisions and people’s customs, 

common stock The stock that all profit- 
making corporations must offer; holders 
of the stock participate either directly or 
indirectly in the management of the com
pany.

communication skills Skills that you use
to express yourself, orally or in writing, 

comparison shopping Checking the prices 
and quality of a product in more than one- 
store.

competition The contest among busi
nesses to win customers, 

compounding A procedure in which inter
est is added to the account balance and, 
in the next period, interest is figured on 
the new balance, 

comprehensive insurance Insurance that 
covers damage to the policyholder’s car 
caused by most things except collision, 

computational skills Skills you may have 
developed by working with numbers, 

condominium An individually owned unit 
in a building or group of buildings, 

consolidation loan A loan that brings all 
your debts together into one large loan, 

consumer credit Individual credit for per
sonal use.
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consumer finance company A business 
that specializes in personal loans, 

consumer goods The products that all of
us want or need.

Consumer Information Center A federal 
government consumer organization that 
encourages government agencies to re
lease information helpful to consumers 
and publishes a catalog of publications of 
consumer interest.

Consumer Price Index An index used to 
compare current prices of typical con
sumer goods with prices of those same 
goods in previous years in terms of real 
dollars.

Consumer Product Safety Commission A
federal agency that sets product stan
dards, investigates accidents due to un
safe products, and provides consumer 
information and education programs, 

container ships Ships that are specially 
equipped to handle the crates and con
tainers that hold goods, 

convertible bonds Bonds that permit the 
issuer to repay the bondholder in shares 
of stock rather than in cash. 

cooling-ofT period The time during which 
a buyer can cancel an installment con
tract with a door-to-door salesperson, 

cooperative A business firm owned and, in 
many cases, operated by its members, 

cooperative work program A program in 
which students are placed in jobs in 
stores, offices, plants, or restaurants 
while attending school, 

copyright A protection for authors or cre
ators of books, plays, software, movies, 
musical compositions, and art. 

corporate bonds Bonds issued by corpora
tions.

corporation A business that is legally re
garded as a separate entity; that is, as far 
as the law is concerned, a corporation 
exists separate from the people who own 
it.

cosigner A person who agrees to make the 
payments on a loan if the borrower can’t, 

coupon bonds Bonds that are payable to 
the bearer, 

credit The opportunity to obtain money, 
goods, or services now for payments to be 
made in the future, 

credit agreement The section of a credit or 
charge account application that explains 
the interest rate, finance charges, and 
minimum payments that can be made 
each month, 

credit bureau An agency that provides in
formation to businesses, banks, and other 
agencies about you and other consumers 
of credit.

credit counselor A person who assists con
sumers with their credit problems, 

credit history A full report about you and 
your past credit experiences that is sent 
to a lender, 

credit life insurance A type of insurance 
that some contracts require the borrower 
to buy to help cover the risk of the loan, 

credit limit The maximum amount you 
can "borrow" on a credit card or charge 
account at any one time, 

creditor One who lends money or provides 
credit.

credit rating A person’s reputation for 
making payments on time; a measure 
used to decide whether a person is going 
to be a good credit risk, 

currency Paper money and coins.

D

DD/DW method A method of figuring sav
ings account interest from day of deposit 
(DD) to day of withdrawal (DW). 

database A collection of related informa
tion.

debenture bonds Bonds that are not
backed up by some specific asset of the 
issuer.
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debit card A plastic card used to pay for a 
purchase through EFT; the amount of the 
purchase is immediately deducted from 
the customer’s account and added elec
tronically to the store’s account, 

debtor One who borrows money or uses 
credit.

decision making The process of determin
ing which wants and needs will be met at 
a particular time, 

deductible The amount of damages in an 
accident that will be paid by the policy
holder, not the insurance company, 

deficit spending The situation that exists 
when the government spends more than 
it collects.

demand The amount or quantity of goods 
and services consumers are willing and 
able to buy at various prices, 

demand deposit A type of bank deposit, 
such as a checking account deposit, from 
which you can withdraw money right 
away.

deposits Money placed in accounts, 
deposit ticket An item-by-item record of 

the amount of money you are putting into 
an account, 

depreciation The process of determining 
how much a car has declined in value 
because of wear and tear and age. 

depression The lowest point in a business 
cycle, during which business is bad and 
unemployment is high, 

direct taxes Taxes that arc charged to the 
person or persons who finally pay them; 
for example, income and property taxes, 

discount A reduction in price, often given 
for buying in large amounts, 

discount method A method of figuring the 
actual amount of a loan in which the 
interest is deducted from the principal in 
advance.

discount store A store that buys in large 
quantities so that it can sell at prices 
lower than competitors.

distributor Someone who moves goods 
from one business to another; often re
ferred to as a middleman, 

dollar cost of credit The difference be
tween the cost of an item if you pay cash 
and the cost if you buy on installment, 

down payment A percentage of the total 
cost of an item required at the time of 
purchase.

drawee The financial institution that has 
the drawer’s account, 

drawer The party who signs a check and 
on whose account the check^is written.

economic system A way of producing 
goods and services and of providing a 
means for people to get them.

Electronic Funds Transfer An electronic, 
machine-operated, computer-run pro
gram for transferring money, 

embargo The halting of the import or ex
port of goods by a country in order to 
prevent foreign firms from competing 
with that country’s own businesses, 

emotional advertising An ad that appeals 
to your feelings, 

endorse To sign your name on the back of 
a check.

entrepreneurship The ability to put to
gether a business to make goods or to 
provide services.

Equal Credit Opportunity Act Legislation 
that makes discrimination in credit appli
cations illegal, 

equilibrium price The point at which sup
ply and demand meet; the amount sup
plied of a product equals the amount 
demanded, 

equity The value of the money invested in 
property.

estate and inheritance taxes Taxes paid on 
the value of real estate and personal prop
erty left at the time of death.
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excise tax A tax collected on the sale of 
particular goods and services, such as al
coholic beverages, automobile tires, and 
air travel.

exports Goods produced in one country 
and sold in another.

express warranty A warranty that specifi
cally states in writing what a product is 
or will do.

extended coverage Coverage that can be 
added to a standard fire policy to protect 
against damage due to riots, aircraft or 
vehicles, windstorm and hail, and van
dalism or mischief.

F

factors of production The natural re
sources, labor, capital goods, and entre
preneurship that go into producing goods 
and services.

factory outlet A store located on factory 
grounds or run by a factory that often 
sells irregular or slightly imperfect mer
chandise.

Fair Credit Billing Act Credit law that 
gives steps to be followed when errors 
occur on monthly credit card and charge 
account statements.

Fair Credit Reporting Act Credit law that 
gives you the right to know what is in 
your credit file.

Fair Debt Collection Practices Act Credit 
law that protects consumers from harass
ment by collection agents.

featherbedding A practice in which labor 
unions forced unnecessary extra workers 
on businesses.

Federal Deposit Insurance Corporation A 
government agency that handles deposit 
insurance programs for nationally char
tered banks, x

Federal Reserve System A big national 
bank, with branches in many cities, that

provides services to member banks and 
regulates the flow of money.

Federal Trade Commission A federal 
agency responsible for making sure that 
competition among businesses is main
tained.

FICA The social security tax; abbrevia
tion for Federal Insurance Contributions 
Act.

finance charge The cost for using credit; it 
is charged for the use of goods and ser
vices while they are still being paid for. 

financial responsibility law A law requir
ing a driver to show proof of ability to 
pay, either with money or insurance, for 
damages in an accident for which he or 
she is liable, 

fixed expenses Those expenses, such as 
rent or mortgage payments, that must be 
paid regularly, 

foreign exchange rate The value of one 
country’s currency in relationship to an
other country’s currency, 

forge To fake someone’s signature, 
franchise A grant or right to sell a com

pany’s product or service within a given 
area or territory, 

fringe benefits Those things outside of 
wages or earnings, such as health insur
ance, paid vacations, and pensions, 

full endorsement An endorsement that in
cludes the name of the party to whom the 
check is payable and the name of the 
party to whom the check is transferred, 

full-service store A store that offers as 
much help as possible to a customer.

G

general sales tax A tax that is added to the 
price of goods and services at the time of 
purchase.

generic Products that are representative 
of a whole group of common items.
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goal An aim or objective, such as going to 
college or owning your own business, 

goods Products or items that we may buy 
or someone else may buy for us. 

grade labels Labels for food products that 
indicate levels of quality; standards for 
grades are set by the USDA. 

grievance A cause for complaint, 
gross national product The dollar value of 

all the goods and services produced by an 
economic system in one year, 

gross pay The total amount of money 
earned for a specific time.

hardware The actual computer and any 
physical equipment attached to it. 

health insurance Insurance that provides 
money to pay bills in case of accident or
sickness.

health maintenance organization A com
munity-based health care center that pro
vides health care for a fixed monthly fee. 

holder in due course A bank or finance 
company that has bought a credit con
tract from another business, 

homeowner's policy An insurance policy 
that combines all major types of property 
insurance into one. 

hospital expense insurance Health insur
ance that covers the cost of hospital care, 

human relations skills Skills that relate to 
your understanding of others and your 
ability to get along with them.

implied warranty A warranty that is un
derstood but not necessarily in writing, 

imports Foreign-made goods brought into 
a country.

impulse buying Purchasing things on the 
spur of the moment.

income properly Property on which rent 
or some other form of payment is earned, 

indirect taxes Taxes paid by one patty but 
passed on to another; also known as hid
den taxes.

individual retirem ent account A plan for 
setting aside earnings of up to $2,000 a 
year for retirement income, 

inflation A period of increased spending 
that causes a rapid rise in prices, 

information processing Work performed 
by a computer using numerical data, 
graphs, text, and special symbol§. 

injunction An order that prevents a union 
from continuing with a strike, 

innovations New ways of doing things, 
input Data that are entered into the com

puter.
installment credit Credit that involves 

signing a contract to pay for the purchase 
of an item over a set period of time, 

installm ents Regular monthly payments 
on a loan or a large purchase, 

insurable interest A financial interest in 
property or another person’s life that per
mits you to buy insurance to protect 
against loss, 

insurance A method of sharing economic 
risk among many people to reduce indi
vidual financial loss, 

insurer The insurance company that sells 
the service of protection, 

interest The price banks pay for the use of 
depositors’ money, 

interests The types of things you enjoy do
ing, such as hobbies, 

interstate commerce Business activities 
between people or businesses in two or 
more states, 

inventory A listing of the contents of your 
home, such as furniture, clothing, and 
valuables.

investing Putting your money to work so 
that it earns extra income.
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job interview A more-or-less formal dis
cussion between an employer and a pos
sible employee, 

joint account An account for two people, 
journeyman A trained worker with a 

skilled trade or craft.

liquidity The ease or quickness with 
which you can change your investment 
into cash.

littering Throwing away garbage and 
trash in the wrong places, 

locals Small branch unions, 
long-term goals Those things that you 

want to accomplish in the distant future, 
such as preparing for an occupation.

labor The work done by people to produce 
goods and services, 

labor force The total number of people 
sixteen years or older who have jobs or 
who are available and looking for jobs, 

labor union An organization that is 
formed to represent workers, often in the 
same type of occupation, 

law of demand A principle stating that 
consumers will generally buy less of an 
item at a higher price than at a lower 
price.

law of supply A principle stating that pro
ducers will supply more of an item at a 
higher price than at a lower price, 

leisure time The time you are free from 
work or other duties, 

liabilities All of the things that a person 
owes, such as mortgages and loans, 

liability insurance Insurance that covers 
damages or losses to another person or 
the person’s property that someone may 
have caused accidentally, 

life insurance A protection usually for the 
family and relatives of a person after 
death.

lifestyle The way in which you live, 
limited liability The responsibility of the 

owners of a corporation for the debts of 
that corporation only to the extent of the 
amount they have invested, 

line of credit An arrangement in which 
bank customers can get a certain amount 
of money on call as needed.

M

Magnetic Ink Character Recognition num
ber The electronic coding number that 
includes the customer's account number 
and the bank’s identification number, 

manual dexterity skills Skills you may 
have if you work well with your hands, 

market system An economic system in 
which the interaction between buyers 
and sellers determines what is bought 
and sold.

mass media Forms of public communica
tion, such as newspapers, radio, maga
zines, and television, that are directed at 
a large audience, 

mass production A method of producing 
many similar items at once, 

mediator A third party who listens to both 
sides in contract discussions and then 
provides a decision as to what the provi
sions of the contract should be. 

Medicaid A government health insurance 
plan that covers disabled persons, depen
dent children, and others receiving gov
ernment assistance, 

medical expense insurance Insurance cov
ering the nonsurgical costs of a doctor’s 
care.

medical payments insurance Insurance 
that covers the expenses from injury to 
the driver or anyone in the policyholder’s 
car.

Medicare A federal government health 
care program that provides hospital and
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medical insurance to retired persons 65 
or older.

medium of exchange Something that is 
accepted by people in exchange for goods 
and services, such as money, 

memory The capacity of the computer to 
store information in an electronic form, 

microprocessor A microcomputer’s cen
tral processing unit (CPU), 

minimum wage The lowest possible wage 
that an employer legally can pay an em
ployee.

mixed systems Economic systems that 
combine some parts of other economic 
systems.

money management The process of plan
ning how to get the most from your 
money.

money market fund A kind of time deposit 
in which the interest rate generally varies 
from month to month, 

money order A form of payment, similar 
to a check, that can be purchased to order 
the payment of a specified amount of 
money.

monopoly A company that sells all or 
practically all of a product and therefore 
has no competition, 

mortgage A special loan used for the pur
chase of homes, office buildings, man
ufacturing plants, and other types of 
buildings.

multinational corporations Corporations 
that have offices and plants in more than 
one country, 

municipal bonds Bonds sold by local or 
state governments and bv certain govern
ment agencies, 

mutual fund A pool of money that is used 
by an investment company to purchase 
the stocks and bonds of other corpora
tions.

mutual insurance company An insurance 
company run as a cooperative; its owners 
an* the people insured.

N
national debt The total of all loans made 

to the federal government by individuals 
or groups of individuals, 

natural resources The factors of produc
tion that come from the air, water, or 
earth; things that nature produces or 
helps us produce, 

net worth A person's or family’s assets mi
nus liabilities, 

no-fault insurance A type of insurance in 
which medical and other expepses of each 
person injured in an accident are paid by 
his or her own insurance company.

NOW account An account that serves as 
both a savings account and a checking 
account.

О
objectivity The quality of being based on 

facts.
on-the-job-training Development of skills 

through actual practice and instruction 
while working, 

open shop A situation in which a worker is 
not required to join a union before or dur
ing employment, 

opportunity cost What you give up when 
you make one choice over another, 

option account A charge account that 
combines the features of both the regular 
(open) and revolving methods; you may 
pay the total amount owed or just a por
tion.

output The visible results of a computer’s 
calculation, 

outstanding checks Checks that have been 
written but have not yet reached the bank 
for payment, 

over-the-counter market The trading mar
ket through which stocks not listed on 
any one of the exchanges are bought and 
sold.



646 Glossary

P

partnership A business organization with 
two or more owners who share responsi
bility.

partnership agreement A kind of contract 
in which business partners declare cer
tain understandings between or among 
them.

patent A legal "right” that prevents any
one except the inventor of a product from 
making the same product for seventeen 
years.

payee The person to whom a check is writ- 
l^ tcn .
perils Causes of loss, such as fire or auto

mobile accidents, 
personal property Appliances, furniture, 

clothing, and other belongings that are 
not part of a building or structure, 

policy A formal written agreement be
tween a person and an insurance com
pany.

policyholder The person who has bought 
insurance protection, 

pollution The dust, dirt, gas, chemicals, 
and waste products that make our water, 
air, and land unhealthy, 

preferred stock Stock that gives its hold
ers certain privileges, such as being paid 
dividends before holders of common 
stock.

premium The amount of money charged 
by an insurance company for protection 
during a certain period of time, 

previous-balance method A method of de
termining the finance charge based on 
the entire amount owed from the previ
ous month, 

price The amoun t of money given or asked 
for when goods or services are bought or 
sold.

price fixing An agreement between two 
competing businesses to sell their prod
ucts at exactly the same prices or to

change prices at the same time to avoid 
competitive pricing, 

principal The amount borrowed, 
priorities The order of importance of do

ing things at a particular time, 
private enterprise A system or undertak

ing that individuals, rather than the gov
ernment, are primarily responsible for 
running.

privately owned corporation A corpora
tion whose stock is not traded on a public 
stock exchange, 

problem-solving skills Skills related to 
your ability to find good solutions to var
ious problems, 

proceeds The amount of a life insurance 
policy that is paid to the policyholder’s 
beneficiary, 

processed goods The output of businesses, 
such as flour mills, oil refineries, and steel 
mills, that change natural materials from 
their original forms into more finished 
forms.

Producer Price Index An index used to 
compare the cost of producing goods now 
with the cost of producing them in earlier 
years.

productivity The rate at which goods and 
services are produced, 

profit The amount of money left over after 
a business has paid for the cost of produc
ing its goods or services, 

progressive tax A tax in which the rate of 
taxation increases as the income in
creases.

promissory note A written agreement to 
repay a loan within a certain period of 
time.

promotional sale A sale that gives you a 
special buy on a new product or a product 
that is in season, 

property damage liability insurance In
surance that provides coverage for the 
cost of damage to another person’s prop
erty in an accident.
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property insurance Insurance that covcrs 
damages and losses to your own property, 

property tax A tax levied on items owned 
by a person or business, 

proportional tax A tax in which the 
amount of tax increases with income but 
the rate stays the same, 

prosperity The high point of a business 
cycle, also known as a boom; employment 
is way up, the public’s demand for goods 
and services is high, and businesses are 
turning out goods and services as fast as 
they can.

public debt The amount owed by any level 
of government, 

publicly owned corporation A corporation 
whose stock is traded on a public stock 
exchange.

public utilities Gas, water, and electric 
power companies, 

public welfare The well-being of society.

0
quota A fixed limit on the export or im

port of a product.

R

rate of return The percentage of the in
vestment that you earn each year from 
your invested money, 

rational advertising An ad that attempts 
to convince you with facts and other in
formation.

raw goods Materials gathered in their 
original state from such natural resources 
as land and water, 

real annual interest rate The interest rate 
actually charged for a year on a loan or a 
charge account, 

real dollar The value of a dollar of a base 
year (1972) against which the value or 
purchasing power of the dollars of other 
years is measured.

real property Buildings and other struc
tures.

recession A stage in the business cycle 
during which the demand for goods and 
services falls and unemployment rises, 
but the situation is not serious enough to 
cause real alarm, 

recovery The final stage in a business cy
cle, during which the cycle is on an 
upswing.

recycling Reusing materials for another 
purpose or to make another product, 

redeem To cash in bonds on a specified 
maturity date, 

registered bonds Bonds that show the 
name of the owner on the face of the cer
tificate.

registered trademarks Names, brands, or 
symbols that have been listed with the 
government by a business; once regis
tered, they may not be used by other busi
nesses.

regressive tax A tax in which the propor
tion of income spent on the tax decreases 
as the income increases, 

regular charge account A type of charge 
account that requires all purchases to be 
paid for within a certain period of time, 

repossession The act of a creditor taking 
back an item bought on credit if the pur
chaser fails to make payments, 

restrictive endorsement An endorsement 
that limits or restricts how the payment 
of money for a check may be made, 

resume A kind of life history of an individ
ual; also called a personal data sheet, 

retailer A business that sells directly to the 
consumer, the final buyer of the goods, 

revenue The money the government re
ceives from people to provide all kinds of 
goods and services, 

revolving charge account A type of charge 
account that allows you to keep adding to 
the amount owed; each month only a por
tion of the total must be paid.
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rider An addition to an insurance policy 
that covers specific property, such as jew
elry.

right-to-work law A law that declares that 
workers have a right to work regardless of 
whether or not they join the union in the 
place where they are employed, 

risk The possible loss you face if your in
vestment fails.

S
saving Putting aside money for future use. 
savings passbook A booklet in which 

records of withdrawals and deposits are 
kept.

scarcity A lack of something that can be 
used to satisfy all wants, 

secured bonds Bonds that are backed up 
by some specific asset of the issuer, 

secured loan A cash loan that has collat
eral to ensure payment of the borrowed 
money.

securities Investments such as stocks and 
bonds generally used by corporations and 
governments to finance their growth, 

seniority A method of determining who 
has been employed the longest in a com
pany.

service charge A fee for the paperwork the 
bank does in recordkeeping and in main
taining an account, 

services Tasks that people or machines 
perform.

settlement costs The costs involved in 
completing the sale of a house, such as 
those for tracing the history of ownership 
and recording the transfer of ownership. 

Sherman Antitrust Act Legislation per
mitting the federal government to break 
up companies that have control of a par
ticular market, 

short-term goals Those goals or objectives 
that we hope we will meet in the near 
future.

signature card A bank’s record of your 
name and signature, home address and 
telephone number, and the name, ad
dress, and telephone number of your em
ployer.

silicon chip A thin wafer, about |-inch 
square, that plugs into a computer and 
contains an integrated circuit usually 
made of silicon, 

simple interest A method of calculating 
interest in which the principal is multi
plied by the interest rate and then by the 
amount of time expressed on a yearly 
basis.

Small Business Administration A govern
ment agency that assists small businesses 
by providing advice and low-cost loans, 

small claims court A court that deals with 
minor legal matters up to a certain 
amount of money, 

software Sets of instructions that tell the 
computer what to do. 

sole proprietorship A business owned bv 
one person, 

specialization of labor A process in which 
a worker becomes a specialist in just one 
or a few tasks, 

specialty store A store that carries only a 
certain line of products, such as shoes, 

standard fire policy An insurance policy 
that covers losses from lire and lightning 
and damage from smoke and water, 

standardization The use of interchange
able parts in mass production, 

standard of living A measure of how well 
the people in an economic system live, 

standard of value Something such as 
money that is used to help determine the 
value or worth of one thing in relation to 
another.

statement of net worth A record that 
shows the financial state of a person by 
listing assets, liabilities, and net worth, 

stock Shares in the ownership of a corpo
ration.
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stock exchange A trading market for buy
ing and selling stocks, 

stockholders Those who own shares in a 
corporation, 

stock insurance company An insurance 
company set up as a corporation, with 
stockholders, a board of directors, and 
officers.

stock market quotations Records of the 
opening and closing prices of stocks, 

stop-payment order A request for a bank 
not to cash a particular check, 

store of value Something that can be 
stored or kept for later use and is itself 
worth something, 

strike A work stoppage, 
subsidy A form of financial assistance 

given by the government to agricultural 
businesses.

supply The amount or quantity of goods 
and services that producers will provide 
at various prices, 

surgical expense insurance A health insur
ance policy that pays part or all of a 
surgeon’s fee for an operation, 

surplus The situation that results when 
the government spends less than it brings 
in.

take-home pay Gross pay minus deduc
tions.

tariff A special tax on goods made in an
other country and sold in the United 
States.

tax base The item or activity that is the 
source of a tax; for example, income, 
wealth, consumption, or buying, 

term insurance A life insurance policy 
that insures a policyholder for a specific 
number of years, 

thrift institutions A term used for savings 
and loan associations and mutual savings 
banks.

time deposit A deposit left with a bank for 
a fairly long time and from which you 
may not be able to withdraw money im
mediately.

time management The process of deciding 
how to use time so that you gain the most 
from it.

title The written proof of ownership, 
trade associations Organizations set up to 

serve the needs of businesses that have 
special common interests, 

trading partners Countries with which we 
import and export goods, 

traditional system An economic system in 
which people do things the way they have 
always done them, 

transfer payment Money received by peo
ple who are not currently producing 
goods or services in exchange for it. 

traveler’s checks A form of payment 
bought by people before a trip or vaca
tion; they have the feature of making 
money available on the spot.

Truth in Lending law A law that requires 
all costs of borrowing to be made known 
to the consumer; also known as the Con
sumer Protection Act. 

turnover The number of people who leave 
one job for another.

U
Underwriters’ Laboratories An organiza

tion that tests products and attaches seals 
of approval to those that meet its safety 
standards.

undeveloped property Land that gener
ally is in its natural state, 

unemployment insurance The protection 
that is available through state govern
ments to provide income for unemployed 
workers.

Uniform Commercial Code A set of laws 
that governs business activities through
out the country.
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uninsured motorists coverage Insurance 
that pays damages when you are in an 
accident with an uninsured driver, 

union shop A situation that exists when 
workers do not have to belong to the 
union in order to be hired, but they are 
required to join after a given period of 
time.

unit pricing Using a standard measure
ment as a basis for pricing the same prod
uct in different stores, 

unlimited liability The responsibility of a 
sole proprietor for the debts of his or her 
business, even if those debts are more 
than the assets of the business, 

unsecured loan A loan that is not backed 
up by collateral.

U.S. Savings Bond A type of bond issued 
by the federal government and available 
in banks or through a payroll-deduction 
plan.

usury law A credit law designed to protect 
consumers from high interest rates by set
ting a limit on the rate of interest that can 
be charged for credit, 

utilities Companies that provide electric
ity, gas, and water.

V

values Qualities that you prize and think 
are important, such as being with family 
or friends.

variable expenses Those expenses — such 
as telephone, clothing, entertainment, 
and food bills — that usually vary in 
amount from month to month, 

variety store A self-service store that sells 
a large variety of usually inexpensive 
merchandise.

W

wage assignment A clause in an install
ment contract that permits a lender to 
take part of your wages if a payment is 
missed.

wants Things that we desire or need;
things we wish we could have, 

warehouse showroom A place where 
goods, often furniture, are put on a show
room floor; customers order products di
rectly from a connected warehouse, 

warranty A promise that a product is of a 
certain quality or will perform in a cer
tain manner.

Water Quality Act An act that set stan
dards for the cleaning up of our scarce 
water supply, 

white-collar jobs Jobs that usually deal 
with people, information, and ideas and 
involve producing services, 

wholesaler A business that distributes or 
sells products, most often to other busi
nesses.

withdrawal The act of taking money out 
of an account, 

word processing An application program 
that lets the user edit and store typed 
reports or letters, 

workers’ compensation Protection avail
able through state governments to pro
vide income for workers who are injured 
on the job. 

world trade Trade among countries.

Z

zoning code A community plan that gov
erns the types of buildings that can be 
built in each part of the community.
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ability-to-pav principle, 295 
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application form for job, 358 
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Ash, Mary Kay, 498 
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autom atic transfer plan, 403 
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method, 474

В
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262
balanced budget, 279 
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184
balance of trade, 183 
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bank draft, 444 
bank failures, 533 
banking, international, 181 
bank reconciliation, 428 

com puter program  for, 451 
bankruptcy, 508 
banks 

commercial, 385 
and credit cards, 392 
deposits in, 387 
full-service, 385 
interest from, 389 
loans from, 391 
m utual savings, 393, 532 
national, 385

savings and loan 
associations, 393 

services of, 39? 
state, 385
trust departm ents of, 392 
w ithdraw als from, 387 

bank statem ent, 426 
Barrons, 554 
barter, 373

and  money compared, 374 
base year, 105 
beneficiary, 622 
benefits-received principle,

294
Better Business Bureau, 229, 

246
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"b lu e” laws, 171 
blue-collar workers, 328 
board of directors, 143 
bodily injury liability 

insurance, 592 
bonds, 392, 550 

bearer, 552 
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convertible, 554 
corporate, 551 
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debenture, 554 
forms of, 552 
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m unicipal, 551 
redeem ing of, 554 
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secured, 554 
treasury bills, 552 
types of, 551 
U.S. Savings, 551
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340
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a, 340 
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values and goals for a, 345 
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cash loans, 490. See also loans 
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certificate of deposit, 535 
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and job-hunting, 364 
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check, face of. 417 
check register, 406 
check stub, 406 
checking accounts, 435 

au tom atic transfer plan, 
403

balancing, 425, 428 
deposits into, 406 
jo int, 406
money m arket, 404 
NOW, 389, 393, 403 
opening, 405 л 
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regular, 401 
service charges on, 401 
share-draft, 403 
special, 401 
sta tem ents for, 426 
types of, 401 
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bank draft, 444 
canceled, 425 
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certified, 443 
clearing of, 422 
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endorsem ent of, 408 
im aging of, 435 
outstanding, 428 
as receipts, 400 
safety of. 399 
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w riting, 419 
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coinsurance clause, 625
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careers in programming, 56 
careers in servicing, 620 
crime problems with, 162 
early history of, 153, 165 
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using, 446 
hardware, 154 
in home budgeting, 52 
input, 155 
memory of, 154 
monitors for, 157 
output of, 517 
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security of data on, 450 
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using, 155 
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consolidation loan, 508 
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cost of protection for, 248 
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protection for, 240 
hotlines for, 244 
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system, 67 
information sources for, 

226
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objectivity of, 225 
private organizations for, 

246
protection by government, 

261
publications for, 227, 240 
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of, 193 
safety issues of, 198 
state and local government 

protection for, 244 
consumer credit, 455 
Consumer Credit Protection 

Act, 500 
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consumer goods, 77 
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Consumer Product Safety 
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231, 240, 243 

Fact Sheets, 2 3 1 
Consumer Product Safety 

Hotline, 231 
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Consum ers’ Research, Inc., 
246

Consumers' Research 
Magazine, 228, 246 

Consumers Union, 246 
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contract

installm ent, 487-489 
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convenience stores, 212 
convertible bonds, 554 
cooling-off period, 487 
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copyright, 256, 271 
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corporation, 143 
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annual report of, 555 
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lim ited liability of, 143 
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privately owned, 173 
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taxes on, 171, 288 
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cost-of-living provision, 311 
coupon bonds, 552 
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CPU , 156 
credit 
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advantages of, 456 
advertising of, 501 
application form, 475 
applying for, 474 
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consumer, 455 
cost of, 458 
delinition of, 455 
disadvantages of, 458
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government and, 463 
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kinds of, 459
laws relating to, 500-507  
line of, 391 
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obtaining, 460 
problems with. 478, 508 
protecting, 500 
reporting, 242, 504 
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using, 514 
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credit bureau, 476 
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costs of, 473
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lost or stolen. 502 
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popularity of, 471 
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types of. 472 
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credit history, 476 
credit life insurance, 488 
credit limit, 476 
credit rating, 458 
credit risk, 461 
creditor. 455 
credit union, 393, 532 

share-draft account, 403 
as source of credit, 461 

CRT. 157 
currency, 374 

in world trade. 181

D
database, 160
data security administrator, 

450 
dav care, 467 
DD/DW method, 537 
debenture bonds, 554 
debit card, 445

debtor, 455 
decision m aking, 15 

consumers and, 208 
and habits, 23 
in private enterprise, 82 
process of, 19 
and time, 33 

deductible, 593 
deficit spending, 279 
demand, 91 

changes in, 95 
and inflation, 111 
law of, 92 

demand deposit, 387 
deposits, 387 

demand, 387 
time, 387 

deposit ticket, 406 
depreciation, 595 
depression, 108. See also 

Great Depression 
Dictionary o f Occupational 

Titles, 340 
Diners Club. 459 
direct marketing, 223 
direct taxes, 295 
discount, 139 
discount method, 493 
discount rate, 266 
discount stores, 212 
discrim ination, 170, 513 
disk operating system (DOS),

154
distributors, 126 
dividends

insurance, 581 
stock, 548 

dollar, 375 
checkbook, 377 
as standard of value, 375 

dollar cost of credit, 490. 501 
DO S, 154
down payment, 459, 485 
drawee, 4 17 
drawer, 4 17

E
economic choices, and

scarcity, 7, 61-62 , 83. See 
also decision making

economic system, 61 
command, 65 
definition of, 61 
evaluating, 68 
government role in. 266 
market, 66, 82 
mixed, 69 
traditional, 64 

editor, 238
Electronic Funds Transfer 

(E FT ). 389, 445 
bv home computer. 446 

emotional advertising, 215 
employment agencie§, 257 
endorsement, 408 

purposes of, 410 
types of, 410 

entrepreneur, 129 
entrepreneurship, 6, 61, 190 
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laws protecting, 170 

Environm ental Protection 
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Equal Credit Opportunity 
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Equal Employment
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equity, 567
estate and inheritance taxes, 
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excise tax, 291 
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exports, 179 
express warranty, 245 
extended coverage, 608

F
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Fair Credit B illing  Act, 504 
Fair Credit Reporting Act. 

242, 504
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Act, 506 

Fair Labor Standards Act,
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Fair Packaging and Labeling 
Act, 211, 242 
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on, 121 
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Federal Deposit Insurance 

Corporation (FD IC), 386, 
507, 522, 533 

Federal Home Loan Bank 
Board, 507 
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Federal Reserve System , 266, 
385, 422, 507 
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financial responsibility law, 
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Food and Drug

Administration (FDA), 
231, 242, 263 
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240 

Forbes, 554 
Ford, Henry, 122 
foreign exchange rate, 181 
foreign investment, 183 
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fraud, 242
free enterprise, 76. See also 

private enterprise 
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free trade, 189 
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consumer, 77 
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distribution of, 126, 260 
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and competition, 263 
consumer protection by,
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and credit, 463 
and distribution of goods 

and services. 260 
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environmental protection 

by. 265 
federal. 278 
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property by, 256 
regulations of, 261 
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role in private enterprise, 
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state, 277 
taxes, 287-297  
unions and, 309 
and worker protection, 264 
and world trade, 182 

grade labels, 241 
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Great Depression, The, 109, 
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bank failures in, 533 

grievance, 311 
gross national product, 105, 

112
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H
hardware, 154 
Health and Human Services, 

Department of, 242-243 
health insurance. See 

insurance, health 
health maintenance
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holder in due course, 488 
Hollerith, Herman, 153 
home. See also real estate 

investing in, 563 
manufactured, 566 
remodeling vs. buying, 574 
w orking at, 320 

homeowner’s policy, 609 
additional coverage, 610 
basic coverage, 610 
broad form, 610 
choosing, 612
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hospital expense insurance,
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Naturalization Service,
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and time, 33
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Industrial Revolution, 307 
inflation, 110 
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buying, 486 
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595 
no-fault, 599 
premiums for, 597 
property damage liab ility, 

593
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insurance, health, 583, 625 
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health maintenance 
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securities, 546 

choosing, 555 
seniority, 311 
service charge, 401 
service companies, 128 
services, 3 

demand for, 91 
growth in, 325 
occupations in, 325 
public. 273 

settlement costs, 563 
share-draft account, 403 
shareholder, 547 
Sherm an Antitrust Act, 168, 

169, 263 
shipping, 127 
shopping 

by catalog, 213 
comparison, 194,210 
lists for, 218 
selecting a store, 211 
use of coupons, 216 

short weight, 244, 245 
short-term goals, 31 
signature card, 405 
silicon chip, 156 
sim ple interest, 492 
sim ulations, 190, 514 
skills



computational, 344 
human relations, 344 
manual dexterity, 344 
and on-the-job training,

363
problem-solving, 344 

Small Business
Administration (SBA), 
259, 530 

small claims courts, 245 
social security, 289 

as source of retirement 
income, 630 

software, 154 
le proprietorship, 138 
advantages of, 138 
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