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PURPoSE OF THE M~NUAL 

This manual of consumer education materials has been developed in an 

effort to provide a resource that financial counselors can use when called 

upon to lead consumer education workshops and presentations for adult 

groups. These groups can include, but are not limited to financial coun-

seling clients. The materials can also be useful to professionals other 

than financial counselors who may be called upon to lead consumer educa-

tion efforts. Community leaders, extension personnel, educators, finan-

cial counselors, and people in business are encouraged to use this manual 

when conducting group sessions for adults interested in developing more 

competence in various areas of consumer education. The areas chosen for 

inclusion in this manual were determined to be the most important general 

areas of consumer education. 

* Any references to people or places in the examples of consumer prob
lems in the manual are fictitious. Any resemblance to people or places in 
reality is unintentional and coincidental. However, names of businesses 
and products that are referred to are authentic. 
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FOREWORD 

This publication is one of four developed at Virginia Polytechnic Institute 
and State University by staff of the Financial Counseling Project, an ac~ 
tivity funded by a grant from the U.S. Office of Education. These materials 
are designed to help fill the need for training materials in the growing 
field of family financial counseling. 

The effects of inflation and dramatic increases in the costs of food, util
ities, transportatton and medical expenses have left many Americans deep in 
financial trouble. Many individuals and families find themselves overin
debted with consumer credit bills that they cannot pay. For some, this is 
partly due to increases in living expenses. Others, in response to adver
tising pressure and the lure of the "good life," have gone over their heads 
in debt trying to "keep up with the Joneses." These people often search 
for someone who can help them out of their financial di£ficulties. 

There is a wide range of people who can, and often do, provide financial 
counseling to those who have problems with overindebtedness. The one type 
of agency that specifically deals with these problems is the Consumer Credit 
Counseling Service, with some 200 affiliated agencies throughout the coun
try. People who live in areas without a CCCS turn to social service agen
cies, social workers, clergymen, extension agents, home economics teachers, 
conununity action programs, credit unions and other credit lenders, in ad
dition to other sources of help. Many of the above professionals have no 
specific training in how to deal with problems of personal or family f i
nance and find it difficult to locate educational materials to teach them 
how to give assistance with financial problems. 

The field of "financial counseling" is very broad and includes such areas 
as investment counseling, estate planning, budget counseling, and even 
consumer education. These publications specifically address those coun
selors who assist peopl~ with a variety of financial problems rather than 
those who provide investment advice. The broad term "financial counselor" 
is used throughout the material. 

The materials we have developed are based both on previous research and pre
vious materials developed at Virginia Polytechnic Institute and State Uni
versity. To determine in which areas of family financial counseling there 
existed the greatest need for new instructional materials, we surveyed a 
wide cross-section of people who work directly or indirectly with people 
and their financial dealings. Consumer credit counselors, welfare agencies, 
credit union personnel, social workers, extension agents, clergymen, bank
ruptcy trustees, community action program workers and others were included 
in both our nationwide and in-depth Virginia surveys. These and earlier 
materials reflect the needs discovered in this survey. 

One of the new publications is an adaptation of self-instructional modules 
to group format. Various agencies are now teaching financial counseling 
to groups of people and there was a perceived need to provide ~roup in
structional materials for financial counselors. 
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Another of the new publications is a group leaders' guide for presenting 
consumer education and financial management classes to client and community 
groups. The majority of Americans have had no exposure to these basic knowl
edge and skill areas and as a result, get into financial difficulties. It 
is hoped that by teaching consumer groups, a financial counselor can provide 
preventive education to people before they get into a financial jam. 

The third publication is designed to increase financial counselors' aware
ness of the counseling field. It presents numerous approaches to counsel
ing and points out their potential application to financial counseling. 
One current issue in financial counseling is the development of profession
alism. This material provides an overview of a variety of counseling ap
proaches that can be integrated into either a counselor training program 
or into an individual counselor's style. 

The fourth publication is a guide to comnrunity services that can be used 
by a financial counseling agency to develop a connnunity service handbook. 
If completed, this can provide a financial counselor with comprehensive 
listings of connnunity resources and can be used as a referral guide. 

The Financial Counseling Project is clearly aware that various financial 
counselors and agencies operate in diverse ways. Therefore, it is expect
ed that users of the materials will adapt them to their own unique needs. 
These are prototype materials which we hope will provide the direction for 
future development and refinement of a complete set of financial counselor 
training materials. 



INTRODUCTION 





Introduction 

Consider the following statements which attest to the current level of 
consumer knowledge possessed by American consumers. 

Many Americans believe that if they could only increase 
their income, all their money problems would be solved. 

Many Americans believe that they are immune to advertising 
appeals. 

Financial planning is a joint effort of husbands and ·wives in 
only a very small, although increasing percentage of families. 

Consumer debt is currently at an all time high both in 
absolute amounts and as a percentage of assets. 

It has been estimated that consumers could increase their 
purchasing power by up to 20 percent if they used wise 
buying techniques. 

Each of these statements supports the need for effective consumer edu
cation. Financial counseling clients and others can benefit from basic 
knowledge of their own values, attitudes and goals, how to keep track of 
their money, how to use credit, how the marketplace operates, and how to 
buy intelligently. This manual is intended to provide financial counselors 
and other group leaders with information and program plans which they can 
use to conduct effective consumer education efforts. 

Contents of the Manual 

This manual entitled, "Consumer Education for Adult Groups: Presenta
tion Plans and Learning Activities for Use by Financial Counselors" con
tains the following sections or topic areas: 

A Motivational Session 

Section 1: The Internal Money World - The Individual, 
The Family, and Money 

Section 2: Effective Money Management 

Section 3: Effective Credit Management 

Section 4: The External Money World - The Marketplace 

Section 5: Sharpening Buying Skills 

11 

Each Section begins with a list of objectives and competencies and a 
brief presentation outline. This is followed by several pages of back
ground material which are designed to provide you, the leader, with basic 
information you will need when conducting the instructional programs. These 
background materials are not meant to be seen by the group participants 
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although some portions may be reproduced and distributed to the various 
audiences, if you wish. 

The highlight of the manual is the series of suggested program plans 
which can be used with client groups or any other interested group. Each 
Section contains from one to three one-hour program plans. The objective 
of these plans is to provide you with a detailed set of activities which 
you can use when conducting consumer education programs on the various 
topics. While it is our desire that you use and present the entire series 
of plans, the set of plans given in each Section can, with minor adaptation, 
be made to stand alone. This will enable you to set up a series of programs 
for groups who do not want to cover all five of the topics addressed in 
the manual, or to do a single presentation to a group on only one topic 
of interest. 

In addition to the program plans contained in each of the five Sections, 
a one-hour motivational session is also included. This motivational program 
can stand alone thus providing an overview for those groups which do not 
desire to receive the entire series of programs. Or, the motivational pro
gram can serve as the introduction to the entire series of ten(lO) one-hour 
consumer education programs. 

Making Use of These Materials 

Including the introductory motivational session, there are a total of 
ten(lO)one-hour programs. We envisioned that these programs would be pre
sented over the course of six weeks. Meeting weekly, a group would get to
gether for about 2 1/2 hours and would cover two sessions with a break for 
coffee in between. A typical schedule might look like the following: 

Week #1: Hour 1 - Motivational Session 
Break 
Hour 2 - The Internal Money World, Session 1 
(Homework Assignment) 

Week #2: Hour 1 - The Internal Money World, Session 
Break 
Hour 2 - The Internal Money World, Session 
(Homework Assignment) 

Week #3: Hour 1 - Money Management, Session 1 
Break 
Hour 2 - Money Management, Session 2 
(Homework Assignment) 

Week #4: Hour 1 - Money Management, Session 3 
Break 
Hour 2 - Effective Credit Management 

2 

3 

Week #5: Hour 1 - The External Money World, Session 1 
Break 
Hour 2 - Sharpening Buying Skills, Session 1 



While this schedule is not the only one which could be established, 
it has some advantages. First, meeting for two and one-half hours is 
beneficial. It is long enough to make the trip to the meeting worthwhile. 
Yet it isn't so long that the program couldn't be presented in an evening 
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or that it would be difficult for audiences to maintain interest and atten
tion. Second, it may be difficult to get adults together regularly for a 
period much longer than five weeks. Third, the homework assignments are 
scheduled so that they fall at the end of each weekly meeting. This allows 
a full week for their completion. Varying from this schedule will require 
rescheduling of homework assignments and probably a new set of program plans. 

Suggestions for Working with Adults 

Since you will be working with adults, it would be helpful to identify 
some ideas to keep in mind about adult learning situations. First, the 
learning setting should be both attractive and informal. This should be a 
somewhat different atmosphere than that of an actual classroom learning sit
uation. The informality is especially important because the leader needs 
to establish and maintain good rapport with the adult learners, in addi
tion to demonstrating respect for them as individuals, Second, by trying, 
to some extent, to determine the life style and spending patterns of those 
present, you can better assess the future educational needs of the group. 
This will help you identify the direction, scope, or concentration of your 
consumer education presentations. Third, encourage the learners to self
evaluate their own private consumer behavior throughout the session(s). 
Suggest that they ask questions when things are unclear. Further, you 
might recommend that they contribute related ideas and experiences that 
"have worked for them" when they feel it is appropriate, so that the whole 
group might benefit from learning about these experiences. The learner's 
extent of knowledge and interest in the area to be examined should be the 
main criteria for you to use in determining exactly what and how much of 
the area will be learned. It is your job to see that the adult learner 
"get::; what he wants" in the learning sessions. Remember to keep these ideas 
in mind when working with adults: respect the learner at all times; try 
not to force your opinion on others; take breaks from time to time rather 
than meeting for a long, extended time span; and, help give them a feeling 
of worth. 

An indication of your success may be your adults requesting a follow-up 
session on a topic(s) covered. If so, our suggestion for this program is to 
moderate a session with one or more guest speakers. This might serve as an 
in-depth session on one sub-topic (i.e . . food buying) or as an overview of 
an entire topic or group of topics. 

There are two purposes for presenting these program plans to consumer 
education groups. One purpose is to convey information to people, assuming 
that when a person knows something, he or she will then put it into action. 
Unfortunately, we all know that people are more likely to act by habit 
rather than by reason, and .people who "should have known better" make mis
takes that they could have avoided if they had used the knowledge they 
already have. 
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A second purpose, therefore, of these group presentations is to attempt 
to motivate people to apply their knowledge in real life. People can in
crease their purchasing power by 5, 10, even 20 percent by applying wise 
shopping methods. People can achieve most of their important financial 
goals by applying proper financial planning and management techniques. 

The difference between successful money managers and unsuccessful ones 
is more a difference in what they do, rather than what they know. Thus, 
to maximize your success in presenting these group programs, we encourage 
you to continually stress to your group members the importance of applying 
their knowledge and skill. 

For most people, the habits and patterns of financial management (or 
mis-management) that they have developed are unlikely to allow them to reach 
their goals. When you, as a group leader, can motivate people to apply 
effective money management and buying techniques, you will find that your 
success will be obvious. Your groups will be enthusiastic and you will be 
invited to present more and more programs. We hope that these materials 
will be a positive part of your growth and development as a successful group 
leader, and that the purposes of the materials will be achieved with your 
adults. 



MOTIVATIONAL SESSION 
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Using The Motivational Session 

In the United States today, research indicates that few individuals and 
families use an effective financial management plan or search extensively 
for the so-called "best buy." There are two factors behind this lack of 
proper money management. The first is a broad category of lack of knowledge 
and skill to properly manage money. Many people simply do not know how to 
manage their family finances. The second factor is a lack of motivation. 
For a wide variety of reasons many people think that "it's too much trouble" 
or "too difficult," or "it's just not worth the effort" to develop a sound 
money management system and to shop carefully. 

The first group presentation or program plan deals primarily with the 
second factor, the lack of motivation. The sessions to follow deal mostly 
with the first factor, the lack of knowledge and skill. Your objective as 
a group leader when presenting the motivational session is to attempt to 
either motivate people to join a later series of sessions in which you will 
teach them money management and consumer skills, or to set the stage for 
those who have already agreed to participate in all ten sessions. Thus, 
this motivational session can stand alone for use with groups who only want 
and overview or it can be the first in a series of ten sessions. 

We encourage you to prepare the motivational session with care. If you 
can successfully motivate people to want to take charge of the finances and 
consumer behavior, you will find that your education program will be filled 
with eager participants. 

Many group leaders have found that their rate of success increases 
greatly when they screen group members prior to conducting the sessions, 
allowing only those people with a serious desire to learn into the group. We 
offer this suggestion for your consideration. This first session is intend
ed to make people want to learn how to develop a financial management plan 
and become careful consumers. Thus, this first session could be open to any
one, and is suitable to be given in a wide variety of settings - public 
schools, civic groups, on radio or T.V., etc. 

When you organize a group of people to whom you will present the rest 
of this series of presentations, however, there is an assumption that the 
participants will be involved in the process. There are group exercises to 
be done. There are at home assignments to do. Group members who do not 
actively participate in these processes will not learn much. More impor
tantly, they may get in the way of the group members who are actively 
working. 

If you decide to screen people, consider writing up a simple contract. 
Your obligation is to teach the group members and their responsibility is 
to do the work assigned. The contract will usually weed out those who· are 
"just along for the ride." 

Financial counselors have a unique aptitude for presenting educational 
sessions of this type. Working every day with people who have financial 
problems gives you a clear understanding of the "methods" that people use to 
get themselves into a financial mess. Therefore, you have the kind of 
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knowledge and experience that prepares you, perhaps better than any other 
group of people, to clearly assess what the likely effects will be of a 
given financial management plan. How many times have you heard clients say 
"Gee, we thought we were doing real well, and then along came .•• ?" 

With your experience and expertise, we predict that you can use these 
group presentations in your community to promote sou~d money management and 
consumer skills. Feel free to adapt these program plans to'the special 
characteristics of your community or the group you are addressing. Also 
retain some of your own individual style. We hope that these materials will 
contribute to your success as a financial management educator. Good luck! 
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Motivational Session - Background Material 

A. Financial Management In A Troubled Economy 

These days it is common to hear complaints that prices are going up, 
inflation is eating away at income and the impression is given that these 
trends will continue. The indication is that something terrible is hap
pening economically to Americans. We hear rumors of energy crises, reces
sion, and even a depression around the corn.er. Yet in the marketplace, 
Americans have been on a spending spree. 

A recent study of American families found a "deep and pervasive 
sense of economic insecurity" in most of the families that they inter
viewed. Fear of the unknown is common, but it is most pronounced in 
people who are unprepared to cope with change. Although changes are tak
ing place in the marketplace, families who are prepared, those who have 
planned ahead, are having very little trouble in adapting to the changes 
taking place in prices and other areas. 

One major reason why so many families fear these changes is because 
so few families are prepared. The study referred to above found that 
one-half of the families interviewed~ that they have a "budget." Yet 
only 12 percent admit that they have it on paper. Other indicators point 
toward the use of a written, jointly agreed upon budget by only 2 percent 
of all families. 

Only half of all Americans save money. Only about a quarter save 
regularly. Even of these families, most find that they have to dip into 
savings in order to pay for day-to-day living expenses. 

The fact is that a small minority of American families adequately 
man.age their financial resources. The number that really do a good, sound 
job at this task may be as low as 2 percent. As a result, the vast major
ity of families are. uot prepared to cope with economic change. 

The American family can be likened to a small business. It has in
come and expenses. It makes capital investments in the form of houses, 
cars, and appliances. It provides salaries to its members in the form 
of allowances and spending money. But when it comes to managing cash 
flow and to economic planning to "stay in business," the average family 
is quite unlike a small business. If small businesses managed their 
money the way the average family does, the majority would be in financial 
trouble if not out of business. 

B. Working Class Millionaires 

Some of the financial effects of poor money management can be seen 
by looking simply at the numbers. The average young person or young 
family today can expect to earn somewh~re in the neighborhood of three
quarters to one and one-half million dollars by retirement age. This 
will be especially true if inflation continues at its current pace. Even 
being a bit conservative we can estimate a family's projected income to 
be $1,000,000. 

It is obvious that a million dollars is a lot of money. A corpora
tion with a million dollar budget would manage that money very carefully. 
A great deal of record keeping and planning would take place in order to 
maximize the potential of all that money. Individuals, on the other hand, 
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since they get their million dollars in small amounts each payday seem 
to think that what they do with that money isn't really very important. 
One aspect to look at is purchasing power. 

It is estimated that by shopping carefully and using wise buying 
techniques people can save 5 to 20 percent on what they buy. If the 
average person saved just 10 percent on each purchase, it would increase 
their purchasing power by $100,000 over their lifetime. That represents 
a lot of shoes, cars and appliances. 

Another area to consider is investments. If these "millionaires" 
invested just 10 percent of their lifetime earnings in such a simple 
form of investment as U.S. savings bonds, they would have at retirement 
a "nest egg" of about $300,000. Wiser, more productive investments would 
yield even higher returns. 

One other area to consider is the use of credit. Generally, there 
has been an increase in the use of credit in this country over the years. 
For the family who uses credit, some 18 percent of their monthly earnings 
goes to paying off consumer credit accounts. Based on this 18 percent 
figure it can be estimated the average family that uses credit spends 
5 percent of their income on the interest costs of their debts. Thus, 
over the course of a lifetime, our "millionaire" will spend $50,000 for 
the privilege of using someone else's money Saving in advance for 
needed items or saving up a substantial downpayment before making a credit 
purchase can increase real purchasing power by tens of thousands of dol
lars over a lifetime. 

These few examples clearly show the benefits of sound money manage
ment practices. The dollars-and-cents gains available are considerable. 
Nevertheless, there is an even more important benefit resulting from 
sound financial management. It is to that other benefit that we now 
turn. 

C. Financial Management and Family Conflict 

A great deal of research has shown that arguments about money are 
closely associated with marital conflict. Although no study has ever 
documented that financial conflict causes divorce and other severe 
marital and family problems, the authors of this manual believe that 
there is no other topic that causes more conflict in the family than 
money. It seems that the effects of poor money management go far beyond 
just financial worries and problems. 

We all know that one factor that enhances the quality of our lives 
is peace of mind. The person who continually worries about money mat
ters, who scrapes by just to make end.s meet is not likely to have a high 
level of basic life satisfaction. The person who, on the other hand, has 
planned and prepared for both expected and unexpected financial emergen
cies, who knows clearly that all of his or her family's basic needs have 
been planned for, has the peace of mind that can greatly improve the 
basic quality of life. 

Financial management is part of a greater plan - a basic life plan. 
Before one can develop a sound financial plan that includes both present 
needs and future goal attainment, one must seriously consider one's 
values and goals. One must decide whether one is willing to give up an 
expensive hobby in order to put the kids through college. One must de
cide whether one is willing to risk spending one's retirement in poverty 
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in order to have a luxury car and fancy clothes now. 
In this sense, financial planning can be a part of a larger process. 

It can be a stepping-stone for people to use to create a basic plan for 
successful living. Financial plans can provide for the goal achievement 
of family members. The management process - the record-keeping, the 
shopping - can be an activity that brings the family together to jointly 
share the responsibilities and the rewards of cooperative sharing. 

This cooperation and sharing is a key element in de-fusing the 
battleground of family finance that exists in the majority of families 
today. The authors of this material believe that financial management 
should be a family affair. Every family member who is old enough to 
participate should have responsibilities and rewards for th~ir partici
pation. 

This includes children. Children are quick to learn and eager to 
help. When given a meaningful task to perform, children will often 
complete the task better than their grown-up parents. Children do need 
some supervision, but when challenged, they frequently amaze their 
parents. 

This may horrify some people, but one family in financial counsel
ing put their children. aged eight and ten, in charge of grocery pur
chasing. The children read newspaper food advertisements, clipped 
coupons, did comparison shopping. They did all the shopping and carried 
the groceries home on their bicycles. Their reward for this task was 
that they got to keep half of the grocery savings. _ 

The net result of this program was amazing. The family food bill 
decreased 30 percent. The children's "allowance" tripled. The mother's 
time devoted to shopping was almost eliminated. Gasoline cost of dri
ving to grocery stores was eliminated. Host importantly, though, the 
children learned a great deal about wise shopping, they experienced 
the success of performing a necessary and valuable family task and they 
got a sense of being a responsible, valuable, contributing member of 
the family. Incidentally, the kids spent far less time sitting in front 
of the T.V. 

D. Rules Not to Live By. 

There are three general rules for families to follow to make sure 
that their finances will always be in a mess. Following these rules 
will maximize the probability that they will argue and fight over money, 
that there will never be enough money to go around and that they will 
not achieve any of their financial goals. 

1. The first rule is Don't Save Money. Spend it all as soon as you 
can. If you have some money and see something you want, buy it 
whether you need it or not. To implement this rule you shouldn't 
think about other possible ways you could spend this money. Reading 
catalogues and doing a lot of "recreational shopping" helps. Then 
you will always have a long list of thi.ngs that you want filed away 
in your mind for the times that you have some money to spend. 

2. The second rule is Don't Invest Any Money. Live in an apartment so 
you can pay rent. Spend as much of your income as possible on items 
that depreciate rapidly, that wear out quickly or that only last 
for a short time. New cars, high fashion clothes and cut flowers 
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are excellent examples. Do not start a retirement fund. If you can, 
avoid paying social security tax. By all means stay out of the mar
ket for stocks and bonds. Do not purchase any real estate. 

3. The third rule is Always Live for Right Now. Tomorrow you may die, 
so be sure that today you have everything _you want. Completely 
erase from your mind that one day you would like to send the kids 
to college. Ignore your retirement - Social Security will take 
care of that. Do not, under any circumstances, set any long-term 
financial goals. If you have a lot of money, live it up. Dine 
out every night. Make sure that you have everything you want right 
now. 

The three rules above are part of the attitudes that many people 
hold about themselves, the world, and life in general. These kinds of 
attitudes lead to a general dissatisfaction with life. When one follows 
the three rules above, the resulting attitude toward financial manage
ment will usually by "why bother, I don't have enough to go around" or 
"there's not enough to go around" or "there's not enough income in our 
family to warrant bothering with a lot of planning and record-keeping." 

E. Beliefs That Stand In the Way of Sound Financial Management. 

Many people have deep-seated beliefs that keep them from attempt
ing to take control of their finances. In presenting a group session 
like this in a community, it is wise to deal with these attitudes. 
Following are some of these beliefs, and comments about them. 

1. It's out of my control. Taxes, inflation, rising prices - I can't 
keep up. There are many external forces at work that a person can
not control. However, by not planning ahead, one ensures that ex
ternal events will have a negative effect on one's financial well
being. People who have not prepared for future setbacks, are the 
very ones who cannot adapt to external forces. This attitude is 
self-defeating because the result of holding this belief only in
tensifies the negative impact of forces one cannot control. 

2. Financial management takes too much time. It's not worth the effort. 
Financial management does take time. However, as financial counsel
ors will agree, it takes less time than is required to straighten 
out the problems caused by financial mis-management. For a person 
or family to develop a financial management plan takes an initial 
investment of time. Like any skill, there is a requirement at first 
of time to practice and, at times, to correct mistakes. Financial 
management takes a little time, but it is well worth the effort. 
Once a family has become skilled at this task, they can save a great 
deal of money and use their financial resources for maximum benefit 
to all family members. Compare the value of spending four hours 
a month on financial planning to four hours a month watching TV 
shows. The benefits are obvious. 

3. I am a low-income person. I don't have enough .money to warrant fi
nancial management. Low-income people, more than any other group, 
need to manage their money wisely. People with limited financial 
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a low-income person have a 
on their financial status. 
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their resources. Unwise purchases by 
proportionally greater negative effect 
Financial management and wise buyi_ng 

low-income families can achieve many 
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4. We don't have to pinch pennies. Our income is sufficient to cover 
anything we want. The most rapidly growing group seeking financial 
counseling are those with substantial incomes and correspondingly 
large debts. It is no longer unusual for clients to have incomes 
above $30,000 - as much as $100,000 and more. Installment debts of 
$10 - 20,000 are no longer unusual. Many people have achieved what 
they used to think was their ultimate goal, say an income of $50,000. 
They then say, "We've made it. We no longer have to worry about 
money. We can afford anything we want." This is rarely true. Few 
people, if any, have no limit to what they can afford. The cost of 
living has doubled since 1968. If in 1968 your dream was to make 
$50,000, today ~t takes $100,000 to live on that level. At no level 
of income does financial management become unnecessary. 

5. I work hard for my money. The last thing I need is to worry about 
what I'm going to do with it. I want to come home and take it easy. 
It would be logical to assume that if you work so hard to earn that 
money, you'd be careful to see that you get the most out of it that 
you can. "Taking it easy" - not noticing wasteful habits - is fre
quently the cause of serious financial problems. Ignoring one's fi
nances often leads to sudden crises for people who haven't bothered 
to keep track of where their money goes. 

There are a variety of these kinds of self-defeating beliefs that 
people cling to in order to justify why they don't (or won't) develop a 
financial management plan. The group leader needs to keep in mind that 
it is O.K. for people to choose not to manage their money. The leader's 
task is to provide an experience in which people can learn the benefits 
of financial management and then get them to choose whether they want 
to enroll in further sessions in which they can learn more. 

F. Summary. 

The leader can expect that not everyone will be interested. Focus 
on the ones who seem interested and encourage them to pursue a series 
of sessions on money management. If you have ' one or more outspoken 
critics in your audience, the best way to deal with them is to acknow
ledge their comments and move on to another person. Do not attempt to 
argue or debate issues in a group. You will only tie up the discussion 
and slow down the group. 

Financial management can have a tremendous impact on a family. By 
cooperatively developing and implementing a financial management plan, 
a formerly conflict-ridden family can work cooperatively together, bene
fiting every member. Through the process of financial management, people 
can experience that what they do does make a difference. 

In families that don't cooperatively manage their money, an empha
sis is often placed on comfort, style, convenience and appearance. It 
is alarming how few people have discovered that these things do not lead 
to satisfaction. 
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It is what people do that leads to satisfaction. They learn that 
what they do makes a difference. They learn that they can minimize 
the effects of the external forces of inflation, taxes and rising prices. 
They learn that they can maximize the potential of both financial and 
personal resources. 

Finally, they can learn that developing and implementing a finan
cial plan within the context of the family can create feelings of mutual 
cooperation and respect for the desires and contribution of others. This 
can change a conflict-ridden, selfish family into a healthy, cooperative 
family while, in turn, maximizing the benefit to each family member. 

The majority of adults do not manage their money because they weren't 
taught how. Today, it is rarely taught in the schools. Therefore, the 
only place it can be learned is in the family. For parents who want to 
give their children everything they couldn't have as a child, a good 
place to start is to give them an experience in family financial manage
ment. It will be a gift their children can use for the rest of their 
lives. 
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Suggested Program Plan 

Motivational Session 

Objectives: 1. To present facts and information about financial management. 

2. To present the many advantages that financial management 
can offer. 

3. To introduce people to the effects that financial management 
and mismanagement have on families. 

4. To create an atmosphere in which people can choose to learn 
financial management. 

Materials Needed: Surface to write on; chalkboard or newsprint, handouts 
of Chart 1. 

Notes on Activities 

Give group members 
time to raise their 
hands. Encourage 
them to participate. 

INTRODUCTION 

Time Activity 

2 Introduce yourself and give information 
about your occupation and what you do in 
financial counseling. It is connnon prac
tice to tell a joke if you are speaking 
to a group in the connnunity. 

1 

"I have to deal every day with individuals 
and families that have all kinds of f inan
cial crises and emergencies. I see low 
income clients, wealthy clients and every
body in between. My business has been 
booming lately. I finally figured out 
that it would be in my own best interest 
to get out into the connnunity and start 
teaching people about financial management 
so I wouldn't have so darn many customers." 

"I'd like to start today's (tonight's) 
session by finding out a little bit about 
you. How many of you have a personal or 
family budget? Let's see your hands ••• 
Good." 

"Now, how many of you have a financial 
management plan? Let's see your hands ..• 
Good." 

FINANCIAL MANAGEMENT 

5 "It looks like there's a little confusion 
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Notes on Activities 

Note how many hands 
are raised. If only 
a couple, your group 
is average. If there 
are many, your group 
is way above average. 
If none, they're still 
pretty average. 

Time Activity 

out there. What do I mean by a budget? 
Well, a budget is a piece of paper on 
which one writes down the amounts of money 
one wants to spend on various things. The 
problem with a budget is that if you don't 
follow it, if you don't spend your money 
the way it says to, your budget doesn't 
work. It's not worth the paper it's writ
ten on. 

"A financial management plan, on the other 
hand, tells you how much you have to spend, 
what to spend it on, how you spent it in 
the past and projects how much that item 
will cost you in the future. It also tells 
you at a glance how far along you are to
ward achieving your short, intermediate 
and long term financial objectives and 
goals." 

"Now let's go back to the first question. 
Regardless of what you call it, how many 
of you can go back to your financial plan 
and in five minutes can tell me how much 
you paid for groceries in April of last 
year, how much in January of this year, 
and how much you project to spend in Octo
ber of next year? How many can tell me 
what percentage of their retirement sav
ings objective they will have reached by 
the end of this year? Let's see the hands." 

"Alright. I can see that this group is: 
choose 1 about average 
one _} above average 

Nationally, only very few of all families 
have a jointly-agreed, written, financial 
plan from which they can tell me the kinds 
of things I was asking." 

"I can see a few raised eyebrows out there. 
You're probably saying to yourself, 'that 
cupcake's out of his mind! It would take 
me twenty hours a week just to keep the 
books for something like that!' Not true. 
It does take a while to learn how to operate 
a financial plan, but once you have a sys
tem, it takes about an hour a week to main
tain it. That's about the same amount of 
time you spend watching "All in the Family" 
or "Happy Days." 
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Notes on Activities Time Activity 

REASONS FOR NOT MANAGING MONEY 

See background mater
ial: Reasons for not 
managing money. 

Write the reasons 
on the chalkboard. 

If the group members 
don't come up with 
much, lead them or 
you can mention the 
following: 
1. With taxes and 
inflation, I can't 
even keep up. 
2. Takes too much 
time, not worth the 
effort. 
3. I'm low-income. 
Don't have enough to 
manage. 
4. We have enough 
income to afford what
ever we want. We 
don't need to plan 
and manage. 
5. I work hard. Don't 
waBt to worry about 
it. I'd rather 
spend my time taking 
it easy. 

Discussion on the topics 
that are most likely to 
be of interest to the 
particular audience you 
are addressing. The 
Rotary Club may not 
include anyone with 
low-income, so you can 
skip #3. With a low
income group you can 
skip 114. 

4 "The time it takes to develop and maintain 
a financial plan is a frequently mentioned 
reason that people give as the reason why 
they don't manage their money. People 
always have reasons why they do or don't 
do things. What are some other reasons 
you can think of that people give to ex
plain why they don't manage their money?" 

2 "I'd like to take a few minutes to discuss 
these reasons that people give to explain 
why they don't manage their money." 
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Notes on Activities 

Watch your group to see 
when they finish reading, 
then ask again for their 
comments. 
NOTE: Many people cannot 
read. If your group is 
likely to have non-readers, 
read it aloud. 

Time Activity 

3 "O.K. Let's look at the first reason. How 
many of you sometimes think that you just 
can't keep up, that no matter what you do, 
it really doesn't make a difference? Let's 
see your hands. I'd like you to quickly 
read Ill and then offer some comments." 

Repeat the process for each 3 
of the five reasons. each 

"Alright, we have now covered some self
defeating reasons why people don't manage 
their money. Let's now take a look at the 
effects of financial non-management or mis
management·." 

EFFECTS OF FINANCIAL MIS-MANAGEMENT 

6 "First, most research indicates that mar
ried couples disagree, argue, and fight 
more about money issues than any other 
topic. No research has ever proven that 
financial conflict causes divorce, but 
the research does show a close association 
between divorce and financial conflict." 

"We know from careful research studies 
that over half of all married couples 
argue a lot about money. When all the re
lated research evidence is weighed togeth
er, it is fairly safe to say that financial 
conflict is probably the single most destruc
tive force in most marriages. It causes 
a great deal of dissatisfaction." 

"When we look at obvious symptoms .of f inan
cial mis-management we find bankruptcy, 
wage garnishment, court summonses for jud
gements, harassment by bill collectors and 
so on. What is the effect of these problems? 
Unfortunately, there is little research 
that can provide an answer, but as a financial 
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Activity 

counselor I can sum up the effects of these 
problems with one word: devastating. 
I have seen people on the verge of a ner
vous breakdown. I've seen people who are 
afraid to leave their house for fear they 
will be served another summons to court. 
I've seen people in total panic because 
their car, that they need to get to work 
is going to be repossessed. 

"The R.J. Reynolds corporation did a study 
of their employees who have financial prob
lems. They estimate that five to ten per
cent of their work force has financial 
problems. These employees miss work more 
often, are less productive, have more ac
cidents and injuries and cause a great 
deal of company paperwork. They also suf
fer from a very high degree of related 
problems - marital and family conflicts, 
court actions, alcohol abuse, drug addic
tion, suicide, homicide, mental illness 
and gambling. They estimated that the 
net cost to R.J. Reynolds of employees' 
financial problems was over $650,000 per 
year. And their estimate was very conser
vative." 

"Finally, there is one more effect of the 
lack of money management. This affects 
millions of individuals and families. This 
problem is less easy to describe, but I 
will use terms frequently used by clients. 
People who are not in charge of their f i
nances, who don't keep track of where their 
money goes, those that have no goals to 
work toward frequently mention their sense 
of hopelessness, frustration, confusion, 
aimlessness, depression, even despair about 
their financial situation. They talk of 
being on a treadmill, trudging along, but 
getting nowhere." 

"People in this state of mind suffer a 
wide variety of physical and emotional up
sets. Worse yet, they develop a dissatis
faction with themselves, their work, their 
family and life in general." 

"What we have is millions of people who 
are not taking charge, who are not in control, 
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Notes ort Activities Time Activity 

people who are allowing themselves to be 
blown around by the wind, at the mercy of 
outside circumstances." 

"In the game of life, there are two basic 
rules. #1 is that from birth until we die, 
we're in the game. #2 is that what we do 
determines what we get out of the game. If 
we choose not to actively play the game, 
then what other people do will determine 
what happens to us. Satisfaction in the 
game of life comes mainly from how we play 
the game. If we do well, we reach our 
goals. If we do nothing, we don't reach 
any goals." 

"It doesn't take a genius to stand up in 
front of this group and say, 'Prices have 
been rising, they're going up more now, 
and it looks like they will continue to 
rise in the future.' Rising taxes, infla
tion, increasing prices are reality. The 
people who will be least harmed by this 
reality are those who have a financial 
management plan." 

"A financial management plan is like a 
game plan to defeat inflation. Without 
a plan, you are not likely to win the 
game, to say nothing of getting into the 
World Series." 

"Now that's what it's all about. If you 
want to be financially successful in life, 
you have to do what is required for success. 
The doing portion includes not only earning 
money but also includes managing and using 
that money wisely." 

"A lot of people make the mistake of think
ing that earning money alone leads to f i
nancial success. An example should serve 
to clarify this misconception. A financial 
counselor I know has a client, a medical 
doctor, whose income is over $100,000 a 
year. He is hounded by bill collectors, 
has many court judgements against him, and 
he hasn't one penny in savings. His fi
nances are a complete disaster because he 
never learned how to manage money." 
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Notes on Activities Time Activity 

THE POSITIVE EFFECTS OF FINANCIAL MANAGEMENT 

Be looking for respon
ses from the following 
four categories. If 
group members don't 
mention them, the lead
er should. 
1. Helps you to achieve 
goals. 
2. Gives you a sense of 
being in control. 
3. Gets you the most for 
your money; maximize re
sources. 
4. Reduces family con
fli~t - encourages co
operation - teaches chil
dren about money. 

Write these four areas on 
the board and discuss them 
briefly. Get as many 
comments from the audience 
as possible and fill in 
whatever they don't men
tion. 

5 "Now, I would like to change the focus of 
what we're talking about. We've had enough 
talk about all the disasters that happen to 
folks who don't manage their money. Let's 
concentrate on the positive things that 
happen to people who take charge of their 
finances. I know I can't scare you into 
better money management habits, but per
haps I can convince you that sound money 
management can make a positive difference 
in your life." 

"I've been talking for quite a while now. 
Let's hear from some of you. What bene
ficial effects would you expect to happen 
as a result of sound financial management? 
Perhaps some of you who already have a man
agement plan can share with us what good 
it has done you." 
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Notes on Activities Time Activity 

OTHER CONSIDERATIONS 

5 "Money management is only one of the 
areas individuals need to be aware of if 
they plan to make the best use of their 
money. A general knowledge of the market
place is also needed. This includes an 
understanding of the buyer-seller rela
tionship, the wise use of credit and good 
buying skills. Without knowledge in these 
areas, individuals or families may have 
difficulty making the best use of their 
money even if money management is prac
ticed." 

"Let's look at the use of credit for ex
ample. If people are not careful when 
using credit, they can easily become over
extended. Presently families who use con
sumer credit spend an average of 18 per
cent of their monthly earnings to pay their 
credit debts. This 18 percent figure is 
only an average; many families spend more. 
Many of these people could reduce the amount 
they spend on credit just by shopping care
fully for the lowest interest rates. On 
a $1,000 loan the difference in finance 
charges can be as much as $75 depending on 
where the loan is obtained. Banks, stores, 
credit card companies, and small loan com
panies all charge different interest rates 
for the use of credit. Usually it is cheap
er to borrow money from a bank to buy a new 
television set instead of purchasing it on 
credit from the store. But there is no way 
of knowing where credit is least expensive 
unless you check interest and comparison 
shop." 

"Comparison shopping for credit has been 
made easier since the passage of the Truth
in-Lending Act in 1968. Under this law, 
creditors are required to give persons who 
are applying for credit a complete break
down of the cost of credit including the 
true annual percentage rate (or APR) and 
the total finance charge. To determine 
which institution would give you the best 
buy for your money you simply compare the 
APR's and finance charges at the various 
sources of credit. Then choose the one 
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which allows you to make the best use of 
your money." 
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CHILDREN AND MONEY 

5 "To close this session I would like to 
emphasize a last point - teaching children 
about money. Unless you have very unusual 
schools in your community, your children 
will complete high school, even college, 
without ever studying anything about fi
nancial management." 

"How many of you have children?" 

"How much do they know about financial 
management?" 

Discuss. 

"The world that you are preparing them for 
is becoming tougher every year for young 
adults. They are assaulted by advertising, 
buy now-pay later ads, credit cards, charge 
accounts, inflation, etc. and most of them 
have no knowledge and skill whatsoever to 
cope with it." 

"The only place most children will ever 
learn money management is in the home. It's 
one of the best things you can do for your 
children." 

QUESTION AND ANSWER PERIOD 

10 "This brings to a close my formal remarks. 
I hope what I have said has been helpful. 
At this time I am prepared to answer a few 
questions. Who has a question about what 
we have talked about or any related subject?" 





THE INTERNAL MONEY WORLD 

THE INDIVIDUAL, THE FAMILY AND MONEY 





OBJECTIVES: 

SECTION 1. THE INTERNAL MONEY WORLD -
THE FAMILY, THE INDIVIDUAL, AND MONEY 

Major Objective: 

To explore the relationship between the belief and value system 
of the family or individual and their usage of money. 

Specific Objectives: 

To define values, attitudes, and goals and to analyze their 
relationship to money use. 

To specify a functional definition of money. 

To list some destructive, non-productive uses of money and 
explain how each can stand in the way of financial 
satisfaction. 

To provide a decision-making process which can be used for 
making financial decisions. 

Learner Competencies: 

Give a definition of values, attitudes and goals. 

Specify components of their value, attitude, goal and priority 
network. 

Give a definition of money. 

Identify destructive, non-productive uses of money, the harm 
these uses can cause, and how they can be avoided and 
corrected. 

Identify and use a set of procedures for making financial 
decisions and solving financial problems. 

37 
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PROGIW1 OUTLINE. 

Section 1. The Internal 'Money World 

Sessions. 1, 2 and 3. 

A. Values, attitudes· and goals 

1. Defined 

2. Identified and analyzed for: 

a. Consistency 

b. Conflicts 

3. Self-analys·is 

B. Analysis of behavior as an indicator of values, attitudes and goals 

C. Determining priorities 

D. Money defined 

1. By economists 

2. As a tool or resource 

E. Destructive uses of money can harm: 

.1. Current finances 

2. Achievement of goals 

3. Inter-personal relations 

4. Personal development 

F. Decision making and problem solving 

1. Define the problem 

2. List alternatives 

3. Evaluate alternatives 

4. Make the decision 

5. Implement, evaluate and adjust 
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Section 1. The Internal Money World - The Individual, The Family, and Money 

A. Exploring Values, Attitudes and Goals as Related to Money 

1. Values, attitudes, and goals defined. In order for people to get 
a handle on how they think and feel about money, they must explore 
their values, attitudes, and goals. These terms are frequently 
used but of ten not fully understood. Consider the following defi
nitions. 

a. Values are defined in a dictionary as relatively permanent 
beliefs, standards and moral precepts which specify that 
which a person regards as desirable, worthy, or right. 
Some examples of values could be honesty, home ownership, 
thrift, and being a strict parent. 

Values are important because they serve as a basis for 
how people think, feel, and act. Values also serve .as a 
foundation for attitudes and goals. Thus, values are at 
the base of much of what we do. Because values are so 
basic, any efforts to analyze or change a person's behav
ior in regard to money will have to begin with a look at 
his or her values. 

Most people have a stable network of values. Over a 
lifetime, values change very little and tend to reflect 
early experience or upbringing. The basic, stable nature 
of values means that most people have relatively few of 
them and that each is very important in directing their lives. 

b. Attitudes have been defined as states of mind, opinions, 
or judgments regarding some matter, situation, event, per
son, or thing. Attitudes reflect values and the two usu
ally form a consistent belief system. For example, a per
son who values honesty would tend to have a negative atti
tude toward people who lie or advertisers who stretch the 
truth. 

Attitudes, however, are much more flexible and subject 
to change than are values. For example, a person who val
ues home ownership would have attitudes about various styles 
or types of housing. These attitudes could change without 
affecting the underlying value of home ownership. 

Attitudes, then, are evaluative opinions which reflect 
a person's values. 

c. Goals are objectives and desired ends which people have 
chosen as worthy of working towards. The relative worth 
of a goal will reflect a person's values and attitudes. 
For goals to be achieved they must be paired with some 
plan of action which will lead to their achievement. 

d. The purchase of a single-family residence can exemplify 
the relationship between values, attitudes and goals. 
The underlying value is that of home ownership. This 
value is reflected by an attitude that even though home 
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ownership is value.cl, ownership of a single-£ ami1y re.sidence 
rather than a condominium or dupl ex i s best. In keeping with 
these value.s and attitude s the family may have as their goal 
the ownership of a .. sing.le.-family dwel ling. To meet this goal 
they set up a plan to save 10% of their take-home pay until 
the goal is rea ched . 

2. Determining values and attitudes. It is very difficult for people 
to differentiate between values and attitudes. It is even more 
difficult for people to verbalize their own values and attitudes 
and to discuss them with others. Also, the accuracy of these 
verbalizations can be questioned in some cases because people say 
what they want to believe about themselves or what they think 
others will want to hear. 

As a group leader, you will want to help people discover if 
their values and attitudes are or could be a source of financial 
problems. Your initial task will be to help people specify just 
what their values and attitudes are. This job is difficult be
cause of the problems people often have in accurately verbalizing 
these important feelings and beliefs. 

Fortunately, verbalizations are not the only indicators of a 
person's values and attitudes. As was mentioned earlier, values 
and attitudes serve as a basis for behavior. Thus, behavior can 
be an indicator of a person's value system. Furthermore, behavior 
may be a more accurate indicator because in spite of what a per
son says he believes, it is his actions which really matter. 

Perhaps, then, the best indicator of a person's values and 
attitudes is behavior. Thus a person who claims to value thrift, 
yet constantly uses credit even for small purchases, may not be 
accurately verbalizing his/her values. In helping people analyze 
their values, attitudes, and goals, your focus should be on both 
what people~ and what they do. In this way, you can focus on 
both the real and the ideal. 

3. The importante of goals. Thus far our discussion has centered 
primarily on values, attitudes and behavior. The connection be
tween values, attitudes and behavior is not direct. There is 
an intervening factor. That factor is called goals. 

Goals serve two important purposes. They serve as targets so 
that behavior can be planned to achieve goals. They also serve 
as a means of evaluating behavior. If goals truly reflect atti
tudes and values, and behavior is such that goals are met, then 
goals serve their purpose as a link between values, attitudes and 
behavior. 

This linkage is apparent when money-related behavior is in
volved. For example, a family may place a high value on educa
tion for its children. This value will be reflected in behavior 
when a related goal is established and met. The goal may be to 
establish, for each child, a $10,000 college tuition fund by the 
child's eighteenth birthday. This would translate into a short
terrn goal to save $45 per month. This goal outlines a specific 
behavior which is consistent with the value held. 



4. Consistency and conflict among values, attitudes and goals. As a 
group leader, you should stress the importance of a consistent 
network of values, attitudes, goals, and behaviors. Goals must 
reflect values and attitudes. Behavior must lead to the achieve
ment of goals. It is the consistency, more than the "rightness," 
of the values, etc. which is a key to a satisfactory financial 
situation. 

Examples of consistency among values, attitudes, and goals 
can be seen in Chart 1. Chart 1 is a network of values, attitudes, 
and goals for an imaginary family. By reading vertically under 
the values related to education and family togetherness you can 
see that the attitudes and goals are consistent with each value 
and with each other. Under the sociability value there is some 
inconsistency because, although they value sociability, they 
avoid entertaining at home. If the chart were to include behav
iors, there would be even more potential for inconsistencies. 

Our imaginary family has done fairly well in solving the prob
lem of consistency. They are, however, faced with the problem of 
competition between values. Only three values are listed for our 
family, although in reality there would be many more. Even in 
this simple diagram, conflict exists. This is especially evident 
from an analysis of their goals. They probably cannot afford to 
save for college, go on a two-week vacation, and attend the nation
al convention. Therefore, they must give thought to the relative 
priority of their values and goals. Because priorities vary from 
family to family, the chart does not specify behaviors. 

For most families, the establishment of priorities among fin
ancial goals is a necessity because wants exceed resources. As 
part of this program you are going to ask participants to do some 
thinking about their priorities. In very many cases, people will 
verbalize their priorities on the b'asis of what they want them 
to be rather than on behavior. This verbalization process is a 
necessary tirst step when establishing priorities, but it is of 
less benefit when attempting to determine true priorities. 

The key to determining a person or family's true priorities 
is their behavior. No matter how important they say a goal is, 
if it is not reflected in behavior, it is of a low priority. For 
example, if they claim that a college education for their children 
is of high priority, yet they can't "afford" to save for it, it is 
probable that many other goals are of a higher priority. 

This problem of affordability is one which will repeatedly come 
up in any discussion of priorities. Participants at all income 
levels will say they cannot afford to meet a goal which is claimed 
to be of a high priority. In this way the fault for not meeting 
the goal shifts from their personally established priority network 
to an affordability problem which · is beyond their control. In 
truth, they cannot afford to meet the goal because they choose 
not to and because other goals are more important. At the extreme, 
a family paying $180/month rent could move into a $90/month apart
ment and save the $90 for an "unaffordable" goal. The fact that 
they choose to pay $180/month means that they place a higher prior
ity on the better apartment than they do on the unmet goal. This 
is not to say that such a choice was unwise. Your job is simply 
(although it's not really simple) to get people to see what their 
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priorities are as evidenced by their behavior. They and only 
they can determine what their priorities should be. 

5. Self-analysis. As a group leader, it will be your job to lead 
participants in an analysis of their network of values, attitudes, 
goals, and behaviors. Participants should be encouraged to dis
cuss their analysis with the group. In this way, all will be 
able to see that their problems are not unique. 

Participants should ask themselves the following questions: 
What values do I hold? Are these values and the attitudes 
associated with them reflected in goals which are realistic? 
Are the goals explicit enough to serve as a guide for behavior? 
Does my money-related behavior help or hinder the achievement 
of the goals? When there is conflict between values and goals, 
does my behavior reflect the desired relative priority of the 
values and goals? What does my behavior tell me about my commit
ment to various values and goals? Basically, participants should 
ask themselves if their pattern of money use fits their network 
of values, attitudes, goals, and priorities and if not, why not. 

A key to your ability to evoke such self-analysis will be to 
avoid making judgments. Values, etc. are highly personal. Nega
tive comments will result in a reluctance to participate. Further
more, it is really not our purpose to change values and attitudes. 
What is really desired is to have people specify and prioritize 
their values and goals, and then determine whether their behavior 
is helping or hurting their achievement of their goals. Any judg
ments will be supplied by the participants themselves as they in
crease their self-awareness. 

B. Money Defined 

Money has been defined by economists as a means of exchange, a store 
of value, and a measure of value. Note that this definition concen
trates on the functions of money. Thus anything (a piece of paper, a 
coin, a block of wood, etc.) which performs these functions can be con
sidered to be money. 

This functional definition of money fits our needs because, in 
truth, money is what money does. Thus, money is a resource; a resource 
can be used to reach goals and yield satisfactions. However, like any 
resource it can be used properly or improperly. It is the purpose _of 
these materials to help people use their financial resources in the 
most efficient way possible in meeting their goals. 

A simple analogy may help tie the definition of money as a resource 
to the discussion of values and goals presented in the previous sec
tion. Imagine people using a car to go on a trip to all those places 
they want to go in their lifetime. Financially we all take such a 
trip. Our destinations are our financial goals. Which ones we go to 
first and how of ten we visit them is determined by our priorities. 
The map and itinerary we use is analogous to financial plan. Our 
values and attitudes help us design the itinarary. The car itself is 
analogous to the spending and saving we do to reach our goals. And 
money is the fuel which powers our vehicle. 
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This analogy of a trip is useful because it helps us see some 
of the problems which can arise during a financial journey. On 
an auto trip we can run out of gas or be faced with a shortage. We 
can be hampered by mechanical problems with our car. We can go off 
the road and have an accident. We can misread or fail to follow a 
map and end up lost. 

Similar problems can occur on a financial journey. We can be 
faced with limited supplies of money (gas). We can have values and 
goals which are inconsistent and conflicting, and which confuse our 
itinerary. We can spend unwisely causing mechanical problems with 
our vehicle. We can fail to follow our plan, which can get us in 
financial difficulty (an accident) or delay our reaching our goals 
(getting lost). 

Many people think of money as if it is all that is needed to 
reach their goals. This attitude is similar to a person who just 
gets in his car on the East Coast, drives off with no sense of dir
ection but hopes to see all the national parks before reaching the 
West Coast. He may reach his goal but it will be more by accident 
than by design and there will be considerable amounts of gas wasted. 

C. Uses of Money 
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The concept that money is a resource which can be used to reach fin
ancial goals is a good one. However, that is not the only use to 
which money is put. Many people use money in other ways to reach non
financial goals. Not all of these uses are of a positive nature. 

Money is a very powerful tool. History and literature are full 
of examples of situations where money has driven or been used to drive 
people to extreme actions. People use money to buy the love and friend
ship of others. They use it to influence the behavior of others by 
withholding it. They use it to influence behavior by promising finan
cial rewards if a desired action is taken. Money is used to build 
self-esteem and impress others. Money is used to alleviate guilt. 

In most cases, using money in the ways listed above can be very 
destructive. The harm that these destructive uses of money can cause 
falls into four broad categories. The first category involves present 
financial needs. People often use money in ways which harm their 
ability to meet current financial goals and needs. The second cate
gory involves future financial needs and goals. People can use money 
in such a way as to prevent their achievement of goals. The third 
category involves harm to interpersonal relations. This occurs when 
people use money in ways that alienate others or as a substitute for 
building a mutually supportive relationship. The fourth category in
volves uses of money which are destructive to or indicate problems 
with the development of a healthy personality. This can occur when 
money is used to hide or help to overcome real or perceived personal 
problems. 

To sum up, when money is used properly it is used to meet present 
financial needs, prepare for future financial needs, create harmony 
with other people, and create personal satisfactions. When money is 
used dest~uctively the result is a reduction in one's ability to meet 
current financial needs, reduction in one's ability to meet future 
financial needs, conflict with others, and personal conflicts and 
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barriers to self-satisfaction. Therefore, one can measure how produc
tively or destructively one is using money by measuring one's spending 
habits by the above criteria. 

Perhaps an example may help. John Walker likes to drink both as a 
means of relaxation and socially. He spends about $60 per month on al
coholic beverages. His drinking is not considered to be a problem since 
he doesn't abuse his family, miss work, and doesn't get in trouble with 
the law after drinking. Still, at times he cannot pay his bills. The 
Walkers have no savings and the family of ten goes without new clothes 
and other items that they want and need. 

Even if you ignore the health problems inherent in the drinking of 
$60 worth of alcohol per month, you can see that John Walker is using 
his money destructively. The Walkers are unable to meet both present 
and future needs. In spite of these problem areas, money is simply 
being used as a tool or resource. It is not money itself but the uses 
of money which causes the Walkers' problems. You should encourage group 
participants to explore ways in which money is used destructively or 
non-productively. Then an honest appraisal of values and goals can 
point out the constructive uses of money. 

D. Decision Making and Problem Solving 

Establishing goals, prioritizing values and goals, solving financial 
problems, and making other decisions related to money all require a 
careful analysis of options and the selection of an optimal solution. 
In many cases, people make such decisions on the basis of insufficient 
information, inadequate analysis, or simply habit. Such decisions often 
lead to unanticipated problems. When such problems occur people also 
need to know how to solve them. 

This section will outline a process which, if followed, can serve 
to improve decision making and problem solving skills. There are basi
cally five steps: 1) identify the problem or question, 2) list the 
alternative solutions, 3) evaluate the alternatives, 4) make the deci
sion, 5) implement, evaluate, and adjust the decision. Each step is 
necessary and should be well thought out. Major decisions should be 
mo~e carefully thought out than minor ones. 

1. Identify the problem or question. At first glance this would 
appear to be an easy task. However, in many cases, a problem 
is hidden by symptoms and although the symptoms are taken care 
of, the basic problem remains. For example, a family may be un
able to make their car payment at the end of each month. By 
cutting back on other expenses they may solve this symptom with
out addressing the more basic problems that they are carrying 
too much debt and that they fail to control spending early in 
the month. 

It is also important to identify any sub-problems or ques- · 
tions that may exist. Often, each component of the problem 
demands a different solution. By failing to consider all of 
the complexities of the problem a simplistic and ineffective 
solution is likely to be selected. 



2. List alternative solutions. The key to success in this step is 
to be sure to include all alternative courses of action. Many 
people repeatedly make the same mistakes because they fail to 
consider alternatives. There are many ways to solve a problem, 
and often the obscure solution is best. At this stage, the 
goal is simply to list the alternatives, not evaluate them, 
and quantity is more important than quality. 

3. Evaluate the alternatives. After a comprehensive list of 
alternative solutions is established, the pros and cons of 
each should be enumerated. Like the listing of alternatives, 
the enumeration of pros and cons for each alternative should 
be thorough and as complete as possible. The pros and cons 
should include statements about each alternative's costs, 
effectiveness, and ease of implementation. The costs of an 
alternative should include the opportunity costs which result 
when choosing the alternative makes it difficult or impossi
ble to do other things. 

After the list of pros and cons of each alternative is 
developed, each alternative should be evaluated. This evalu
ation will be based on the pros and cons of the alternative 
and the values, attitudes and goals held by those making the 
evaluation. The evaluations will serve to allow the ranking 
of the various alternatives. 

4. Make the decision. Making decisions is rarely easy. In most 
cases there is no one "right" choice, but several which have 
both positive and negative elements. By using the decision 
making steps we have been describing, the decision maker(s) 
can choose the alternative which ranks highest on the basis 
of the evaluations. This choice will not be easy but it will 
be easier than if no prior analysis had been done. It will 
also result in a decision which is more likely to yield bene
ficial results. 

5. Implement, evaluate, and adjust the decision. When a decision 
has been made, the decision making/problem solving process 
does not stop. The decision must be implemented. This means 
that action must be taken to put the decision into effect. 
Usually this entails simply doing what the decision calls for. 
Sometimes, however, implementation requires more extensive 
planning and research efforts. 

As a decision is implemented it needs to be evaluated. 
At each step of implementation, this evaluation will help 
determine if the proper decision was made and if it is help
ing solve the problem. When difficulties do arise, adjust
ments will need to be made. By evaluating while implement
ing, unforeseen problems can be recognized and adjustments 
can be made before they become severe and unmanageable. 

The need for implementation, evaluation and adjustment 
implies that decision making is a continuous process. That 
is, in fact, the case. Decision makers must understand that 
they cannot make a decision, assume the problem has been solved, 
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and forget it. They must take the responsibility for ensuring that 
the decision is effectively implemented, adjusted where necessary, 
and accept the responsibility for the results of the decision they 
made. By taking and accepting such responsibility people go a long 
way toward being their own masters. 

This last step will greatly aid future decision making. This 
step uses hindsight to determine if the decision reached was ade
quate. If the decision is evaluated, future decisions of a similar 
nature will be easier to make. By evaluating a decision, people can 
avoid a tendency to forget a problem area after a solution has been 
implemented. This tendency often leads to a recurrence and a pattern 
in which one crisis follows another. 

6. Summary. The decision making process outlined above is one of many 
which are available in the literature. Any process will be success
ful if the decision maker follows a few simple rules. Keep an open 
mind before and after a decision is reached. Do not be afraid to 
consider novel alternatives. Be objective when evaluating alterna
tives. Don't be hasty. 

The depth of analysis used in making a decision will be a prime 
factor influencing the correctness of the decision and will be pro
portional to the importance of the problem. Minor decisions may 
require less analysis than will major decisions, but it is probably 
better to analyze too much than too little. 
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Suggested Program Plan 

Section 1. The Internal Money World - The Individual, The Family, and Money 

Session 1 

Materials Needed: Overhead projector and screen for showing transparen
cies of the outlines, lists of objectives and Chart 1. 
Or, have copies of each of the above available to pass 
out. Paper and pencils for participants. Chalkboard 
and chalk. 3 x 5 cards. 

Notes on Activities 

The introduction of any 
program can be a key to 
its success. Make the 
participants feel wel
come and point out that 
the goal of the program 
is to help them become 
more effective con
sumers. 

Some people will be a 
bit uncomfortable in
troducing themselves. 
Give some reinforcement 
to each by making some 
comment before calling 
on the next person. A 
simple "Thank you, Bill" 
will suffice but you may 
want to make a comment 
about their stated objec
tives which led them to 
attend. 

Read the Introduction to 
the entire Learning Pack
age and the Background 
Material and Program Plan 
for Section 1. Be famil
iar with the outlines 
and objectives of Section 
1. You may want to pass 
out copies of the Section 
1 objectives and outlines 
or show them as transpar~ 
encies on the overhead 
projector. 

INTRODUCTION* 

Time 

2 

4 

4 

Activity 

Begin by introducing yourself and giving 
a little of your background. "Good eve
ning, ladies and gentlemen. My name is 

and I will be your group leader 
for this series of programs designed to 
help you become more effective consumers." 
Then tell a little about your background 
and how it is that you came to your role 
as group leader. 

Next have the participants introduce them
selves and briefly state what they hope 
to get out of the sessions. "Perhaps we 
could begin by introducing ourselves. I 
have told you a little about myself, so 
let's hear from each of you. Just tell 
us your name and what you hope to learn 
or gain by attending and participating 
in this series of programs." 

*NOTE: The introduction above may not be 
necessary if this session is presented dur
ing the same meeting as the motivational 
session. 
Briefly state in your own words your ob
jectives as group leader. Then proceed 
to go over the objectives and outline for 
Section 1. "Well, you all have good rea
sons for wanting to be here and we cer
tainly intend to help you learn what you 
desire to learn. As for myself, there 
are several objectives I have as group 
leader." 
State any personal objectives you may 
have and then move to the objectives 
given in the program handbook. 
Next go over the outline of Section 1. 
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Notes on Activities Time Activity 

"To meet the objectives you have just 
discussed, we have scheduled several 
learning activities. A rough schedule 
of these activities is provided by the 
following outline." 
Go over the outline with the group. 

DEFINING VALUES, ATTITUDES AND GOALS 

By asking people to 
write something down 
you will ensure that 
those who are reluc
tant to contribute 
will have something 
to read if necessary. 
Pass out 3 x 5 cards. 

Don't allow too much 
time for this. They 
should write down 
their first impulse, 
because they wouldn't 
have much time during 
a fire either. 

Throughout these and 
other discussions there 
may be times when par
ticipants criticize 
what others have said. 
It would be a good 
idea to caution the 
group to avoid criti
cism. If it does occur 
point out that your goal 
is not to change people 
but to help them under
stand themselves. 

1 

5 

Explain that before any analysis of and 
change in financial and consumer behavior 
can be undertaken, people must understand 
their own values, attitudes and goals. 
Thus, the terms values, attitudes and 
goals must be understood. "Because spend
ing is such a personal matter, any attempt 
to analyze and change buying behavior 
must start with some knowledge of the 
person involved. Of first concern is a 
person's values, attitudes and goals, 
but before we begin to discuss these 
things, we must define them." 

Burning house exercise. 
"To begin, I want you to envision a sit
uation in which your house is burning 
and you only have time to save yourself 
and what you can carry out when you leave. 
On the card that was just passed out 
write down what it is that you would 
carry out with you. Remember you cannot 
go back into the house. All you can save 
is what you can carry out with you." 
Participants write what they would save. 

Working clockwise or counter-clockwise, 
have everyone in the room tell what they 
would save. Then discuss how their 
responses reflect what they value. 

"Now that we know what each of you would 
save in a fire, that tells us something 
about your values." 



Notes on Activities 

It is not necessary that 
the definitions arrived 
at are exactly the same 
as in the Background 
Material. Make sure, 
however, that the group 
understands that values 
are the basics upon 
which attitudes and 
goals are built. 

Time Activity 

2 Definition of values. 
"What we have been talking about so far 
are values. Based on our discussion, I 
think we can now define values." (Write 
on board) "Values are relatively per
manent, very basic beliefs, standards 
and moral precepts which state that 
which a person regards as desirable, 
worthy or right." 
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"Values do not change. They serve as a 
guide for living. What you said you 
would take out of the fire was not a 
value. It was a reflection of your val
ues. Thus if you value beauty, tradition 
and wealth you would tend to carry the 
family jewels out of the fire." 

2 "Now that we have a definition for val-
ues, how could we define attitudes?" 
Quickly discuss a definition for atti
tudes and sum up the discussion by writ
ing a definition for attitudes on the 
board. 

2 Do the same for goals. 

2 Then ask if there are any questions and 
if the definitions are clear. A good 
way to do this is to ask people to ex
plain how values, attitudes, and goals 
are different from each other. 

DETERMINING PERSONAL VALUES, ATTITUDES AND GOALS 

Notes on Activities 

Pass out blank copies of 
Chart la. 

Time 

1 

Activities 

Ask everyone to spend the next few min
utes thinking about their own values, 
attitudes and goals and to write 3 or 4 
of each on Activity Chart la. "Now that 
we have defined values, attitudes and 
goals, we can begin to examine our own. 
Our next exercise will be to write down 
3 or 4 of our values, then for each write 
down an attitude and a goal which relates 
to each of the values. After you are 
finished, we will discuss what was 
written." 
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Notes on Activities 

Move around the group, 
providing individual 
help where needed but 
limit your help to 
further explanation of 
the definitions. Let 
the participants deter
mine their own values, 
etc. 

Be certain to re
examine the background 
material and know what 
inconsistencies and 
conflict's are and where 
they occur on Chart 1. 

Time 

6 

3 

Activity 

Individual writing of values, attitudes 
and goals. 

Rather than discussing what the partici
pants have written, discuss with them the 
difficulties they had in doing the task. 
Then discuss how much harder it is to 
set up a complete value system which has 
consistency and is free of conflicting 
values, attitudes and goals. Such a val
ue system would also have a network of 
priorities which apply when conflicts do 
exist. 

"Did any of you have trouble with this 
exercise?" (Most will. Allow some to 
give their comments.) "Some of your prob
lems stem from the fact that thinking 
about values, etc. is difficult and that 
it is hard to put feelings into words. 
There are two other problems, however. 
The first is achieving consistency and 
the second has to do with conflicts. 

"Consistency means that the attitudes 
and goals which are associated with a 
value are compatible with the value and 
each other. For example,, a person may 
claim to put a high value on his child's 
education. He may also have the attitude 
that doing homework is unnecessary. Thus 
his values and attitudes related to edu
cation are not consistent. 

"Conflict of ten occurs when a person has 
two values or two goals which cannot both 
be satisfied because achieving one pre
vents the achievement of another. In 
most instances, these conflicts atise 
because there is not enough money avail
able to do both. Often, however, more 
money would not solve the problem. For 
example, a person who values family to
getherness and success may experience 
conflicts if success requires long hours 
on the job." 



Notes on Activities 

Consistency refers to 
the vertical consis
tency between values, 
attitudes and goals. 
Conflict and prior
ities have to do with 
horizontal differences · 
between components. 
While only three life
style components are 
on the chart, many 
more would make up the 
total life style. 

Pass out blank copies 
of Activity Chart lb. 
It may also be a good 
idea to fill out a 
chart on yourself to 
use as an example. 

Notes on Activities 

A summary should be giv
en at the end of each 
session to help the par
ticipants organize in 
their minds what has 
occurred. A .quick pre
view of the next session 
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Time Activity 

6 Pass out copies of Chart 1 or show it as 

17 

a transparency. Explain the chart in 
terms of its consistency and the potential 
for conflict and the need for priorities 
which is evidenced by the imaginary f am
ily' s values, attitudes and goals. 

"As you can see in Chart 1, our imaginary 
family has achieved consistency for those 
values, etc. related to education and 
family togetherness. They have some prob
lem of inconsistency where the sociability 
values are concerned. They also have 
problems in terms of conflicts between 
values, between attitudes, and between 
goals." 
Go over Chart 1 in some detail and show 
where there is consistency and where there 
is conflict. 

Participants will set up a chart similar 
to Chart 1 using their own values, etc. 
They should specify one value, two atti
tudes and two goals in each of the follow
ing life style areas: food, housing, 
recreation and transportation. 

"You have already written down some of 
your values, etc. On Chart lb you should 
develop a network of values, attitudes 
and goals which is both consistent and 
free of conflicts. 

"First, write one value that you hold 
which relates to each of the following 
areas of your life: food, housing, rec
reation, and transportation. Second, 
for each value, write two attitudes and 
two goals which are consistent with each 
value. Don't worry too much about con
flicts. We will discuss those during 
the next session." 

SUMMARY AND CONCLUSION 

Time _Activity 

3 Interrupt the participants' work and re
view what has occurred in this session. 
Also give a quick preview of what is to 
take place during the next session. 

"Let us stop now and review what we have 
done. In this session we stressed the 
need for an understanding of our values, 
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Notes on Activities 

will start participants 
thinking about what will 
occur. 

Either collect Chart lb 
or make sure partici
pants bring it with 
them next time. They 
may need to take it 
home in order to com
plete the assignment. 

Time Activity 

attitudes and goals as a first step to
wards improving our handling of financial 
matters. We defined values, attitudes 
and goals. We began our efforts to deter
mine and analyze our values, etc. During 
the next session, we will begin to look 
at our behaviors and whether they reflect 
what we claim are our values, attitudes 
and goals." 
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Suggested Program Plan 

Section 1. The Internal Money World - The Individual, The Family, and Money 

Session 2 

Materials Needed: Chalk and a chalkboard. Extra copies of last session's 
handouts. 

Notes on Activities 

Every session should 
begin with a short re
view of the previous 
session's activities 
and a preview of what 
will occur in the 
current session. 

INTRODUCTION 

Time 

2 

Activity 

"During the previous session we discussed 
values, attitudes, and goals. We wanted 
to begin thinking about our own values, 
etc. with an eye towards achieving con
sistency and minimizing conflicts. You 
were asked to fill out a little chart 
which would help you specify your values, 
attitudes and goals related to food, 
housing, recreation and transportation. 

"Tonight we are going to explore more 
deeply our values, attitudes, and goals. 
We are going to look at how behavior 
fits into the picture. We are also 
going to look at priorities and how they 
can be used to help achieve as many im
portant goals as possible." 

DISCUSSION OF ACTIVITY CHART lb 

Notes on Activities 

Whenever an assignment 
is given be sure to go 
over it as soon as 
possible during the 
next meeting. Other
wise participants will 
question the value of 
the assignments and 
will soon stop complet
ing them. 

In every group there 
are two or three people 
who are always willing 
to participate. It is 
tempting to rely on them. 

Time 

1 

Activity 

Discuss these charts in terms of diff i
culties they had, consistency, and con
flicts. 

"Before we begin our discussion of be
havior, let's take a few moments to dis
cuss the charts you have completed." 

3 "First, did any of you have problems com-

4 

pleting the chart?" Discuss problems. 

"Let's talk specifically about the con
sistency problem. For each of the areas 
of food, housing, recreation, and trans
portation you were to come up with a 
consistent network of values, attitudes, 
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Notes on Activities 

Do not, however, let 
them dominate discus~ 
sion. Call on others 
as well, and stress 
how important it is 
that everyone parti
cipates. 

Encourage group members 
to comment on each 
other's contribution 
to the discussion, but 
avoid criticism. 

Time 

4 

Activity 

and goals. Would someone like to share 
what they wrote by reading their network 
related to food and show how it is con
sistent?" Two or three examples should 
be sufficient. "Is everybody clear on 
what is meant by consistency?" If not, 
explain it briefly once more. 

"Now let's take a look at some conflicts. 
Who thinks they have some personal con
flicts among their four sets of goals?" 
Discuss two or three of the participants' 
conflicts. "We are going to talk more 
about conflicts later, so keep them in 
mind." 

ANALYZING BEHAVIORS 

Notes on Activities Time 

Pass out copies of Activ- 1 
ity Chart 2 or show it 
as a transparency. 

Have participants write 
the word behavior in the 
bottom left section of 
Chart lb. That row will 
be used for writing be
haviors associated with 
food, housing, recreation, 
and transportation. 

6 

Activity 

"Now let's turn our attention to the part 
of the chart that hasn't been filled 
out--behaviors. Some of you probably 
had some difficulty writing down your 
values, attitudes and goals. There is, 
however, another way of determining our 
values, etc. We can look at how we be
have. In fact, it can be argued that 
behavior is the most accurate indicator 
of people's values, attitudes and goals." 

"As an example of how behavior can be a 
better indicator of values, attitudes 
and goals we have Chart 2, which shows 
the budget of the Carr family. The 
chart also shows what the Carrs express 
to be their values~ What can we say 
about the Carrs' values when we look 
only at their behaviors as indicated by 
their spending record? Are their val
ues as indicated by their spending be
havior different from their expressed 
values?" Discuss. 

"Let's turn our attention away from the 
Carrs and look at our own behaviors. 
On Chart lb there is a section for writ
ing in your behaviors related to food, 
housing, recreation, and transportation. 

"Take a few minutes to think about and 
write down some of your behaviors in 
the spaces provided on the chart." 



Notes on Activities 

Any discussion of in
consistencies and con
flicts which arise out 
of behavior will be 
very sensitive. Get 
responses only from 
those who have been 
willing in past discus
s ions to discuss per
sonal matters. 

Notes on Activities 
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Time Activity 

5 Individual completion of the Behavior 
section of Chart lb. 

4 Discuss the increase in the problems of 
consistency and conflicts which result 
when behaviors are added to the chart. 

"The biggest benefit of adding behaviors 
to the chart is that they help us see 
where our behaviors are inconsistent 
with our professed values and goals. 
Who can now see where some of their 
behaviors don't really fit their values 
and goals?" 

4 Discuss conflicts next. 
"When behaviors are added we can also 
see increased problems with conflicts. 
Who had these types of problems?" 
Discuss. 

2 "Adding behaviors to the discussion of 
values, attitudes and goals provides a 
more complete picture of the personal 
situation. When we talk about or write 
down our values, attitudes and goals it 
is easy to be unrealistic and think only 
of the ideal network. Behaviors bring 
us to a more realistic point of view. 
We begin to question the strength of 
our values and goals. For example, if 
we say we have a goal of buying a house, 
but fail to save for it, it may be a 
matter of how important that goal is. 
Even if we insist that the goal of buy
ing a house is important, it is probably 
true that the other things we are spend
ing our money on are more demanding. 
This brings us to our next topic--pri
orities." 

DETERMINING PRIORITIES 

Time Activity 

5 "When people take the time to consider 
their · values, attitudes, goals and be
haviors they usually realize that they 
can't do everything they wish. When 
financial matters are involved this is 
especially true because there always 
seem to be limits on how much money we 
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Notes on Activities 

You may need to cut 
this discussion short. 

Time Activity 

have to spend. In order to stay within 
these limits, we establish priorities 
as to what values and goals are most 
important. Let's take a few minutes to 
talk about priorities. 

"What can we say about the Carrs' prior
ities as indicated on Chart 2?" 

6 "Now let's turn our attention to our 
priorities. Who would like to start 
this discussion by telling us two of 
their values and goals; one which has a 
high priority and one which has a low 
priority?" 
Get comments from two or three or more 
people. 

1 "As we can see from your responses, we 

4 

can all come up with some high and low 
priority values and goals. Now let us 
again consider the problem of behavior. 
The question is now a simple one. Does 
our behavior reflect our priorities? 
In spite of the question's simplicity, 
the answer is very important. This is 
because one of the main keys to f inan
cial stability is a well-thought-out 
set of priorities which is truly ref lec
ted in behavior." 

"Can anyone think of examples of situa
tions in which people behave in ways 
that do not reflect their priorities?" 
Discuss. 

1 "Let's take a few minutes to summarize 
what we have been talking about. Every
body has values, attitudes, goals, and 
priorities which they use to manage their 
life. If you ask them what they are, 
most people with a little thought can 
tell you. But talking about these things 
is not enough. They must be reflected 
in behavior if they are to be effective 
in helping us control our lives and our 
finances . " 

4 "This brings us to an interesting ques-
tion. Are our values, attitudes, goals, 
and priorities what we sav they are? Or, 
are our true values, attitudes, goals, 



Notes on Activities 

Notes on Activities 

Time Activity 

and priorities those which are re
flected in our behavior?" 
Ask for answers from participants. 
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SUMMARY AND CONCLUSION 

Time Activity 

3 "Let me stop this discussion and say 
that the answer to the question is that 
it is our behavior that really matters. 
People whose behavior is consistent with 
their values, attitudes, goals and pri
orities tend to be satisfied with the 
way they handle their financial affairs. 
People whose behavior is not consistent 
with their values, etc. tend to be dis
satisfied. People who are not satisfied 
have two options: they can accept their 
behavior as reflecting their true val
ues, attitudes, goals and priorities and 
live with the consequences; or, they can 
change their behavior. 

"When people are able to control their 
financial behavior they have a consis
tent network of values, attitudes, goals, 
priorities, and behaviors. They have 
resolved conflicts through the use of 
priorities. And they control their 
finances rather than have their finances 
control them. They still may not be 
able to ~each all their goals or buy 
everything they might desire. But they 
will be organized and doing their best 
financially. That is a lot more than 
many people are doing." 
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ACTIVITY CHART 2 

Monthly Spending Record for the Fred and Frances Carr Family 

Net Income $1,000/month 

Expenses % of Income 

Housing $200 20% 

Food 200 20% 

Transportation 400 40% 

Clothing 60 6% 

Medical 40 4% 

Tobacco and Alcohol 60 6% 

Allowances 30 3% 

Entertainment 10 1% 

Savings 0 0 

Church 0 0 

Expressed Values 

Family Togetherness 
- vacations, trips, etc. 

Education 
- putting the kids through college 

Religion 

Health and Physical Fitness 

Neat Appearance 
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Suggested Program Plan 

Section 1. The Internal Money World - The Individual, The Family, and Money 

Session 3 

Materials Needed: Chalkboard and chalk, and sufficient copies of the 
money management case study for Section 2. 

INTRODUCTION 

Notes on Activities Time 

Although a review is al- 5 
ways necessary, it is 
especially important at 
the beginning of this 
session because you will 
be leaving the topic of 
values, etc. and moving 
on to money and decision 
making. 
Questioning is a good 
review technique because 
it serves as a means of 
review and a means of 
determining how well the 
group understands what 
has been covered. When
ever the group has trouble 
answering a review ques-
t ion, it is an indication 
that the ideas covered 
were not fully understood 
and that more discussion 
is necessary. 

Introductions can be short 1 
and simple and still ful
fill the necessary function 
of letting the group know 
what will be occurring 
during the session. 

Activity 

Review. 
"Tonight (today) we are going to talk 
about money problems. But before we 
do, let's briefly review what we have 
covered in the last two sessions. 

"First, who can define values?" 
"Who can define an attitude?" 
"Who can define a goal?" 
"What do we mean by consistency and 
conflict and why are they important?" 

"How does behavior fit into all of what 
we have just been talking about?" 
Taking them one at a time, ask the group 
each of the five questions to determine 
their understanding. 

Introduction. 
"Thus far we have talked about money only 
indirectly. During this session we will 
cover three important topics. 

1. We will define money. 
2. We will spend some time talking 

about the destructive ways in 
-which people sometimes use money. 

3. Finally, we will develop a series 
of procedures which can be used 
to solve some money-related 
problems." 
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Notes on Activities Time 

Use the board, if neces- 5 
sary. 

Be careful that partici
pants do not confuse the 
term value as used to 
define money with values 
as discussed earlier. 
See the background mater
ial on the analogy of 
money to gasoline. 

MONEY DEFINED 

Activity 

Begin by stating the ideas that econo
mists use when defining money. 

"Let us begin by stating a definition of 
money which is of ten found in books on 
economics. Money is said to serve as 
a means of exchange, a store of value, 
and a measure of value. What do these 
three descriptive terms have in common?" 
Hopefully someone will point out that 
each is a use of money. Then continue 
by pointing out that the form money takes 
is not as important as what money does. 
In order to make this point more emphat
ic, use the analogy of money to gasoline 
that is provided in the background mater
ial. Discuss the analogy with the group 
making sure to show the importance of 
financial planning, goals and behavior. 

DESTRUCTIVE USES OF MONEY 

Notes on Activities 

As examples are given, 
you will write them on 
the board. Separate 
the board into four 
sections correspond
ing to the four cate
gories of destructive 
use of money (see back
ground material), but 
wait to write the cate
gory headings until all 
examples are given. 
As group members give 
examples, write them in 
the section set aside 
for the category to 
which the example be
longs. When all ex
amples have been given, 
write the category 
heading above each 
section. 

Time 

2 

5 

Activity 

Listing destructive uses of money. 
"In a similar way that many people use 
their car in a destructive way, many 
people use money destructively. And 
just as in the use of a car, the des
truction is usually done through care
lessness rather than any intention to 
be destructive. Furthermore, just like 
a car, the destructive use of money can 
harm others as well as ourselves. Let's 
start our discussion by coming up with 
a list of destructive uses of money. 
Then we will discuss why people use 
money destructively, or harmfully, or 
non-productively, and how they can avoid 
such problems." 

"Who can start us off by coming up with 
an example of a way in which money is 
used destructively?" 
Obtain examples from the group. If the 
group has trouble coming up with examples 
you might start them out with the John 
Walker example in the background mater
ials. 



Notes on Activities 

1. Harmful to present 
needs. 

2. Harmful to future 
needs. 

3. Harmful to inter-
personal relation-
ships. 

4. Harmful to per-
sonal development. 

This discussion and the 
one which follows should 
be "freewheeling." Keep 
the group on the subject 
but encourage creative 
responses. 

Time 

3 
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Activity 

"As you can see, I have separated your 
examples into four groups. These group
ings correspond to four kinds of harm 
such destructive uses of money can 
cause." 
Explain the four categories. 

Discussion as to why people use money 
destructively. "Let's take each of 
these four categories one at a time and 
see if we can discover why people en
gage in the destructive uses of money 
that are listed on the board. First of 
all, what are some of the reasons why 
people might use money in ways which are 
harmful to their ability to meet current 
financial needs?" 

2-3 each Then discuss each of the other three 
categories in terms of why people use 
money in destructive or non-productive 
ways. 

2 Discussion as to how such problems can 
be avoided and/or corrected. 

2 each 

"I think we have a pretty good idea of 
why people use money destructively. Now 
let's take a look at what people can do 
to avoid such problems and what they can 
do to correct problems which already 
exist. Who would like to start off by 
suggesting a way in which someone can 
avoid or correct a use of money which 
would harm their ability to meet current 
needs?" 

Then discuss ways of correcting and 
avoiding the other three types of prob
lems resulting from destructive uses 
of money. 

DECISION MAKING AND PROBLEM SOLVING 

Notes on Activities 

Use the information pro
vided in the background 
material to fill in gaps 

Time 

2 

Activity 

Outlining a decision making process. 
"I think we can see that one of the main 
reasons people fall into habits of using 
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Notes on Activities 

where group discussion 
fails to bring out im
portant points. You 
will need to be very 
familiar with the back
ground material be
cause the group discus
sion of this topic may 
not yield sufficient 
information. 
Step 1: Define the 

problem. 
As the decision mak
ing steps are deter
mined, write them on 
the board for empha
sis. 

Time 

Step 2: List alterna- 2 
tives or solutions. 

Step 3: Evaluate alter- 2 each 
natives. 

Step 4: Make the decis
ion. 

Step 5: Implement, eval
uate, and adjust the 
decision. 

Activity 

money destructively is that they fail to 
fully consider the effects of their fin
ancial actions. They often do not take 
the time to fully explore the financial 
decisions that they make. Financial 
problems can be avoided through the 
application of some sound decision mak
ing procedures. 

"The procedures we will discuss are not 
the only ones that can be used but they 
are, in my estimation, more than suffi
cient to do the job. 

"We can focus our discussion on the plight 
of a family who is always broke at the 
end of the month and cannot make rent 
payments. What would be the first step 
in any decision making/problem solving 
effort they would undertake?" Hopefully 
someone will say, "Identify the problem." 
If not, do it yourself and discuss the 
importance of accurately defining the 
real problem rather than its symptoms. 

"Once our family has accurately defined 
their problem, what should they do 
next?" 
Again, try to get the proper response 
from the group, then discuss the impor
tance of listing even obscure solutions 
and the other important considerations 
when listing alternatives. 

Repeat this process for the remainder 
of the decision making steps: evaluating 
alternatives, making the decision, and 
evaluating the decision. 

2 "How detailed should decision making/prob-
lem solving be?" 

"Some of you may be thinking that it would 
be foolish to go through an involved de
cision making process whenever a f inan
cial decision needs to be made. This is 
a valid concern. When the negative con
sequences of making the wrong decision 
are small, or when the decision is one 
that has been made of ten in the past with 
few problems, the time and effort put 



Notes on Activities 

Notes on Activities 

This summary and review 
may need to be conduc
ted entirely by the 
group leader in the in
terest of saving time. 

Pass out copies of the 
Case Study from Section 
2. 
This preview will only 
be necessary for those 
groups who will be con
tinuing on to Section . 
2: Effective Money 
Management. 

Time Activity 

into making a decision can be reduced. 
Each step should still be applied but 
without going into great detail. How
ever, most people get themselves into 
difficulty not because they spent too 
much time and effort making a decision 
but because they spent too little." 
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SUMMARY AND PREVIEW 

Time 

3 

5 

Activity 

Summary of the first three sessions. 
"We have now completed the first section 
of our consumer education program. We 
have explored the internal money world 
in terms of our values, attitudes, goals 
and behavior. We reviewed these topics 
at the beginning of this session. 

"During this session, we discussed a 
definition of money. Who would like to 
review that for us? 

"Also during this session, we discussed 
some destructive uses of money, why 
people use money destructively and how 
such problems can be avoided or correct
ed. Lastly, we developed a decision 
making/problem solving procedure. Who 
would like to review the decision making 
steps for us?" 

Preview of Section 2. 
"Tonight (today) we talked about destruc
tive uses of money. In the next series 
of sessions we are going to talk about 
using money constructively. Specifi
cally, we are going to cover money man
agement and financial planning. As part 
of the exercises for the next series of 
sessions you will be studying the f inan
cial a~f airs of a hypothetical family 
and you will be doing exercises designed 
to help you improve how you handle your 
own finances. For the next time, I want 
you to do three things. First, read the 
case study which was just passed out." 
Then "walk the group through" the case 
study quickly. Be sure to point out 
the major focal points of the case study. 
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Notes on Activities 

If participants ask which 
financial records they 
will need, mention such 
things as checkboGks, 
pay stubs, receipts, 
and tax records. These 
will be discussed more 
carefully during future 
sessions. 

Time Activity 

1. The Jones' slide into financial 
difficulty. 

2. The steps in developing a finan
cial plan. 

3. Net worth. 
4. The Jones' past spending patterns 

(Chart 2b). 
5. Recordkeeping. 

"Second, use Chart 2 to set up a revised 
spending plan which would enable Mr. and 
Mrs. Jones to get out of debt and set 
their financial affairs in order. 

"Third, in about two weeks you will be 
setting up your own financial plan simi
lar to Charts 1 and 2 in the case study. 
To do this you will need to start getting 
some of your financial records together. 
I want to assure you at this time that 
every effort will be made to keep your 
financial affairs private if you wish 
them to remain private. However, I would 
encourage you to share as much inf orma
tion as possible with the group. By 
sharing we can have better group discus
sions and will be more able to help each 
other." 



EFFECTIVE MONEY MANAGEMENT 





OBJECTIVES: 

SECTION 2. EFFECTIVE MONEY MANAGEMENT 

Major Objective: 

To provide consumers with the motivation, knowledge and techniques they 
need to establish and maintain an effective money management system. 

Specific Objectives: 

To define money management. 

To describe the purpose of money management. 

To explore the costs and benefits of money management. 

To have participants explore and analyze their financial goals. 

To show consumers how to determine their net worth. 

To have consumers establish an initial one-month financial plan. 

To describe various record keeping systems. 

Learner Competencies: 

Define money management. 

Describe the purposes of money management. 

Determine if the benefits of money management are worth its costs. 

Determine several of their short, intermediate and long term financial 
goals. 

Know how to determine their net worth. 
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Develop a one-month, balanced financial plan for an imaginary family and 
for themselves. 

Decide upon a record keeping system which they can use to keep their 
financial plan up to date. 
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PROGRAM OUTLINE 

Section 2. Effective Money Management 

Sessions 1, 2 and 3. 

A. The definition and purpose of money management 

B. The costs and benefits of money management 

C. Determining financial goals 

1. For an imaginary family (the Joneses) 

2. For participants 

D. Determining net worth 

L. For the Joneses 

2. For participants 

E. Developing a financial plan 

1. Determine the amounts to be saved in order to meet financial 
goals 

2. Determine net worth 

3. Determine average monthly take home pay 

4. Determine spending categories including savings for goals 

5. Determine the average amount spent per month for each spending 
category 

6. Adjust the amounts to be spent on each category in such a way 
that the total is equal to monthly take home pay 

7. Set up and use a record keeping system 

8. Evaluate the results at the end of the month to determine in 
which categories spending needs to be increased or decreased 

9. Establish a new plan for the next month 

F. Record keeping systems 



Section 2. Effective Money Management 

A. What is Money Management? 

Money Management means developing and using a plan for spending and 
saving based on family income in order to help individuals and families 
maximize their resources and achieve their financial goals. There are 
three key points in this definition. First, there is the use of a plan 
for spending and saving, this helps control the use of money and to let 
one know where money is going. Second, there will be a maximizing of 
resources. Through use of the plan, a family will make better use of 
their income. And third, the family will be better able to achieve their 
financial goals if the plan is followed. 

B. The Purposes of Money Management 

1. To use money in the most efficient and effective manner. Money 
is a limited resource which requires a plan for spending if it is 
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to be spent wisely and efficiently. Since family needs, wants, 
values, and goals vary, there is no standardized plan for spending. 
It is each family's responsibility to develop a plan that fits their 
needs, wants, values, and goals. By developing such a plan the 
family or household can actually improve their level of living with
out an increase in income. 

2. To achieve financial goals. The purpose of money management is to 
help individuals and families achieve their financial goals. By 
making and using a systematic plan developed especially for their 
household, a family is able to plan for the achievement of their 
financial goals, thereby improving their level of living. 

3. To indicate problem areas. A financial plan will indicate the areas 
of consumption that are causing financial problems. If the household 
has allocated $400 per year to clothe a family of four and they are 
spending $800 per year, they need to determine if the clothing expense 
was a needed expense that had to be made or an expense that could have 
been reduced. If the $800 was necessary for clothing expenditures, 
then the family needs to increase the allocated amount for clothing 
by $400 and reduce another area of spending by the same amount. How
ever, families can only reduce the expense or offer other alternatives 
if they are aware of the problem. 

4. To minimize the negative impact of unplanned expenses. In today's 
society, families on an average ~ave only 6-7 percent of their income 
on a regular basis and there are many families with no savings. 
Families need to include savings in their financial plan to have a 
consistent and gradual increase in savings. Savings help to both 
achieve financial goals as well as provide money for unexpected ex
penses or emergencies. Most families are not prepared for emergencies 
and unexpected expenses caused by unemployment, illness, or replace
ment of a major appliance. If a family has not established some form 
of savings, they can become financially overburdened. Particularly 
if an unforseen problem should occur. But, if they have saved for 
an emergency or problem, they will be able to maintain their financial 
stability. 
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5. Costs and benefits. Each family needs to decide whether money 
management is necessary or important to them. The best method to 
determine if money management is necessary is to list the costs 
and the benefits of money management. The major cost of managing 
money is the time spent to develop a financial plan, to check esti
mated expenses against actual spending to determine if they are 
following the plan, and to make adjustments where needed. But if 
the family considers the benefits of actually achieving their goals, 
they will see that the price is small in comparison. 

C. Financial Goals 

Financial goals are statements expressing where a family would like 
to be financially in 1, 5, or 20 years. Every individual or family sets 
financial goals that they wish to accomplish within their lifetime, but 
very frequently these goals are not very specific. To allow for effective 
financial planning, a family needs to specify their goals and classify 
them as to whether they are short, intermediate or long term goals. When 
making the list of short, intermediate, and long term goals, the family 
must set their priorities on which items are the most important and list 
them accordingly. They should also estimate the ultimate cost of reaching 
each goal and the amount which should be saved each month to meet the cost. 

1. Short term goals are those innnediate wants and needs the family 
plans to obtain within one year. Short term goals for a young 
couple might include: obtaining adequate food and housing, purchas
ing new living room furniture and going on a vacation. These are 
all expenses that require financial planning if the family is not 
to become overburdened by debt. 

2. Intermediate term goals are those wants and needs the family plans 
to obtain within the next two to five years. The same young couple's 
list of medium term goals might include: starting a family, pur
chasing a new car and establishing a life insurance program. 

3. Long term goals are those wants and needs the family plans to obtain 
after five years. If you were to look at the same couple's list of 
long term goals, it might include purchasing a home, planning for 
their children's educations, purchasing vacation land and saving for 
their retirement. 

Saving for certain long term goals may not be implemented until 
the short and' medium term goals are met or until the family's income 
increases. But, the most important of the long term goals need to 
be included in the present financial plan. Families need to remember 
that short term goals should be met first, especially if they are 
needed. But the family must also plan and save for the long term 
goals as soon as possible, if they are to be achieved. 

4. Goals and the family life cycle. A family's financial plan will be 
affected by the family life cycle because a family's resources, 
needs and wants change as they pass through the life cycle. The 
first stage of the life cycle is from the time the couple marries 
until they have children. It is during this stage that the wife 
usually works and they have few financial responsibilities so that 



the total income for the family will be more than adequate to 
support them. But it is also during this stage that the family 
develops a certain life style and spending patterns to which they 
become accustomed. Thus goal setting and money management are 
very important in this stage if the family is to be able to cope 
with the financial burdens during the later stages. 
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With effective money management, the young couple will realize 
that their income is more than adequate for two people and that 
they possibly could place one of the paychecks (or most of it) into 
savings and live on the other one-. Thus, they would be saving to 
reach goals and prepare for different financial conditions. This 
will increase the couple's ability to achieve their long term goals 
in a shorter time period. 

The second stage is the child bearing/rearing stage. During 
this period, financial expenses are heavy. Also, family income 
sometimes decreases. The wife may remain at home with the children 
instead of continuing in the labor force and this cuts the family 
income while their expenses for food, clothing, health care and 
education increase. But in recent years mothers with preschool 
children have continued to work or have gone back to work. Many 
work out of desire, but a great number also work out of need. A 
working mother may be the only alternative a family has if they 
hope to achieve their financial goals. 

During the child bearing/rearing stage, the family's expenses 
also increase because many families purchase a home, or move to a 
larger apartment. The last part of the child rearing stage puts a 
heavy financial burden on the family because teenagers have more 
needs and spend more of the family's money. Their expenditures 
for clothing, transportation, entertainment and education are large 
and, if not anticipated in the financial plan, can be a heavy finan
cial burden. 

The last stage, or "empty nest" stage, is when the children 
have left their parent's home. The financial responsibilities on 
the couple now become lighter and during this period the couple 
should continue planning and saving for retirement. Many couples 
still have substantial expenditures during this stage since they 
continue to financially assist their children and perhaps grand
children. 

5. How much money should a family save to achieve their goals? 
Depending on the family's goals, the amount of money a family saves 
will vary, but it nrust be realistic in proportion to their income. 
If a family tries to save too large a portion of their income and 
cannot meet their current needs, the proportion saved will need to 
be lowered. But if the family is contributing only a small portion 
of their income (or nothing) toward future goals, obviously the 
goals will not be achieved or surely they will be postponed. 

D. Net Worth 
To determine where the family stands financially at any given time, 

their net worth needs to be maasured. Determining net worth is an early 
step in developing a financial plan. To measure net worth, the family needs 
to subtract its liabilities (what is owed) from its assets (what is owned). 
This process enables the family to determine its present financial position. 
Then from time to time (yearly is best), they can re-figure their net worth 
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to determine how much progress they are making financially. See Chart 1 
for a suggested form for computing net worth. 

Most young families and individuals have a low net worth because of 
high liabilities for mortgages, furniture, appliances, etc. But over the 
years, if a good financial plan is followed, their net worth will increase 
as they pay off their debts and accumulate assets. 

E. The Financial Planning System 

After a family has determined their long and short term goals and 
their net worth, they need to set up a plan to control their current spend
ing. The plan will help ensure that their use of money will lead to the 
achievement of their goals and an increase in their net worth. 

The plan, if followed, will enable them to save part of their income 
to achieve their predetermined goals. For example, if the purchase of a 
home is a long term goal for a young couple, they need to plan and save 
for the down payment for this large investment some years before the actual 
purchase. It is much easier for a family to achieve this goal if every 
100nth a certain percentage of their income is saved for the down payment 
on a house. If they save regularly, the down payment on the home will be 
possible within a few years. But if the couple has not included saving for 
a home in their financial plan and they have no savings available for the 
down payment for the home purchase, such a goal will be an impossibility 
for them. 

1. What is a financial plan? Many people simply call their financial 
plan a budget. The problem with the term "budget" is that many 
people have negative attitudes towards it. They think of a budget 
as hard to set up, difficult to stay within, restrictive, and 
futile. These materials will avoid the word budget in order to 
help minimize negative feelings because they need not be true. 

A fina:naial plan is a detailed outline of inaome, planned 
expenditures, and savings whiah is used as a guide for spending. 
It should reflect past spending patterns, financial goals, and 
serve as a control over present and future spending. It must be 
tailored to the individual family or household's needs. And it 
should be flexible; not a burdensome straightjacket. 

2. Developing a financial plan. 

a. Financial plans are established for specific periods of time 
such as a week, a month or a year. The period chosen will 
depend on the household situation, but most people establish 
weekly or monthly time periods in accordance with how often 
they get paid. Whatever time period is chosen, the expense 
categories for the period must include provisions for those 
expenses that arise monthly, quarterly, and yearly. During 
each period some amount of money should be set aside so that 
when these irregular expenses come due, there will be suffic
ient funds available to make the payment. 

b. The first step in setting up a financial plan is the determi
nation of the income for the period for which the plan applies. 
For many families, determining present income is quite simple. 
If there is one wage-earner on salary at $1200 per month with 



Money Management Chart 1 

SUGGESTED FORM FOR DETERMINING NET WORTH 

Assets 
Cash on hand 
Cash on deposit in checking accotmt 
Savings accotm t 
Market value of listed stocks 
Market value of listed bonds 
Cash surrender value of life insurance policies 
Market value of house 
Market value of furniture and furnishings 
Resale value of automobile(s) 
Cash value of annuity contract 
Cash value of retirement ftmd 
Bid prices on unlisted stocks 
Bid prices on unlisted bonds 
Market value of land owned 
Market value of buildings owned 
Money loaned on mortgage 
Accounts receivable 
Other assets 

Total Assets 

Liabilities 
Mortgage on house 
Loan from bank 
Loan on life insurance 
Store credit cards 
Installment debt 
Bank credit cards 
Other liabilities 

Total Liabilities 

Net Worth December 31, 19 
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$ __ 





$200 per month deducted for taxes and Social Security, the 
client's net income is $1000 per month, no more, no less. 

For hourly wage earners with occasional overtime, de
termining income is not quite so easy. For best results 
estimate low. If the overtime is rare, it's best not to 
count it at all and consider it as an occasional "gift." 

For seasonal workers, such as those in the construction 
trades, estimating income can be very difficult. Since 
annual income depends somewhat on the weather and the economy, 
the best way to estimate is by using annual tax returns. 
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Figure the annual net pay, add the allX)unt received from Unemploy
ment Compensation during tmemployed times, and divide by twelve 
for an estimate of llX)nthly income. 

A hard group of people to figure income for are sales 
persons who travel. Although their earnings can be high, 
their expenses frequently drain a substantial portion of their 
income. You will hear them say "not to cotmt the expenses-
they' re deductible." This may be true for tax purposes, but 
you aren't the tax collector. That expense money, tmless it is 
reimbursed by the employer, is not take-home pay and it is 
not available for family living expenses. 

Income is usually figured on a llX)nthly basis. For persons 
who are paid on a weekly or bi-weekly basis, monthly income 
can be figured as 4 1/3 times the weekly rates. However, it 
is better to estimate income low and use the four-week income 
as your baseline. This leaves the extra four weekly or two 
bi-weekly paychecks as a "bonus" that can be set aside for 
savings, used to meet emergency expenses, or for a special 
occasion such as Christmas expenses. 

The above suggestion to estimate low for income applies 
to all situations. One of the reasons why many persons fall 
short and have trouble paying their bills is because they 
planned on having llX)re income than they actually received. 
By estimating income low, you provide a possible "cushion" 
that can be used to meet tmexpected expenses. 

c. In deciding what items to include in your plan, a list of all 
fixed and variable expenses should be made. The fixed expen
ses are those items which occur on a regular basis, such as 
rent and auto loan payments. Variable expenses are those 
whose allX)unts vary and can be controlled. Food and clothing 
are examples of such variable expenses because the quantities 
and quality of food and clothing purchased can be varied in 
future spending plans. See Chart 2a for a typical listing of 
spending categories. 

d. There are certain irregular expenses that occur during the 
year and need to be saved for each planning period. These 
include taxes, license plates, life insurance premiums, medical 
expenses, etc. The expenses may not occur each 100nth but they 
should be included in the financial plan so part of the family's 
income will be set aside each month to meet these expenses. 
One method of estimating these expenses is to look back over 
the past few years' records to determine how much was spent 
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on each of these expenses and allow for an increase in the cur
rent year due to inflation or an increase in family size. Fam
ilies who don't keep records cannot do this. Record keeping is 
important. If no records are available, estimates will have to 
be made after careful reflection. 

e. Include savings in the plan to achieve short, medium, and long 
term goals. A plan for spending and saving must include these 
goals or they won't be achieved. If one of a family's short 
term goals is to finance the purchase of a car at the end of 
the year, a certain amotmt of m:>ney needs to be saved toward 
the down payment. To achieve intermediate and long term goals, 
a plan for savings must also be included in the financial plan. 
Surprisingly, savings are often the major part of the financial 
plan that is forgotten! All families need to remember that 
their, financial plan is a plan for spending and saving and that 
the attainment of longer term financial goalS-Will greatly 
depend on savings. 

f. Once the family has developed their financial plan, they need 
to check and make sure that their spending and savings when 
added together equal their take home pay. If this does not occur, 
their plan will need adjusting. If spending and savings are 
more than take home pay, a decision will have to be made to cut 
expenditures or increase income. Or if spending and savings 
are less than take home pay then decisions on priorities can be 
reviewed and shifts made in these areas. 

g. Once the initial financial plan has been set up and a certain 
amount of money is assigned to each category of the plan, it is 
necessary to establish some sort of record keeping system. 
Record keeping is the key to the success of any financial plan. 
Record keeping will help keep the family within the spending 
limits while the plan is in effect or let them know when the 
limits are being exceeded. Records will also serve as a neces
sary source of information for determining what adjustments need 
to be made in future plans. 

h. The family needs · to remember that a plan is only a guide; it is 
something to deviate from and can and should be adjusted from 
time to time. In making a financial plan, the family can only 
approximate the am:>tmt of money needed for all fixed and variable 
expenses. Once the actual expense is determined, the plan can 
and must be adjusted. 

3. Who should make the plan? 
a. In developing the plan, it is important that it should be an 

effort of all household members so as to gain maximum acceptance 
and representation of all points of view and concerns. If all 
members of the household are aware of the plan and the reasoning 
behind the plan, it will be easier for them to work together to 
accomplish the goals. 



SHELTER: 

FOOD: 

CLOTHING: 

HOUSEHOLD 
EXPENSES: 

TRANSPORTATION: 

HEALTH: 

PERSONAL 
EXPENSES: 

INSURANCE: 

MISCELLANEOUS: 

SAVINGS: 
CREDIT CARD 
PAYMENTS: 

Money Manage.men t Chart 2 a 

MONTHLY EXPENSE CATEGORIES 

Mortgage Payment (Fixed) $ 
Property tax, insurance (Fixed) $ 
Fuel (heat) - Oil (Variable) $ 
Gas & Electric (Variable) $ 
Water, sewer & garbage (Fixed) $ 
Other (explain), Maintenance (Variable) $ 
Groceries - Food Only (Variable) $ 
Meals out (Variable) $ 
Jack's ltmches (Variable) $ 
Normal needs (Variable) $ 
School clothes (Variable) $ 
Lal.mdry & dry cleaning & repair (Variable) $ 
Other (special events) (Variable) $ 
TV, Furniture (Fixed) $ 
Normal repairs (Variable) $ 
Towels, linens, etc. (Variable) $ 
Cleaning supplies (Variable) $ 
Telephone (Variable) $ 
Gas & oil (Variable) $ 
Auto repairs (Variable) $ 
Insurance, license, inspection, etc. (Fixed) $ 
Car payment (Fixed) $ 
Doctor (Variable) $ 
Dentist (Variable) $ 
Prescriptions & Drugs (Variable) $ 
Insurance (Fixed) $ 
Other (Variable) $ 
Self - allowance (Variable) $ 
Spouse - allowance (Variable) $ 
Children - allowance (Variable) $ 
Beauty care (Variable) $ 
Recreation & Entertainment (Variable) $ 
Pets (Variable) $ 
Life Insurance (Fixed) $ 
Retirement fund (Variable) $ 
Newspapers & magazines (Variable) $ 
Church (Variable) $ 
Babysitting (Variable) $ 
Gifts (Variable) $ 
Cigarettes, alcohol (Variable) $ 
(Variable) $ 

(Fixed) $ 
TOTAL $ 
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Adapted from Madison Consumer Credit Counseling Service, Madison, Wisconsin. 
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b. Responsibility for various segments of the plan should rest with 
those members of the family who have the authority over or do 
the spending for those segments. For example, if the teenaged 
children do the food shopping, then they should be responsible 
to see the family spends only the amount allocated on food. By 
spreading the responsibility for various segments of the plan, 
all household members will have a personal interest in seeing 
that the plan succeeds. 

F. Recordkeeping 

1. Why keep records? 

a. To determine where money is being spent. Until families realize 
where they are currently spending their money, it will be impos
sible for them to develop an accurate plan for spending and 
savings. To begin a plan, families need to estimate the amount 
of money needed in each area of consumption based on records of 
current spending rather than guesswork. For example, if trans
portation costs (gas, maintenance, etc.) ran on an average of 
$90 a month for the past six months, the family needs to allo
cate $90 a month for transportation. 

b. To pinpoint problem areas. Recordkeeping will also indicate 
overspending or deviation from the financial plan. For example, 
if a family allocates $40 a month for food eaten out of the 
home, but realizes they are spending $50 a month, this pinpoints 
a problem area in their financial plan. Hopefully, realizing 
this excess expense will convince them to re-evaluate and perhaps 
cut down on spending in areas that are wants and not needs. 

c. To adjust the financial plan as conditions change. The finan
cial plan needs to be flexible so it can be adjusted as condi
tions change. Once the last car payment is made, the a100unt 
will no longer be included in the financial plan. Another of 
the family's short or long term goals can be incorporated into 
the plan instead. Or, if there was an increase or decrease in 
earnings, adjustments could be made in amount spent on variable 
expenses. 

d. To control spending to help the family stay within the plan. 
Record keeping is a tool to help families stay within their 
financial plan after its adoption. By having family members 
compare their spending with their financial plan, they will 
realize when they are overspending or when they have under
stated their expenses. This helps them control their plan. If 
a family of four allocates $65 a week for groceries, it would be 
a good idea for the shopper(s) to take a pocket calculator to 
the store. After selecting all necessary food items he/she 
could add up the costs and then determine if enough money is left 
over for another want. 

e. For preparing income tax returns. If receipts and accurate 
records have been kept, preparing income taxes will be easier. 
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Often times, people who itemize their deductions will omit 
hundreds of dollars of legally deductable expenses. Thus, 
good recordkeeping can help save money. 

2. How to Keep Records. 

a. A recordkeeping method should be simple for the users. Each 
family's method of recordkeeping will differ with their pref
erences and experiences. The method should be simple enough 
that the members of the family will keep the records up to date. 
The most detailed and elaborate records are useless if the 
users feel they are too difficult and complicated to complete. 
Usually a simple method gets the best results. 

Recordkeeping should be done at least once a week when 
beginning a financial plan. If the planning periods are broken 
into weekly or bi-weekly units this frequent attention to record
keeping is especially necessary. 

b. Recordkeeping should be individually tailored. Each family deter
mines the categories to be included in their financial plan accor
ding to their needs and lifestyle. All families need to list 
fixed expenses for food, housing, clothing, transportation, prop
erty taxes, etc. Variable expenses differ from family to family. 
Some families spend a large percentage of their income on rec
reation· or entertainment and they need to include this expense 
in their financial plan. Other families spending a smaller per
centage in these categories would likewise record the lesser 
amount. 

c. Records should be comprehensive but not overly so. There is one 
connnon misconception about recordkeeping. It is that you must 
list every expense made, no matter how small. This is not neces
sarily true. Records need to be kept as complete as possible, 
but small expenses or miscellaneous expenses can be recorded 
together. Just don't let a "miscellaneous" category become too 
large. 

Most regular expenses do need to be listed in detail. For 
example, recording a blouse purchased by the mother of a family 
could be recorded under: clothing--mother, $18. 

Records then show where the family's money is being spent 
and for this reason they need to be as comprehensive as possible. 
Without complete records, the controlling and checking of the 
financial plan cannot be done. 

d. Records are means rather than an end. Records are tools used by 
the family to help them achieve their goals. They allow families 
to check their actual expenses against the estimated expenses 
and modify their spending patterns or plans when differences occur. 
The family must remember that the purpose of recordkeeping is not 
to see how well the family can keep records of their expenses but 
to allow for checking and adjusting their plan so that financial 
goals may be reached. 



3. Record keeping methods will differ from family to family according 
to the family's preference and experience. Certain methods may be 
better or more efficient than other. The "best" method is the one 
that the family finally chooses to use. A few connnon methods in 
practice by families are: 
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a. Envelope method. Every payday a set amount of money is placed 
into envelopes labeled for family expenditures. These envelopes 
would be labeled housing, food, clothing, transportation, rec
reation, savings, etc. Then when an expense arises, you take 
100ney out of the appropriate envelope to pay for it. A problem 
with this type of method is that an accurate record is not kept 
of expenses and the money in a category may run out before the 
time period is over. Experts agree that the envelope method 
is not the best way to manage money. Still, it is better than 
no management plan at all. 

b. Shoe Box method. In this method, all members of the family 
record their expenditures on a sheet of paper or on the receipts 
and place them in a shoe box. They should list the date, expend
iture, price and by whom it was purchased. The person(s) in 
charge of the financial plan then places these expenses in appro
priate categories and adds them up to determine how nruch the 
family has spent in each category and estimates how nruch the 
family has left to spend for the remainder of the planning period. 

c. The notebook method. The notebook method is similar to the 
others in that receipts for cash sales are saved and along with 
check stubs and credit card receipts are used to keep track of 
purchases. Where the notebook method differs from other methods 
is in how spending is recorded. At the beginning of the month 
when the financial plan is developed, each spending category 
and the anx:nmt of m:>ney allotted to it are written at the top 
of an individual page in a small notebook. Then as the month 
progresses and the receipts, etc. come in, the expenses for 
each category are recorded on their respective pages. When an 
expense is recorded it is subtracted from the amount available 
to get the balance left to be spent. In this way it is always 
possible to know how much is left to spend in each category. 

At the end of the month a new page (possibly with an adjust
ed allotment) is set up for each category. For those categories 
in which money is being set aside for a future expense you 
simply carry forward the unspent 100ney to the next 100n th. By 
the time the expense comes due there should be enough money 
available to make the paymant. 

d. Formal, multi-colulill ledger method. All expenses would be 
recorded in detail in a formal ledger. This method is 100re 
time consuming, but if done accurately will be very precise. 
Again, with this method each family member would be responsible 
for keeping track of their expenses and the family member(s) 
in charge of the financial plan enter the expenses in the ledger. 
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e. Checkbook method. If accurate records are kept in the family 
check.book, the person(s} in charge of the financial plan can 
use the checkbook as a receipt of expenses. If the family pays 
most of their bills by check, the amount can be easily trans
ferred to the financial plan from the checkbook. 

Separate checking accounts for different categories could 
also be used in place of one checkbook. For example, a family 
might have a separate checking account for food expenses. This 
would alleviate any confusion related to how much money is left 
to spend in the food category. For each pay period, a set amount 
of money would be deposited in the checking account for food and 
all expenses in the category would be deducted from the account. 

f. Other methods. Families can develop their own method that is 
best fitted to their circumstances. As long as accurate records 
are kept of purchases, the method used does not matter. It 
should be the easiest one for the family members to use and the 
one that works for them. 

4. Who should keep the records? Recordkeeping needs to be done regu
larly; therefore, the individual(s) in charge of recordkeeping 
should be willing to take the time needed to keep accurate records. 
Recordkeeping involves recording and totalling expenditures during 
and after the weekly, bi-weekly or monthly time period to determine 
if the family is staying on track with their spending. The person(s) 
should be able to estimate how much money the family has left to 
spend, what their expenses will be, and discuss this with the family 
members. Preferably, it should be the same person(s) who pays the 
bills, handles the checkbook and/or has responsibility for a major 
segment of the plan. If one person is responsible for paying all 
the family bills, it is easier for them to predict how much money 
is needed for future expenses. Or if two people make a joint project 
of recordkeeping, this might end arguments over where their money is 
being spent. A couple could easily work together. One person could 
write the checks, while the other person enters the amount in the 
records. 

G. Special Considerations 

1. Recordkeeping related to credit and credit cards. 

a. Recording actual expenses can be done by one of two methods: 
the cash method or the accrual method. In the cash method, 
families record sales transactions only when there is an actual 
payment. If a family went out to dinner and charged it on 
their American Express card, they would record the expense only 
upon receiving the bill, which would be in the next month or· 
possibly two months from the time of the dinner. With the acc
rual method, the family records the transaction when it occurs 
even though the payment will be much later. So the same family 
would record the cost of the dinner in that month's expenses 
instead of waiting to record the expense in the 100nth in which 
they received the bill. 



The decision on which method to use is left up to the 
family. The accrual method of recording purchases is more 

93 

accurate because the family subtracts the amount spent immediat
ely so they know exactly how much money is left to spend in each 
category. 

b. The widespread use of credit allows many families to charge basic 
needs such as clothing, gas, furnishings, appliances, etc. and 
use the receipts as records of their expenditures. This method 
allows families to keep records of the amount of 100ney spent in 
certain areas of consumption that otherwise might be difficult 
to keep track of. For example, if all gasoline and oil expenses 
were paid for with a gas credit card, the receipts could be used 
for recordkeeping purposes. Whereas, if the purchases were made 
with cash, the family member(s) would need to record each pur
chase. So in certain cases the use of credit cards can be bene
ficial for simplifying recordkeeping. 

2. Checking Accounts. 

a. Accurate checking accounts can be used as a tool for recordkeep
ing. For more information on using a checking account to keep 
records see the previous section on recordkeeping. 

b. A checking account can be used as a short term savings account 
for planned, future expenses. But if money will not be spent 
for two to three months, it should be put in a regular savings 
account. 

3. Savings Accounts. 

a. Savings for short, intermediate, and long term goals should be 
placed in a regular savings account. If savings is not placed 
in an account separate from checking, there is always the ten
dency to use the 100ney for current expenditures. It is recom
mended that families consider opening several savings accounts. 
Often separate savings accounts, set up for the various finan
cial goals and planned expenses, make keeping track of these 
funds much easier. For example, if you place the amount of 
100ney set aside for property tax into a savings account, at the 
end of the year the money will be available and the expense 
will not place an undue burden -on your current income. Plus 
you will have earned some interest on the money. 

b. A certain amount of income should be allocated for emergencies 
such as tmemployment and illness. A rule of thumb is to save 
at least three months' income for tmexpected emergencies, so if 
a family's monthly income is $1200 they should have $3,600 
in an emergency savings account. 
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c. Money placed in savings accounts accumulates interest. This is 
the main reason for placing money in a savings account. Over 
years of savings a substantial sum of money can be earned in 
interest. The family needs to decide how they will use the 
interest accumulated. They may want to keep it in the savings 
account and let it continue to grow or withdraw the interest 
and use it for some small short term goal. 

4. Retirement Savings. Every family needs to plan for their retire
ment. Families which will not receive a pension or retirement fund 
will need to do additional planning to make sure they have enough 
savings for their retirement. But everyone should plan adequately 
for their retirement. This planning should not be started two or 
three years before an individual retires, but should be started as 
soon as possible. Often saving for retirement cannot be started 
until after the family becomes established. Knowing this, families 
must avoid delaying the start of their retirement savings until it 
is too late. 



CASE STUDY 

Helping the Joneses Keep Up 

The Slide Into Financial Instability 

Mary and Jack Jones have been married for seven years. They 
have two children, Coral, age 5 and Jerry, age 2. They also have 
a dog named Giles. Before the children were born, both Jack and 
Mary worked and they were able to live free and easy without incur
ring excess debts and were able to save a modest amount for a down 
payment on a home. 

With the birth of their first child, Mary quit working full time 
but was able to keep a part-time job. At about the same time, they 
purchased a condominium with the money they had saved. They con
tinued to live fairly well because of Mary's part-time job and the 
fact that the condominium payments were fairly low. They entertained 
often and were able to take a vacation each year. They did not, how
ever, continue their habit of saving regularly. 

They were able to avoid using credit, however, and the only 
thing they owed at the time Jerry was born was $1,600 on a car. 

When Jerry was born, Mary was forced to quit her part-time job. 
For the first year, things went smoothly. But when Jerry was about 
one year old, the Jones' finances took a dramatic turn. Their condo
minium was simply too small so they bought a new home, which resulted 
in a much higher mortgage payment. Because they like to entertain, 
Jack and Mary felt they needed new furniture for the house. All the 
money from the sale of their condominium went for the down payment 
and closing costs on the house, so they used credit to buy the new 
furniture. The cost was about $2,900. At about the same time, their 
TV died, so they bought a new color TV for $600 from the furniture 
store and added the TV debt to the furniture debt. Their payments are 
$110 per month, and the loan was granted for three years. 

It is now one year after they bought the house, furniture, and TV, 
and it has been two years since Mary quit her job. During the past year 
their finances have completely deteriorated. They have little idea 
where their money has been going, but they do know that they have been 
using their credit cards extensively to pay for living expenses which 
couldn't be met because of the payments on their mortgage and other 
debts. They now owe $2,400 on the furniture and TV and $2,800 on their 
various credit cards. 

Last month the Joneses made their last car payment and they thought 
things would improve. They didn't. Jack and Mary have finally decided 
that they must get .a handle on their financial affairs before they go 
off the "deep end They have decided they must begin living within 
Jack's $1,300 per month take-home pay and must bring their credit card 
debts down. 
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Through a referral from the union to which Jack belongs, the 
Joneses were able to get an appointment with a financial counselor. 
The counselor listened to Jack and Mary's explanation of their problems 
and commented that their problems were not unusual. He suggested that 
they follow a series of steps in developing a financial plan. 

1. Decide upon the family's short, intermediate and long term goals 
and how much should be set aside each month in order to meet the 
goals. 

2. Determine their net worth. 

3. Determine their monthly take-home pay after all 
usual deductions including union dues, taxes, etc. 

4. Develop a list of spending categories which includes 
all of the expenses they have had over the last year, 
and label the expenses as fixed or variable. 

5. Use checking account stubs and other records to 
come up with an estimate of the average monthly 
expenditure for each category over the past year 
or so. Total up the expenses for the average 
month and compare with income. 

6. Develop a balanced budget for the next month which 
allows for a reduction of debts, savings for con
tingencies, and savings for goals. 

7. Set up a record keeping system for keeping track of 
income and outflow during the month. 

8. At the end of the month, evaluate how well they 
were able to stay within that month's financial plan. 

9. Develop a financial plan for the next month. 

What the Joneses Did 

Jack and Mary took their financial counselor's advice that before 
they could get a handle on their finances they had to do some serious 
thinking about what they wanted out of life. After some discussion they 
decided that in spite of all their entertaining and "live for the moment" 
spending of the past, they were most interested in the happiness of, and 
a good education for, their children and some security for themselves. 
These values translated into several short and long term goals. 

On a long term basis, they want to save for their retirement and 
~Jr the children's education. They thought that they should be saving 
at least $40 per month each to reach these goals. They also have dreams 
about buying a home in a warmer climate to use when they retire, but 
they realize that they are in no position to save for that now. 



On a short term basis they want to take an extended vacation touring 
the U.S. They want their children to see the country's natural beauty 
and they want to visit relatives and friends who have moved away. They 
figure they will need to save $100 per month to meet this goal. They 
also realize that they will probably need a new car in about three years, 
and they want to use savings rather than credit for the purchase of their 
next car. They figure they will need to save another $100 per month for 
the next three years to meet this goal. 

Their first impulse was to have Mary find a job. The more they 
thought about this the more it bothered thero. Many of their friends 
are couples in which both parents work and they are not having financial 
problems. In spite of this, Jack and Mary felt it would be best if Mary 
waited until Jerry started school before going back to work. In all, 
the more they thought about their values and goals, the more they realized 
how destructive their behaviors had been over the past few years. What 
had worked well for many of their friends had not worked well for them. 

Following the financial counselor's advice, Jack and Mary next 
calculated their net worth. They were somewhat amazed at how much they 
owed and disturbed by how little savings they had accumulated. They 
were really in no position to weather any kind of financial emergency. 
Both vowed that next year's net worth statement would be an improvement. 
(See Money Management Chart la) 

When Jack and Mary calculated their average monthly expenses, they 
realized why their net worth statement looked so bad. Over the past year 
they had been spending about $1,600 per month on an income of $1,300 per 
month. (See Money Management Chart 2b) The difference between spending 
and income had been made up primarily through use of credit cards. 

Jack and Mary began to realize what they must do to straighten out 
their financial affairs. They decided to sell their second car and 
put the proceeds into a savings account for emergencies. This would 
also lower their gas, repairs, and car insurance costs. They also 
added a third short term goal: to pay off their credit card debts 
as soon as possible. They did this when they realized that the interest 
alone on those debts was $42 per month. They also realized that it 
would take two or three years to get things straightened out. Most, 
if not all, their other goals would have to wait until Mary went back 
to work. 

Jack and Mary next went to work setting up a balanced budget for 
the next month. They realized that they were fortunate to have only a 
few fixed expenses. This gave them more flexibility in lowering their 
expenses. 

Their main task was to cut their spending by $450 to bring the 
amount spent down to the amount earned ($300), to allow for payoff of 
their credit card debt ($120) and to set up a savings for emergencies 
($30). They were able to develop a balanced budget by selling their 
second car, having Jack carry his lunch to work, limiting their meals 
eaten out to one per month, reducing their use of their window air 
conditioner, and by making other cuts in their budget. Both Jack and 
Mary quit smoking. 
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Recordkeeping 

Once Mary and Jack had developed their first monthly budget, they 
needed to develop a record keeping system. Mary said she would be 
happy to handle the records. They decided that it would be best if they 
did the bulk of their spending by check. That way they could keep a record 
of where their money was going. 

Mary hit upon the idea of using a small looseleaf notebook as 
a way to keep track of their money. On each page she would write a 
spending category and the amount to be spent during the month. About 
once each week she would use the checkbook and other receipts to subtract 
what had been spent in each category. At the end of the month she would 
check the entire budget. 

In some categories they had spent less than expected. If the money 
left over was expected to be spent later, she would carry it forward to 
the next month. In some categories they overspent. If this was due to 
an unusually large expenditure that was unlikely to occur again for a 
while, she would subtract the amount overspent from the next month's 
allocation for that category. Thus, by using the expense records from 
each month, she could set up a budget for the next. Money Management 
Chart 3 gives examples of the pages for several categories in the first 
and second month after Jack and Mary began using the record keeping system. 
Use Chart 3 as an illustration of the paragraphs that follow. 

Mary found that for the first two months the family was spending less 
than the allocated amount on groceries. At first she simply carried the 
unspent amount forward. If this trend continues, she may find it possible 
to reduce the amount allocated for groceries and increase some other 
category. 

On January 18, Jack bought a new battery for their car. The cost 
($35) exceeded the budgeted amount for car repairs. Mary subtracted 
the excess from February's allocation. In February, Jack changed the 
oil and filter in the car at a cost of $10. Again they were overspent, so 
$5 would have to be subtracted from the March allocation for car repairs. 
Because the $20 allocation for car repairs was based on average repair 
expenses, there may be some months ahead where less than $20 will be spent. 
If so, the overspending problems with this category will correct themselves. 
If not, Mary may find it necessary to begin allocating more than $20 per 
month for car repairs. 

Jack and Mary are sent a car insurance bill every six months and 
license plates and an inspection are required once a year. They figured 
these costs would average out to $25 per month. In January, they spent 
nothing for this category. In February, they spent $30 on license plates 
and an inspection. Their next car insurance bill won't arrive until June. 
By that time they should have enough money carried forward to pay the bill 
when it is due. 

Jack and Mary realized that one of the main reasons they got into 
financial trouble was that they failed to keep track of their use of 
credit cards. They decided that from now on when they use a credit card 
they will record it as if they paid cash. Then when the bill comes they 
can pay it right away without adding to their debts. In January Jack 



bought a shirt with their VISA card. Mary subtracted the $15 from the 
clothes category, even though the money stayed in their checking account. 
When the bill comes, that money will still be there, ready to be used to 
pay the bill. In February, they spent nothing on clothes but they know 
that in the spring they will need to buy some new clothes. The amounts 
carried forward each month will pay for these clothes. 

Jack and Mary have developed a financial plan which should work 
for them. They deposit Jack's entire check into their checking account 
and pay their bills by check. The money they carry forward will remain 
in their checking account until they need it. If they keep to their plan 
and are conscientious about keeping financial records, they will reach 
their goals. 
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Money Management Chart la 

Net Worth . - The Jones Family 

SUGGESTED FORM FOR DETERMINING NET WORTH 

Assets 
Cash on hand 
Cash on deposit in checking account 
Savings account 
Market value of listed stocks 
Market value of listed bonds 
Cash surrender value of life insurance policies 
Market value of house 
Market value of furniture and furnishings 
Resale value of automobile(s) 
Cash value of annuity contract 
Cash value of retirement fund 
Bid prices on unlisted stocks 
Bid prices on unlisted bonds 
Market value of land owned 
Market value of buildings owned 
Money loaned on mortgage 
Accounts receivable 
Other assets 

Total Assets 

Liabilities 
Mortgage on house 
Loan from bank 
Loan on life insurance 
Store credit cards 
Installment debt 
Bank credit cards 
Other liabilities 

Total Liabilities 

Net Worth December 31, 19 

$ 25 
170 

75 

1,800 
40,000 

7,000 
3,700 

650 
$53,4-2-0 

$36,000 

825 
2,400 
1,975 

$41,200 

$12,220 
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SHELTER: 

FOOD: 

CLOTHING: 

HOUSEHOLD 
EXPENSES: 

TRANSPORTATION: 

HEALTH: 

PERSONAL 
EXPENSES: 

INSURANCE: 

MISCELLANEOUS: 

SAVINGS: 
CREDIT CARD 
PAYMENTS: 

Money Management Chart 2a 

MONTHLY EXPENSE Categories 

Mortgage Payment (Fixed) $ 
Property tax, insurance (Fixed) $ 
Fuel (heat) - Oil (Variable) $ 
Gas & Electric (Variable) $ 
Water, sewer & garbage (Fixed) $ 
Other (explain), Maintenance (Variable) $ 
Groceries - Food Only (Variable) $ 
Meals out (Variable) $ 
Jack's lunches (Variable) $ 
Normal needs (Variable) $ 
School clothes (Variable) $ 
Laundry & dry cleaning & repair (Variable) $ 
Other (special events) (Variable) $ 
TV, Furniture (Fixed) $ 
Normal repairs (Variable) $ 
Towels, linens, etc. (Variable) $ 
Cleaning supplies (Variable) $ 
Telephone (Variable) $ 
Gas & oil (Variable) $ 
Auto repairs (Variable) $ 
Insurance, license, inspection, etc. (Fixed) $ 
Car payment (Fixed) $ 
Doctor (Variable) $ 
Dentist (Variable) $ 
Prescriptions & Drugs (Variable) $ 
Insurance (Fixed) $ 
Other (Variable) $ 
Self - allowance (Variable) $ 
Spouse - allowance (Variable) $ 
Children - allowance (Variable) $ 
Beauty care (Variable) $ 
Recreation & Entertainment (Variable) $ 
Pets (Variable) $ 
Life Insurance (Fixed) $ 
Retirement fund (Variable) $ 
Newspapers & magazines (Variable) $ 
Church (Variable) $ 
Babysitting (Variable) $ 
Gifts (Variable) $ 
Cigarettes, alcohol (Variable) $ 
(Variable) $ 

(Fixed) $ 
TOTAL $ 
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Adapted from Madison Consumer Credit Counseling Service, Madison, Wisconsin. 





Money Management Chart 2b 

MONTHLY EXPENSE Before 

SHELTER: Mortgage Payment (Fixed) 
Property tax, insurance (Fixed) 
Fuel (heat) - Oil (Variable) 
Gas & Electric (Variable) 
Water, sewer & garbage (Fixed) 
Other (explain), Maintenance (Variable) 

FOOD: Groceries - Food Only (Variable) 
Meals out (Variable) 
Jack's lunches (Variable) 

CLOTHING: Normal needs (Variable) 
School clothes (Variable) 
Laundry & dry cleaning & repair (Variable) 
Other (special events) (Variable) 

HOUSEHOLD TV, Furniture (Fixed) 
EXPENSES: Normal repairs (Variable) 

Towels, linens, etc. (Variable) 
Cleaning supplies (Variable) 
Telephone (Variable) 

TRANSPORTATION: Gas & oil (Variable) 
Auto repairs (Variable) 
Insurance, license, inspection, etc.(Fixed) 
Car payment (Fixed) 

HEALTH: Doctor (Variable) 
Dentist (Variable) 

PERSONAL 
EXPENSES: 

INSURANCE: 

MISCELLANEOUS: 

SAVINGS: 
CREDIT CARD 
PAYMENTS: 

Prescriptions & Drugs (Variable) 
Insurance (Fixed) 
Other (Variable) 

Self - allowance (Variable) 
Spouse - allowance (Variable) 
Children - allowance (Variable) 
Beauty care (Variable) 
Recreation & Entertainment (Variable) 
Pets (Variable) 
Life Insurance (Fixed) 
Retirement fund (Variable) 
Newspapers & magazines (Variable) 
Church (Variable) 
Babysitting (Variable) 
Gifts (Variable) 
Cigarettes, alcohol (Variable) 
(Variable) 

(Fixed) 
TOTAL 
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$ 340 
$Included 
$ 60/mon. ave. 
$ 50 " " 
$ 15 
$ 20 
$ 265 
$ 40 
$ 45 
$ 50 
$ 
$ 13 
$ 
$ 110 
$ 10 
$ 10 
$ 15 
$ 25 
$ 50 
$ 30 
$ 40 
$ 80 
$ 15 
$ 15 
$ 10 
$Paid by employer 
$ 

$ 25 
$ 25 
$ 
$ 10 
$ 60 
$ 10 
$ 50 
$ 00 
$ 12 
$ 20 
$ 20 
$ 30 
$ 40 
$ 00 

$ 00 
$1,600 

Adapted from Madison Consumer Credit Counseling Service, Madison, Wisconsin. 





Money Management Chart 3 

Sample Spending Category Pages 

1st Month 

Groceries $210 

January 3 -48 
$162 

January 10 -56 
$106 

January 19 -48 
$ 58 

January 27 -53 
$--s-

Auto Repairs $ 20 

January 18 -35 
(New battery)-~15 

Auto Insurance, 
Etc. $ 25 

None Spent 

Clothes 

Jan. 23 
Shirt for 
Jack-credit 

$ 20 

card -15 
$5 

2nd Month 

Groceries $210 
Carried forward 5 

To Spend 
Feb. 4 

Feb. 12 

Feb. 19 

Feb. 26 

Auto Repairs 
Overspent in 

Jan. 
To Spend 

Feb. 13 
Oil change 

$215 
-63 

$152 
-42 

$110 
-53 

$57 
-46 
rn 

$ 20 

- 15 
$ 5 

done by Jack -10 
-$ 5 

Auto Insurance, 
Etc. $ 25 

Carried forward 25 
To Spend $ 50 

Inspection, 
License Plates -30 

$ 20 

Clothes $ 20 
Carried forward 5 

To Spend $ 25 
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Suggested Program Plan _ 

Section 2. Effective Money Management 

Session 1 

Materials Needed: Overhead projector and screen for showing transparencies 
of th.e outline, objectives and ch.arts. Or individual 
copies· of each. of th.e above for all participants. Extra 
copies of the case study. Paper and pencils for all 
participants. Chalkboard and chalk. 

Note: This sess·ion is in tended to follow Section 1, Session 3. 
If it is not us·ed in this sequence, some changes will 
need to be made in the program format. If this session 
is to be the first session with a new group, the preview 
material in s·ection I, Session 3 will need to be gone 
over and adapted into this session. Plans must be made 
either to hand out the case study prior to the first 
session or to allocate time in the program plan for 
reading the case study. But if it is at all possible, 
hand out th.e case study prior to the session so the par
ticipants will have ample time to read it. 

Notes on Activities Time 

Since the terms "money 3 
management" and "budget-
ing" have a negative im-
pact on many individuals, 
the first session should 
be positive and reinfor
cing, showing the many 
benefits of good money 
man age men t. 

Show transparencies of 3 
the objectives and out-
lines of the section, 
or give all participants 
an individual copy of 
these items. 

INTRODUCTION 

Activity 

Begin the session by stating briefly your 
objectives as a group leader for the total 
Money Management Section. 
"Poor money management or the total lack 
of money management leads many families 
into financial difficulties. Many of these 
problems could be easily remedied if a 
family would spend a few hours each month 
developing and following a financial plan." 

Then go over the objectives and the out
line given in the background material. 

To introduce the purpose for reading the 
Jones' case study, you might say, 
"To meet the objectives we have just dis
cussed, we have scheduled several inter
esting activities. Most of these activi
ties will center around a discussion of 
the Jones' family case study that you 
have read" 
"Let's look at how the Jones family man
aged their money. In the first few years 
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Notes, on Acti:vi.ties. Activi.ty 

of theii lllarri.age, the Joneses. never had 
any- problems paying their bills:, but in 
tfie past yea·r, tliei'r spending got out of 
control. During tli.es-e firs·t two ses·sions 
we will be looking at how the Joneses got 
in to this- financial situation and what 
they can do to get out of it." 

PURPOSE OF MONEY MANAGEMENT 

1 Defining money management. 

Write the participants 3 
definitions on the board. 
After each response, be sure 
to reinforce conunents like 
"thanks , " "that' s fine," 
or "good" . with the members 
of the group so they will 
continue to respond in all 
sessions. 

After writing the defini- 3 
tion that is given in 
Section II of the back
grotmd material, be sure 
to relate it to what the 
participants have said 
about the definition. 
For example, if someone 
says "budgeting" you 
could reply "Yes, budgeting 
is an integral part of 
100ney management. This 
is because through a 
budget, you are able to 
control spending and 
saving." 

"B.ut, before we look at the reasons why 
the Jones family needs money management, 
we need to have a clear understanding of 
what the term "money management" means. 
Does anyone have an idea of what we mean 
by m:mey management?" 

Allow the participants to respond. 

Now, write on the board the definition of 
money management as given in the b ackgrotmd 
material for Section 2. MONEY MANAGEMENT 
MEANS DEVELOPING AND USING A PLAN FOR SPEND
ING AND SAVING BASED ON FAMILY INCOME IN 
ORDER TO HELP INDIVIDUALS AND FAMILIES MAX
IMIZE THEIR RESOURCES AND ACHIEVE THEIR 
FINANCIAL GOALS • 
Relate this definition to what the group 
members have said. 

8 Discuss the definition of money management 
by posing the following questions. 
1. "Why is nmey management a plan for 

spending and saving and not just spend
ing alone?" 

Discussion. 



Notes on Activities 

Review Section A of the 
background material for 
the purpos·es· of money 
management. 
PURPOSES OF MONEY 
MANAGEMENT 
1. To use money in 

the most efficient 
and effective man
ner. 

2. To achieve financial 
goals. 

3. To indicate problem 
areas. 

4. To minimize the nega
tive impact of unplan
ned expenses. 

Ac tivi.ty 

2. "Can income be planned? Why or why 
not?" 

Discussion. The answer should be yes. 
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3. "What are the purposes of 1I10ney man-
agement?" 

Dis·cuss·ion. As participants respond write 
their connnents on the board. Include any 
purposes given in Section A of the back
ground material that the participants did 
not list. 

THE COSTS VS. THE BENEFITS OF MONEY MANAGEMENT 

Write ADVANTAGES and 
DISADVANTAGES across 
the top of the board. 

As the participants 
respond, write their 
response under the 
appropriate heading. 

1 

3 

"Now that we have discussed the purposes 
of mmey management, we need to think a 
little about whether the benefits of 
money management are greater than the 
costs. The best way to determine this is 
by listing the ADVANTAGES and DISADVANTAGES 
of money management. Do any of you have 
any ideas on why people want to manage 
their money or why people don't want to 
manage their money?" 

Allow the participants to respond. 

Sum up by stating, 
"When you look at the advantages and dis
advantages of money management that we 
have listed do you think that money manage
ment is worthwhile?" 

3 Discuss. Your job will be to convince 
them that it is worthwhile. 
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Notes on Activities. Acti:Vi_ty 

DETERMINING FINANCIAL GOALS 

Write the headings 
short, intermedi
ate, and long term 
goals across the top 
of the board. 

When you define short 
term goals, write 1 
year beside the head
ing to indicate how 
soon the family hopes 
to obtain these goals. 
i.e. Short term goals -
1 year. 

As you explain inter
mediate and long term 
goals also write the 
number of years beside 
the terms. 

As the participants re
spond, write down their 
responses under the 
appropriate heading. 

Pass out paper and pen
cils if necessary. 

Visit individuals to 
answer any questions 
concerning the defini
tions, but let them de
termine their own finan
cial goals without your 
help. 

4 

4 

6 

"We have talked about goals in earlier ses
s·ions-, but now- we are talking specifically 
afiout financial goals·. Financial goals are 
goals· which des·cribe where the family would 
like to be financially in 1, 5, or 20 years. 
Just like all goals, there are short, inter
mediate, and long term financial goals. 

Short term goals are those innnediate 
wan ts and needs the family plans to obtain 
within one year. For example, one family's 
short term goal might include going on va
cation and buying a new sofa. 

Next, we have intermediate term goals 
which are the wants and needs the family 
plans to obtain within the next two to five 
years. For a young couple, this might include 
starting a family, purchasing a new car, and 
establishing a life insurance program. 

Long term goals are the wants and needs 
the family plans to obtain after five years. 
Again with a young couple these might in
clude purchasing a home, planning for their 
children's education and then retirement, 
and purchasing vacation land." 

Goals of the Joneses. 
"Now, looking back at the Jones family case 
study, does anyone remember what their short, 
intermediate, and long term financial goals 
were?-" 
Allow the participants to respond. 

Participants determine their goals. 
"Now I would like you to write down a few 
of your short, intermediate, and long term 
financial goals." 
"And, if you can, get an idea of how much 
you would need to save per month to meet 
these goals." 
Individuals write their short, intermediate, 
and long term financial goals. 



Notes on Activities 

Write the following 
equation for deter
mining net worth on 
the board. 
FAMILY'S ASSETS 
(WHAT IS OWNED) -
FAMILY'S LIABILITIES 
(WHAT IS OWED) 
= FAMILY'S NET WORTH 

A summary should be 
given at the end of 
each session to help 
the participants or
ganize in their minds 
what has occurred. 

List the following 
concepts on the board. 
1. Money Managem~n t 
2. Purpose of Money 

Management 
3. The Advantages and 

Disadvantages of 
money management. 
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Activity. 

"Are the financial goals. that you listed 
your goals or your family's goals·? During 
the next week I want you to discuss the 
goals you listed with. your family and make 
any adjustments where needed. Th.is will 
help you wh.en it comes time for you to 
develop your own financial plan." 

DETERMING NET WORTH 

2 "After determining their financial goals, 
a family should next determine their cur
rent financial condition. To do this, a 
family's net worth must be measured." 
"Net worth can be determined by SUBTRACT
ING THE FAMILY'S LIABILITIES (WHAT IS OWED) 
FROM THE FAMILY'S ASSETS (WHAT IS OWNED) • " 

"As an example, Let's look at the Jones' 
current net worth in Chart 1." 

8 Go over Chart 1 explaining the assets and 
liabilities and how to arrive ·at .the net 
worth. 

To get the group thinking about how they 
would improve the Jones' financial situa
tion, ask them 
"What can the Jones' do to improve their 
net worth?" 

4 Discussion. 

SUMMARY AND CONCLUSION 

4 "Let me in terupt this discussion so we can 
have a few minutes to sunnnarize and review 
what we covered in the past hour. Many 
families have financial problems, some 
more extreme than others, but the connnon 
goal among 100st of these families is to 
improve their financial situation. This 
improvement will not oc.cur overnight and 
will only begin if a change in attitudes 
and spending patterns occurs. If a family 
wants to improve its financial situation, 
it can, but the family members need to re
member that any change takes effort. 
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Notes on Activities 

4. Financial goals 
5. Net Worth 

Activity 

"We've dis.cus·sed two ways· to change 
a family's: attitude toward spending. . The 
fi:rst is: to have the family determine their 
financial goals so they have something to 
work. toward. The second is· to measure the 
family's net worth. This tells them where 
they s·tand. These methods provide incentive 
and motivation which are the two key factors 
in determining the success of Ilk)ney manage
Illen t. If effective money management is 
practiced, each year a family's net worth 
should increase and they should find it 
much easier to reach their financial goals." 
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Suggested Program Plan 

Section 2. Effective Money Management 

SesS"ion 2 

Materials Needed: Extra copies of the case study. Copies of Money Managanent 
Chart 2a & 2c for all participants. Pape.r and pencils 
for participants·. A calculator. 

Notes on Activities Time 

At the beginning of each 1 
session, a short review 
should be given of the 
past ses:sion. 

Review Section D of the 
backgrotmd material. 

INTRODUCTION 

Activity 

"In the last session we talked about 
using money management to help achieve 
financial goals. We also defined 
money management as a plan for spend
ing and saving based on family income. 
Now we are going to discuss how and 
why this plan is developed." 

"To begin the discussion on why a fi
nancial plan is needed, we will use 
the Jones family as an example. If 
the Jones family wants to control 
their expenditures, they are going to 
have to set up a financial plan to 
manage their current spending. This 
plan is often called a budget." 

DEVELOPING A FINANCIAL PLAN 

Hand out extra case 
studies. 

2 

2 

1 

"Certain steps need to be followed 
when developing a financial plan. 
When the Jones family went to a fi
nancial cotmselor, he listed nine 
steps to developing a financial plan. 
So let's turn the page 2 of the Case 
Study and look at the steps the Jones 
family took to develop their finan
cial plan. But before we discuss 
these steps, quickly read them over." 

Participants read the nine steps to 
t hems elves. 

"Now we are going to go over each 
step to get an idea of how the Jones 
family developed their financial plan." 
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Notea on Activities 

If the participants do 
not remember the Jones' 
take home pay, have 
them check back in the 
case study. 

Go over the categories 
of spending. Pointing 
out why the categories 
are fixed or variable. 
See Section D, Part c 
of background material. 

Briefly go over the 
amounts spent on each 
category. 

Activity 

Re.ad the first step out loud. 
"The first step is: In the last 
sess·ion w:e determined the Jones·' short, 
intermediate, and long term goals. It is 
important to list these goals so they can 
be included in the family's financial plan. 
The quickes-t way to achieve these goals is 
to save 1110ney specifically for them." 

1 Read the second step out loud. 

1 

3 

3 

"The second step is We determin-
ed the Jones' net worth was $12,200." 

Read step three out loud. 
"The third step is Does anyone 
remember how much money Jack Jones takes 
home a month?" 

Read step four out loud. 
"The fourth step is The Joneses 
went through all their records for the past 
year and listed all their categories of 
spending. Let's turn to Money Management 
Chart 2a to see exactly where the Joneses 
are spending their money." 
Discuss. 

Read step five out loud. 
"The next step is to After the 
Joneses determine where their money is 
being spent, they need to determine how 
much money is going to each category. 
Money Management Chart 2b gives an exact 
breakdown of where the Jones' money was 
being spent before they went to the finan
cial counselor." 
Discuss. 

1 Read step six out loud. 
"The sixth step is When the 
Jones' expenses are totaled, they should 
equal Jack Jones' take home pay, but in 
the Joneses case, their monthly expendi
tures were $300 more than their income. 
So expenses in certain areas must be cut. 
In your exercise for this week, you were to 
decide in which categories the Jones could 
cut their expenditures and by how much. 
Using the new plan that you have developed 
let's see if we can agree on a financial 
plan that will get the Joneses out of debt. 



Notes on Activities 

If there are problems· 
reaching a consensus on 
the dollar amomit that 
could be cut, write 3 
or 4 s ugges te d a.100un ts· 
on the board and take a 
vote by a show of hands·. 

If available, us:e a 
calculator to add the 
expenses. 

Hand out Money Manage
ment Chart 2 c. 

Review Section E of 
the backgromid mater
ial. 

As participants 
explain a recordkeeping 
method, try and label 
it according to the 
five methods mentioned 
in the background ma
terial. 

15 

3 

4 

5 

6 
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Activity 

Dis·cuss:ion of amounts: to be spent in each 
category of the new plan. 

Using a transparency of Money Management 
Ch.art 2b, write one figure the. participants 
can agree on next to the present amount 
being s:pen t. Or have the members of the 
group write the suggested amount on their 
charts next to the pres·ent a100unt being 
spent in each category. 

After an a100unt has been determined for all 
categories- that need changes, add the ex
penses to see if the group reached a total 
figure of $1300. 
"Now we need to add up all the categories 
and see if the Jones-es· are now spending 
$1300 or less." 
If you have not reached this figure, explain 
that more adj us anent would be needed but in 
the interest of time you will go directly 
to what the Joneses actually did. 

Then show the participants the financial 
plan the Joneses actually developed. (Chart 
2c) 
"Now, I'm going to hand out a chart that 
shows the plan the Joneses developed. By 
comparing Chart 2b in the case with Chart 2c 
you can see in what areas the Joneses 
actually cut their expenses." 
Discuss. 

"The seventh step is to set up a record
keeping system. The Joneses set up a simple 
system of record keeping using checks to 
record most of their purchases. They would 
then transfer all amounts once a week from 
their checkbook and other receipts to a 
loose leaf notebook. Turn to Money Manage
ment Chart 3. In this system, the expend
itures were subtracted once a week to keep 
track of the money they have left." 
Discussion of the notebook method of record
keeping. 

Briefly list and explain the other four 
recordkeeping methods. 

Then ask participants about any other sys
tems that they might use or know about. 
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Notes on Activities 

Record.keeping Methods 
1. Envelope method 
2. Shoe liox method 
3. Formal ledger 

method 
4. Checkbook method 
5. Other methods 

Hand out copies of Money 
Management Chart 2 a. 

Activity 

2 "s·tep e.ight is· to adjust the recordkeeping 
plan at the end of the month.. If the Jones
es· were unable to stay· within their budget, 
they would need to adjus·t their financial 
plan, which may mean cutting down on some 
expenses and spending more on others. Such 
adjustments- are inevitable and do not mean 
that the plan was not any good. As income 
and the various expenses change, adjust
ments will always be necessary. 

1 "Step nine is to develop a new plan for 
the next month. Let us assume that from 
the evaluation of the previous 100nth's 
financial plan the Joneses were able to 
adjust the plan and come up with a plan 
for the next 100n th. " 

4 

Activities for the Next Session. 

"In the next session, you will be setting 
up a financial plan for your family. So 
you are going to have some things to do 
before the next session. There are two 
things that I would like you to do for 
the next session. The first is to fill 
out a 100nthly expense sheet just like the 
Joneses did. This will mean looking through 
your records, checkbook stubs, receipts, 
etc. to determine an average monthly expend
iture for each category of spending." 

"I am going to give you a sample expend
iture sheet just like the one the Joneses 
used, but your family will need to make 
adjustments in the spending categories to 
fit your family's needs, wants, and goals." 

"The second thing I want you to do for the 
next session is to determine your monthly 
take home pay. This will be the amount 
that you actually bring home after taxes 
and all other deductions." 



Notes. on Activi,ties. 
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Acti:vi.ty 

"I would also like to remind you that all 
the. work we do in the next sess:ion can be 
kept private and that no other 111em0ers· of 
the class. need see any of your charts or 
records· that you bring in." 

3 "Does anyone have any questions about what 
you are to do for next week?" 

2 "Each financial plan will be unique for it 
is made to fulfill the needs, wants, and 
goals· of a specific family. The Jones' 
financial plan is designed specifically for 
them and would not apply to other families, 
though the steps for developing a financial 
plan are the saIDe for all families, your 
plan will differ from others." 

"A financial plan requires time every month 
to develop, check, and readjust. But when 
you weigh the benefits of achieving your 
goals against the costs of a few hours a 
nxm th, the cos ts are small in comparison." 





SHELTER: 

FOOD: 

CLOTHING: 

HOUSEHOLD 
EXPENSES: 

TRANSPORTATION: 

HEALTH: 

PERSONAL 
EXPENSES: 

INSURANCE: 

MISCELLANEOUS : 

SAVINGS: 
CREDIT CARD 
PAYMENTS: 

Money Management Chart 2a 

MONTHLY EXPENSE CATEGORIES 

Mortgage Payment (Fixed) $ 
Property tax, insurance (Fixed) $ 
Fuel (heat) - Oil (Variable) $ 
Gas & Electric (Variable) S 
Water, sewer & garbage (Fixed) $ 
Other (explain), Maintenance (Variable) $ 
Groceries - Food Only (Variable) $ 
Meals out (Variable) $ 
Jack's lunches (Variable) $ 
Normal needs (Variable) $ 
School clothes (Variable) $ 
Latmdry & dry cleaning & repair (Variable) $ 
Other (special events) (Variable) $ 
TV, Furniture (Fixed) $ 
Normal repairs (Variable) $ 
Towels, linens, etc. (Variable) $ 
Cleaning supplies (Variable) $ 
Telephone (Variable) $ 
Gas & oil (Variable) $ 
Auto repairs (Variable) $ 
Insurance, license, inspection, etc. (Fixed) $ 
Car payment (Fixed) $ 
Doctor (Variable) $ 
Dentist (Variable) $ 
Prescriptions & Drugs (Variable) $ 
Insurance (Fixed) $ 
Other (Variable) 
Self - allowance (Variable) $ 
Spouse - allowance (Variable) $ 
Children - allowance (Variable) $ 
Beauty care (Vari ab le) $ 
Recreation & Entertainment (Variable) $ 
Pets (Variable) $ 
Life Insurance (Fixed) $ 
Retirement fund (Variable) $ 
Newspapers & magazines (Variable) $ 
Church (Variable) $ 
Babysitting (Variable) $ 
Gifts (Variable) $ 
Cigarettes, alcohol (Variable) $ 
(Variable) $ 

(Fixed) $ 
TOTAL 
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Adapted from Madison Consumer Credit Counseling Service, Madison, Wisconsin. 





SHE.LTER: 

FOOD: 

CLOTHING: 

HOUSEHOLD 
EXPENSES: 

TRANSPORTATION: 

HEALTH: 

PERSONAL 
EXPENSES: 

INSURANCE: 

MIS CELLANEOus·: 

CREDIT CARD 
PAYMENTS: 

Money Management Chart 2 c 

MONTHLY . EXPENSES: A;FTER 

Mortgage Payment (}'i;xed) 
Property- tax, insurance CFixedl 
·Fuel· (heat} - · Oil (Variable) 
Gas- & Electric CVa·riaole) 
Water, sewer & garbage (Yixed) 
Other (~xplain}, Maintenance (Variable) 
Groce.ries- - Food Only (Variable) 
Meals- out (Variable) 
Jack's lunches- (Variable) 
Normal needs- (Variable) 
School clothes ('.Variable) 
Laundry & dry cleaning & repair (Variable) 
Other (special even ts) (Variable} 
TV, Furniture (Yixed) 
Normal repairs ('.Variable) 
Towels, Linens, etc. (Variable) 
Cleaning supplies (Variable) 
Telephone (Variable} 
Gas· & Oil (Variable) 
Auto repairs (Variable) 
Insurance, license, inspection, etc. (Fixed) 
Car payment (Fixed) 
Doctor (Variable) 
Dentist (Variable) 
Prescriptions & Drugs (Variable) 
Insurance (Fixed) Paid by employer 
Other (Variable) 
Self - allowance (Variable) 
Spouse - allowance (Variable) 
Children - allowance (Variable) 
Beauty care (Variable) 
Recreation & Entertainment (Variable) 
Pets (Variable) 
Life Insurance (Fixed) 
Retirement fund (Variable) 
Newspapers & magazines (Variable) 
Church (Variable) 
Babysitting (Variable) 
Gifts (Variable) 
Cigarettes, alcohol (Variable) 
(Variable) 

(Fixed) 
TOTAL 
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$ 340 
$ 
$ 50 
$ 40 
$ 15 
$ 
$ 210 
$ 20 
$ 10 
$ 20 
$ 00 
$ 10 
$ 00 
$ 110 
$ 5 
$ 
$ 10 
$ 18 
$ 30 
$ 15 
$ 25 
$ 
$ 15 
$ 10 
$ 10 
$ 
$ 
$ 20 
$ 20 
$ 
$ 5 
$ 20 
$ 10 
$ 50 
$ 00 
$ 7 
$ 15 
$ 10 
$ 20 
$ 10 
$ 30 

$ 120 
$1,300 

Adapted from Madison Consumer Credit Coun$eling Service, Madison, Wisconsin. · 





12.5 

Suggested Program Plan 

S.ection 2. Ef fe.ctive "Money Management 

Session 3 

Materials Needed: Extra Copies of the Cas·e Study. Copies of Chart 1 and 
11one.y 11anagem.en t Chart 2a, Chalkboard and Chalk. A 
calculator. Extra blank paper for figuring. 

Notes on Activities 

At the. be.ginning of each 
session, a short review 
should be given of the 
p as~t s.e s:s ion. 

1 

INTRODUCTION 

Activity 

"In the last session, we discussed the 
steps the Jones' followed to develop a 
financial plan for their family. The 
nine s·teps are listed on pages 2 and 3 
of the Case Study, ·so for review, let's 
turn to page 2 and look over the steps." 

2 Allow participants to review steps. 

DEVELOPING A FINANCIAL PLAN FOR THEIR FAMILY 

1 "In the last session, we went through all 
nine steps with the Jones' which included 
developing, checking and readjusting their 
financial plan. In this session, you will 
again be going through these steps but 
this time you are going to be developing 
a financial plan for your family. We will 
only be able to get through the first seven 
steps during this session. These are the 
steps which actually lead to the develop
ment of a financial plan while the last 
two steps are checking and readjusting 
the plan once it has been implemented." 

3 "The first, third and fourth steps you 
have already done either in a past ses
sion or for homework. In the first ses
sion, I asked you to write down your fam
ily's short, intermediate, and long term 
goals, so if you look back in your notes, 
you will be able to do the first part of 
step 1. Then you will have to determine 
how much money should be saved a month 
to achieve these goals. Keep in mind 
that some of your goals may have to be 
put off for a while." 

"You can skip step 2 which is to deter
mine your family's net worth. If you 
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Notes on Ac ti vi.ti.es 

Write the numbers- on the 
board. 

Hand out Money Manage-· 
ment Chart 2a and extra 
sheets of blank paper. 

Visit participants that 
need help and try to look 
at everyone's financial 
plan to make sure their 
plan includes their fi
nancial goals. 

Actiyity 

want to fi.gure this: out at home, I have 
net worth statement shee.ts· available for 
you. But due. to the limited ti1ne avail-· 
able, you won't have tillle to work on it 
during the sess:ion." 

"For today's (tonight's) session, I want 
you to complete steps 1, 3, 4, 5, 6, and 
7." 

"Here are blank monthly expenditure sheets 
for you to use when you are ready to deter
nrl:ne your financial plan for next month. 
(But, before filling in these sheets, I 
would advise you ·to make your reconnnended 
cuts· in pencil next to the present amotmt 
you are spending.) Then add the expenses 
to see if they equal take home pay. If 
the expenses are higher than take home 
pay, you will need to cut down again in 
certain areas. Continue to do this until 
expenditures equal take home pay. If 
anyone needs a calculator to add their 
expenditures, I have one." 

"Then, once your expenditures equal your 
take home pay, you can then fill in the 
monthly expenditure sheet. It is probable 
that you will not finish in the time alot
ted but at least you will have begtm. You 
will be working individually and you will 
have about 40 minutes to complete these 
steps. I'll be around to help anyone that 
needs assistance. But first, does anyone 
have any questions about the assignmentZ" 

5 Discussion 

40 Participants work on their family's finan
cial plan. 

RECORDKEEPING 

5 "Probably not all of you have finalized 
your financial plan for next month, but 
we need to take a few minutes before the 



Notes, on ActiyiJ:ies. 
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Acti1dty 

end of the sess~ion to decide on what type 
of recordkeeping system you are. going to 
use to keep track of and control your spend
ing. In the cas:e s-tudy, the Joneses used 
ch.eeks for the bulk of their expenditures. 
They then trans-ferred the amount recorded 
from their checkbook and other receipts 
to a notebook. On each page of the note
book, a spending category was· listed. Then 
once a week Mary subtracted the expendi
tures to determine the amollll.t of money 
remaining in each category." 

"We 'Jllen tioned other methods of recordkeep
ing in the last session. These included 
the envelope IDethod, s-hoe box method, and 
the formal ledger method. Can anyone give 
me a brief explanation of these methods?" 

Dis cuss ion. 

"You may have to try more than one of 
these methods to find the one that works 
for your family or you can set up your 
own method. It is not the method used 
that is important as long as accurate 
records are kept. So to implement your 
financial plan for next month, you must 
choose some system of recordkeeping." 

SUMMARY and CON CL US ION 

3 "In the past two sessions, we have de
fined money management, discussed the 
reasons for using it and shown a way it 
could be implemented. We used the Jones 
family as a hypothetical example of a 
family with financial problems to show 
how a financial situation could be im
proved by using money management. We 
went step by step through the develop-
ment of the Jones' financial plan so 
you could see how to develop your own 
financial plan. Then in today's (tonight's) 
session you have had an opportunity to 
develop a new financial plan for your 
family. t'm sure you ran into some prob
lems while developing your plan. Such 
problems are to be expected, especially 
the first time around. But, over time 
it will become much easier to develop, 
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Notes on ActiYi:ti.es Time ActiYi..ty 

check. and adjus·t . the plan. When you 
lea'Ve fro.in today's 0.:onigh_t' s) session, 
your job. i.s not oyer. The development 
of your financtal plan is· only the s·tart
ing point of effective. 111oney- ·management. 
To p·racttce effective 100ney- -management, 
you must check and ·readjust your plan 
periodically. Checking is· the only way 
you can 1Ila.ke sure that the plan is being 
followed and that it fits your needs·. 
If you can't stay within the spending 
lilnits set by the plan or if doing so 
creates· hardships you will need to adjust 
the plan either by moving funds between 
categories or ·even by increasing your 
income, if possible. 

"To sum up this section, I just want to 
say that the two biggest factors you 
have going for you are your desire and 
motivation to improve your financial 
situation. These are the two most im
portant assets any individual or family 
can have when developing and using a 
financial plan. 



SHELTER: 

FOOD: 

CLOTIIING: 

HOUSEHOLD 
EXPENSES: 

TRANSPORTATION: 

HEALTH: 

PERSONAL 
EXPENSES: 

INSURANCE: 

MISCELLANEOUS : 

SAVINGS: 
CREDIT CARD 
PAYMENTS: 

Money Management Chart 2a 

MONTIILY EXPENSE CATEGORIES 

Mortgage Payment (Fixed) $ 
Property tax, insurance (Fixed) $ 
Fuel (heat) - Oil (Variable) $ 
Gas & Electric (Variable) $ 
Water, sewer & garbage (Fixed) $ 
Other (explain), Maintenance (Variable) $ 
Groceries - Food Only (Variable) $ 
Meals out (Variable) $ 
Jack's lunches (Variable) $ 
Normal needs (Variable) $ 
School clothes (Variable) $ 
Laundry & dry cleaning & repair (Variable) $ 
Other (special events) (Variable) $ 
TV, Furniture (Fixed) $ 
Normal repairs (Variable) $ 
Towels, linens, etc. (Variable) $ 
Cleaning supplies (Variable) $ 
Telephone (Variable) $ 
Gas & oil (Variable) $ 
Auto repairs (Variable) $ 
Insurance, license, inspection, etc. (Fixed) $ 
Car payment (Fixed) $ 
Doctor (Variable) $ 
Dentist (Variable) $ 
Prescriptions & Drugs (Variable) $ 
Insurance (Fixed) $ 
Other (Variable) 
Self - allowance (Variable) $ 
Spouse - allowance (Variable) $ 
Children - allowance (Variable) $ 
Beauty care (Variable) $ 
Recreation & Entertainment (Variable) $ 
Pets (Variable) $ 
Life Insurance (Fixed) $ 
Retirement fund (Variable) $ 
Newspapers & magazines (Variable) $ 
Church (Variable) $ 
Babysitting (Variable) $ 
Gifts (Variable) $ 
Cigarettes, alcohol (Variable) $ 
(Variable) $ 

(Fixed) $ 
TOTAL 
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Adapted from Madison Consumer Credit Counseling Service, Madison, Wisconsin. 





EFFECTIVE CREDIT MANAGEMENT 
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OBJECTIVES: 

SECTION 3. EFFECTIVE CREDIT MANAGEMENT 

Major Objective: 

To provide consumers with a better understanding of their own attitudes 
towards credit and of ·credit itself with an eye toward helping them 
use credit in a more appropriate and beneficial manner. 

Specific Objectives: 

To provide a comprehensive definition of credit. 

To stimulate consumers to think about their attitudes toward credit and 
credit usage. 

To explore the advantages and disadvantages of using credit. 

To list and describe the various types of credit. 

To list and describe the various sources of credit. 

To explain the importance of credit records and how to establish, main
tain and improve them. 

To explain the basic consumer rights and responsibilities related to 
credit. 

Learner Competencies: 

Define credit. 

Verbalize their attitudes towards credit. 

List three advantages and three disadvantages of using credit. 

State the differences between installment and non-installment credit. 

List five different sources of credit and how they differ as to interest 
rates. 

List the five C's of credit. 

Understand how a good credit record is established and maintained. 

Verbalize their credit rights and responsibilities. 
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PROGRAM OUTLINE 

Section 3. Effective Credit Management 

A. Credit defined 

B. Attitudes toward credit 

C. Advantages and disadvantages of using credit 

1. Advantages 
a. Buy now, pay later 
b. Emergencies 
c. Etc. 

2. Disadvantages 
a. Costs 
b. Ties up future earnings 
c. Etc. 

D. Types of credit 

1. Installment credit 

2. Non-installment credit 

E. Sources of credit 

1. Banks 

2. Credit cards 

3. Credit unions 

4. Etc. 

F. Credit records 

1. Evaluating applicants 

2. Maintaining a good credit record 

G. Credit rights and responsibilities 

1. Credit rights 
a. Truth-In-Lending Act 
b. Fair Credit Billing Act 
c. Fair Credit Reporting Act 
d. Fair Debt Collections Practices Act 
e. Equal Credit Opportunity Act 

2. Credit responsibilities 



Section 3. Effective Credit Management 

A. What is Credit? 

Anytime a person obtains money or goods or is provided with a 
service without being required to make immediate payment, he is using 
credit. This is a relatively broad definition of credit and it in
cludes transactions which most people do not consider to be credit 
transactions. Under this definition, a doctor's willingness to send 
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a bill rather than demand payment before you leave his off ice is an 
example of the granting of credit. Likewise, the fact that an electric 
bill is sent once per month rather than requiring prepayment (except 
where a deposit is required) qualifies electricity billing procedures 
as an example of credit. You may use the electricity on the first of 
one month but not have to pay for that service until well past the 
middle of the next month. An even more extreme example of credit 
could be simply borrowing a neighbor's lawnmower with the understanding 
that you will loan him something at a later date. 

There are two reasons for using such a broad definition of credit. 
The first is to show that credit usage is not only very connnon but that 
it is in fact essential in any economy. If the electric company charged 
us for each day's electricity use, the money handling costs involved 
would greatly increase the cost of providing electricity. In this and 
many other cases, the granting of credit is the most efficient way of 
operating. A second reason for using a broad definition of credit is 
to counteract the belief many people have that credit usage is bad and 
is to be avoided. As we have seen above, credit is necessary in our 
economy. In addition, those of us who claim we don't use credit should 
realize that there are actually many instances when we unknowingly use 
credit. In fact, we would find economic life quite unpleasant if it 
were not for credit. 

In sunnnary, we can say a number of things about credit. Credit is 
essential. Credit can be efficient. We often use credit without real
izing it. Virtually everyone in our society uses credit in many ways. 
Thus, because credit is an important, unavoidable part of the consumer's 
world, it is essential that consumers use it wisely. 

B. Personal Attitudes Toward Credit 

Before people can fully understand credit, they should explore 
their own feelings about credit. In this way they can begin to come 
to grips with how credit can be used to their advantage in light of 
their own values, attitudes, and goals. Below are listed some atti
tudes people may have toward credit. As a group leader, you may want 
to describe these to your audience and then lead a discussion of how 
each of the audience members feels about credit. 

1. Credit is bad. Even those people who use credit extensively 
may harbor feelings that credit usage is bad. This feeling 
is a result of our heritage which values thrift and living 
within one's means. The problem with this attitude can be 
two-fold. First, when people have this attitude they may 
be unwilling or uncomfortable to think rationally about 
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credit because it is a taboo subject. This can be partic
ularly harmful when credit is being used and is causing 
problems. These people may be hesitant to face the prob
lem. Second, there are times when using credit is a wise 
thing to do. Those who avoid the use of credit may fail 
to take advantage of some of the benefits credit can pro
vide. Credit, like all tools, can be used wisely or un
wisely. The key is to know the difference. 

2. Credit should never be used for luxuries or necessities. 
This attitude is often used as a rule of thumb which helps 
prevent overuse or unwise use of credit. This can be good, 
but strict adherence to this rule may prevent the use of 
credit in a positive way even when luxuries or necessities 
are involved. 

3. Credit is a way of life; the more you use it the better off 
you are. This attitude is a bit extreme, but many people 
feel that credit is simply a way of getting something now 
without waiting to save enough to buy it. The extreme case 
is exemplified by the slogan, "The best way to die is in 
debt." 

4. Credit is good. If it wasn't, there wouldn't be so much of 
it around. You don't have to worry about getting too far 
into debt either because credit granters check into your 
financial affairs and will cut off your credit before you 
become over-extended. These attitudes can lead to the 
over-use of credit and excessive indebtedness. 

5. Credit is fine ' if used properly. The decision to use credit 
should take into consideration all the costs, benefits, 
possible problems, and available sources of credit. Credit 
usage should not go beyond the limitations of the household 
income or strain the financial plan. This balanced, realis
tic attitude recognizes that there are good reasons for us
ing credit. 

C. Advantages of Using Credit 

Credit is neither an evil to be totally scorned nor is it always 
good. Like anything else the use of credit has its advantages and 
disadvantages. Listed below are some of the advantages of using credit. 

1. It permits us to use a product while it is being paid for 
without having to wait until enough money is saved. An 
example could be the purchase of an air conditioner on 
credit in July. If you waited until enough money was saved 
to buy the air conditioner without cr·edit, you would no 
longer need its services. 



2. It can help meet financial emergencies. Many times situ
ations arise in which there is a pressing need to make a 
purchase but insufficient funds to do so. These can be 
health, automobile, clothing, employment, or household 
emergencies. Credit can be a very helpful tool in such 
cases. 

3. It can be used to level out "peaks" and "valleys" in 
income and expenses. Rarely does a family's income 
and expenses remain level over time. Often, periods 
of low income coincide with periods of high expenses. 
In such times, credit can be a useful way of deferring 
expenses until they can be more easily managed. This 
pattern can be seen in the tendency of younger married 
couples with small children to be experiencing high 
expenses when their incomes are relatively low. It 
is not a mere coincidence that couples at that stage 
of life are heavy users of credit. 

4. It serves to allow debt consolidation. Although not 
usually recommended, it is often times beneficial to 
consolidate many small but unmanageable debts into one 
large but manageable debt. However, many people use 
the debt consolidation loan to pay on a debt which is 
overdue or a charge account which has reached its 
debt limit. Then they can again charge purchases on 
the account. Such a pattern can defeat the whole pur
pose of debt consolidation and leads to more serious 
difficulties. 

5. It can act as a form of forced savings. Some people find 
it very difficult to save money even for a much desired 
purchase. They simply cannot put aside the required 
amount of money each month. Credit can be used as a type 
of forced savings in which the required payments force 
them to allocate the funds necessary to pay for the de
sired purchase. However, it must be realized that us-
ing credit in this way has two costs; the interest charged 
for the credit and the interest lost on the savings. 

6. It can allow us to take advantage of sales and special 
offers. Often a product or service will go on sale when 
you are least able to afford it. Credit can allow you 
to buy at the temporarily low price, thereby resulting 
in a savings. Two cautions should be made here, how
ever. First, the product should be one that you would 
be purchasing regardless of the sale. A bargain is no 
bargain if you really don't need the product. Second, 
you must ensure that the cost of the credit is less than 
the savings obtained. Otherwise, you end up spending 
more than you would have, had the product been purchased 
at its regular price. 

137 
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7. It helps manage .cash flow. Many people are paid irregularly 
or in widely fluctuating amounts. The use of c.redit , especi
ally credit cards, can help them even out their cash flow and 
thereby make money management easier. 

8. It can make recordkeeping more convenient. Many business 
people use credit cards partially because they are provided 
with a receipt for the purchases and a detailed statement 
of expenditures each month. In this way they can keep 
detailed, verifiable records for tax and expense account pur- . 
poses. Consumers can also do this but they should balance 
any service charges or interest costs against the record
keeping benefits obtained. 

9. It acts as a hedge against inflation. High rates of infla
tion work to the advantage of a debtor and to the disadvantage 
of a creditor. If you borrow at 10% and inflation is running 
at 10%, the net interest cost is zero. If your income keeps 
up with inflation, this logic works best. Even so, paying 
back today's loan with tomorrow's eroded dollars can be a 
motivation for using credit. 

D. Disadvantages of Using Credit 

The advantages of credit which are 
of a sound argument for using credit. 
two sides to consider. The other more 
is outlined below in the disadvantages 

listed above can form the basis 
But, like any issue, there are 
negative side of credit usage 
of using credit. 

1. Its costs. The use of credit always results in some costs. 
Even when borrowing from relatives, which can be free in 
terms of interest, there may be costs in terms of intra
family stress. The costs of credit usage fall into three 
categories. The first includes the obvious interest costs. 
The second includes less obvious financing costs. The third 
category includes the often overlooked opportunity costs. 

a. Interest is the amount the lender charges for the use 
of his money. Interest rates (stated in terms of true 
annual percentage rate) can range from a low of around 
5% to a high of over 50%, depending on who is doing the 
lending. 

b. Many people fail to consider other charges which are 
often made for the use of credit. These can include 
charges for credit reports, credit life insurance, 
credit card membership fees, and even the postage 
used to mail the payments. These costs, while less 
than interest charges, still add up to a significant 
amount and would not enter the picture if credit were 
not used. 



c. The concept of opportunity costs is somewhat subtle. 
Opportunity costs are difficult to understand because 
they do not represent out-of-pocket outlays. Instead 
they result because using credit in one time period 
limits a person's opportunities in a later period. 
An extreme example would occur if a person had used 
his Sears charge card to the point of reaching his 
credit limit. Since he must make payments to reduce 
the large outstanding debt, he is unable to use 
credit to take advantage of a sale at Sears. Thus, 
his opportunities have been limited. 

2. It encourages impulse buying. The general availability of cred
it and credit cards makes it very easy for people to purchase 
goods and services on impulse. Little thought need be given 
to whether or not the buyer is able to afford his purchase. 
This impulsiveness is encouraged by advertising and can lead to 
excessive debt. 

In addition to causing excessive debt, the impulsive use 
of credit can be a cause of unwise purchases. Often consumers 
fail to take the time to carefully decide whether they really 
need the product, let alone whether they should be using credit 
to buy it. Even when the product is needed, the impulsive use 
of credit prevents adequate comparison between various makes 
and models, and stands in the way of searching for the "best 
buy." 

3. It ties up future earnings. When a person uses credit, he is 
in effect spending income he has not yet earned. Thus, when 
that income is earned, the debtor will have no discretion as 
to what he can do with it. He will have given up the right to 
control how this future income can be spent. 

The lack of freedom which results from using credit can 
be seen clearly when it is remembered that it takes time to 
generate earnings. When a person takes on a debt, he pledges 
to spend whatever time is necessary to earn the income to 
pay off the debt. His time is no longer his own. 

4. It can be habit forming. Often there is a sense of freedom 
and power associated with the use of credit and especially 
credit cards. By granting you credit, a seller is saying 
that he trusts you, respects you, and desires your patron
age. This results in good feelings which you are likely 
to want to have continue. These good feelings act as posi
tive reinforcement and can lead to the habitual use of 
credit. 

5. The amount of credit a person can obtain is not infinite. 
In an earlier section it was mentioned that credit can be 
useful in emergency situations. This is true, but many 
people overuse credit to the point where they can no longer 
get more. At that point they forfeit their ability to use 
credit in an emergency. 
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E. Types of Consumer Credit 

Basically there are two types of consumer credit; installment and non
installment credit. These two types differ in terms of the manner in which 
the debt is repaid. There are, however, a number of different types which 
although they fall into either the installment or non-installment cate-
gory will be handled separately. This is because they are unique in terms 
of the way they are granted, their uses, and/or their payback methods. 

1. Installment credit. The key feature which differentiates in
stallment credit from the other types is the fact that install
ment credit is repaid at a fixed amount each month (or other 
period) until the debt is paid. These equal or near equal per
iodic payments are called installments. In addition, each 
issuance of installment credit represents a separate contract 
and requires a separate application. 

Installment credit can be used to borrow money (which is 
then used to buy goods and services) or to buy goods directly 
by promising to repay the seller over the agreed-upon time 
period. Examples of installment credit include auto loans, 
personal loans and home improvement loans. 

2. Non-installment credit does not involve a series of fixed pay
ments. Instead, the borrower either repays the loan in one 
payment or can decide on the amount to be repaid each period 
and on how long to take to repay the debt. Non-installment 
c.redit can be broken into several sub-categories. 

a. Single-payment loans are simply loans in which the 
borrower agrees to repay the entire debt plus inter
est at the end of six months, one year, or some other 
period of time. 

b. Charge accounts are a service offered by retailers and 
other sellers. Under a regular charge account, a cus
tomer is allowed to pay for _purchases within thirty 
days. Usually there is little or no charge for this 
service. 

A revolving charge account is a variation of the 
regular charge account which offers the buyer two 
choices. He may pay the debt within thirty days with
out being charged interest or he may take longer to 
pay but will then be required to pay interest on the 
debt (usually 1 or 1 1/2 percent -on the unpaid balance). 
Once a revolving account is established, the consumer 
need not reapply for credit. He simply asks that a 
purchase be placed on his account or, more frequently, 
presents a credit card which has .been issued by the 
seller. 

c. Credit cards provide a form of credit which is very 
similar to a revolving charge account. In fact, 
credit cards issued by retailers serve the same purpose 



as a revolving charge account. Credit cards are al
so issued by banks (VISA and Master Charge) and by 
other organizations (Diner's Club and American Ex
press, etc.). 

With a credit card, a consumer is allowed to charge 
purchases and receive cash advances up to some agreed
upon limit. Each month he will receive a statement 
which lists his charges and payments during the period 
and the amount of debt outstanding. He may make any 
payment he wishes (subject to some minimum, usually 
$10) up to the total amount owed. He can continue to 
use the card as long as the total owed remains below 
the established limit. 

3. Special forms of credit. The following types of credit are 
unique in some aspect from the usual examples of installment 
and non-installment credit. 

a. Service credit is used when paying utility bills. Al
though you use electricity daily, you are not required 
to make payment until up to a month or two later. Ser
vice credit is a form of non-installment, single pay
ment credit. This credit is usually interest-free as 
long as the customer pays by a specified date. 

b. Checking account overdraft protection is another form 
of credit. Under this plan, the bank agrees to honor 
your checks even if there are insufficient funds in 
your account to cover them. In effect, they are loan
ing you the money needed to make the check good. This 
type of service is usually not free and interest is 
charged on the amount loaned. 

c. Electronic Funds Transfer (EFT) systems are another form 
of credit. At many banks the customer's money is 
deposited in a savings account. When checks are written 
(actually they are overdrafts) the funds are automatic
ally transferred from the savings account to the check
ing account. In this way the customer earns a small 
amount of interest on the savings less any special 
charges for the EFT service. 

F. Sources of Credit 

Consumers are fortunate that there are many different sources of 
credit. This variety allows them to shop around for the credit terms 
which best fit their needs and financial situation. This section 
provides a listing of the major sources of consumer credit along with 
the limitations, costs, and most conunon uses of each. (Also see 
Chart 1 provided in the program plan for Section 3 - Effective Credit 
Management.) 

The importance of shopping around for credit should be stressed. 
Substantial savings can be realized by choosing a loan which combines 
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the most appropriate combination of the annual percentage rate (APR) 
and other credit terms. For example, a loan of $1,000 to be repaid 
in equal installments over a period of one year could cost $54.16 
from a credit union (APR - 10%) and $130.00 from a small loan company 
(APR - 24%). These differences can be even greater for larger loans 
from other sources with different payback plans. 

1. Retail stores provide credit as a service to their customers 
and as a way of increasing sales. Last year, J. C. Penney, 
Inc. reported that 42% of their total sales volume was credit 
sales. Both installment and non-installment credit plans are 
sometimes offered although revolving charge accounts are most 
common. 

a. Retail stores usually do not lend money directly to 
consumers. Instead they provide credit for use in 
purchasing merchandise the store sells. Usually the 
amount of credit which a consumer is granted is 
small. 

b. Retail stores usually charge an interest rate of from 
1 to 1 1/2 percent per month on the unpaid balance 
after 30 days. This equates to an annual percentage 
rate (APR) of 12 and 18 percent respectively. It is 
possible for the store to make a higher rate of return 
on the credit than they do on the product itself. 

c. Retail credit can be very useful when an emergency 
purchase is necessary or to take advantage of a sale. 
Many people use a retail charge account because it is 
more convenient than carrying money. This convenience 
is not offset by any costs if the consumer pays for 
the charged goods within 30 days, thereby avoiding the 
interest charges. 

2. Commercial banks are a very commonly used source of consumer 
credit. Most of their loans fall under the category of in
stallment credit although the development of bank credit cards 
has increased their importance as granters of non-installment 
credit. In fact, fifty million Americans are currently hold
ers of VISA cards. 

a. Banks are usually willing to loan fairly large amounts 
of money to those who meet their personal qualifications 
and represent an acceptable level of risk. 

b. Annual percentage rates can vary from 1.0 to 20 percent, 
depending on the type of loan being requested, and 
location and economic conditions. 

c. Banks provide a convenient source of credit for the 
purposes of obtaining relatively large amounts of 



money. They are often used to obtain funds for buying 
cars, boats, making home improvements, and other "big 
ticket" items. Banks are also a possible source of 
mortgage funds for home buying. 

3. Travel and Entertainment Credit. As mentioned above, banks 
and retailers of ten issue credit cards in conjunction with 
their granting of revolving charge accounts. A third type 
of credit card is the travel and entertainment card. The 
main examples are Diner's Club, American Express and Carte 
Blanche. 

a. Issuers of these cards are highly selective as to 
whom they will grant credit. They not only want 
to insure the credit worthiness of the card holder, 
but they also want to make sure that the person is 
in a position to use the card extensively. 

b. Ideally, there is no interest charged by these 
lenders. They require that the entire balance be 
paid in full each month. If it is not, the account 
is declared in arrears and interest is charged. But 
this will not be allowed to continue for long. They 
also charge an annual membership fee of $30 or more. 

c. Travel and entertainment cards are accepted almost 
everywhere, including internationally. 

4. Savings and loan associations were originally intended primari
ly as a source of mortgage funds. As time has passed, how
ever, they have been willing to make loans for other pur
poses. 

a. Savings and loans are cooperative associations which 
use the savings of members to make loans to other 
members. A limitation of savings and loan associations 
is that they do not provide as complete a range of ser
vices as do commercial banks. 

b. The interest rates charged by savings and loan associ
tions are similar to those charged by banks and range 
from 10 to 20 percent (APR). 

5. Credit unions provide loans to their members only. However, 
most people are eligible to join a credit union through their 
job, church, social organization or community group. 

a. Credit unions are usually limited in the amounts 
that they can lend. They tend to provide install
ment loans only. However, these limitations are 
not as common as they once were and some credit 
unions have even begun to approve mortgage loans. 
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b. Credit unions charge comparatively low interest rat.es. 
Annual percentage rates of 10 - 12 percent are connnon. 

c. Credit union loans are available for most purposes 
as long as the amount desired is not great. An ad
vantage to many credit union loans is that they can 
be repaid through payroll deductions. 

6. Consumer finance companies, often called small loan companies, 
are controlled by state laws. Therefore, the services they 
provide and fees and interest they charge will vary from state 
to state. Some general statements can be made, however. 

a. Small loan companies usually have a low ceiling on the 
amount they can loan, such as $2,500 or $5~000. How
ever, they tend to grant loans to higher risk borrowers. 
In addition, like banks, they often charge interest 
penalties for early repayment. These penalties are 
figured according to the Rule of 78's. This Rule uses 
a complex formula which insures that most of the inter
est charges are paid by the first few payments. When 
an early repayment is made the "excess" interest which 
had already been paid is not refunded. 

b. The interest rates charged by these lenders are usually 
high. Annual percentage rates of 24 to 36 percent are 
typical, and they range from 16 to 48 percent. 

c. Small loan companies often provide loans for personal 
or household uses and for the purchase of automobiles. 
A large percentage of their loans are used for debt 
consolidation purposes. As their frequent advertising 
states, they will provide loans for any worthwhile 
purpose. They can have harsh debt collection practices. 

7. Sales finance companies do their lending through retailers who 
are unwilling or unable to provide credit themselves. The credit 
is granted for the purchase of a specific product and the ar
rangements are usually made by the seller. The primary bene-
fit provided by this credit source is convenience. 

a. Sales finance companies do not lend cash. They finance 
purchases and the item purchased serves as the collater
al on the loan. 

b. Interest rates charged by these credit sources are fairly 
high, falling between the rates charged by banks and 
those charged by small loan companies. Most consumers 
should be able to obtain better rates from some other 
source of credit. 

c. Automobiles constitute the bulk of the purchases financed 
by sales finance companies. Higher risk customers who 



cannot obtain credit elsewhere are of ten able to obtain 
credit through these companies. 

8. Life insurance companies will lend money at low rates to 
holders of permanent life insurance. 

a. The amount of the loan is limited by the cash value 
which has built up under the borrower's policy. In 
addition, the face amount of the policy is reduced 
by the amount of the loan which is outstanding should 
the policyholder die. 

b. The interest rates charged tend to be very low. 
Annual percentage rates of 5 to 7 percent are com
mon on already established policies. 

c. Life insurance loans can be used for any purpose. 
There is no specific payback arrangement and inter
est is charged only for the period the money is 
borrowed. 

9. Pawnbrokers provide loans in amounts based on the value of the 
item pawned. This value is set by the pawnbroker and tends to 
be low. 

a. Usually, when collateral is required for a loan, 
the borrower may keep the collateral in his pos
session. This is not the case for pawnbroker 
loans. The pawnbroker takes physical possession 
of the pawned items and may sell them if the loan 
is not repaid within a specified period of time. 

b. Pawnbrokers charge extremely high interest rates. 
Annual percentage rates of from 24 to 48 percent 
are typical. 

c. Pawnbrokers' loans can be used for any purpose. 
Pawnbrokers will loan to anybody and a high per
centage of the loans are never repaid. They re
cover their losses by selling the pawned items. 

G. Credit Records 
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Whenever anyone applies for credit, they will be judged as to their 
credit worthiness. The lender will want to assess the borrower's credit 
history (if any) and their current financial condition in order to de
termine the prospects for repayment. Consumers should understand the 
factors upon which they are being judged and how they can establish 
and maintain a good credit record. This section will help provide such 
an understanding. 
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1. The Five C's of Credit. Lenders look at 
ciding whether to grant someone credit. 
importance of each criterion will depend 
each case, but each has a bearing on the 

several criteria when de
The relative strength or 
on the circumstances of 
decision to grant credit. 

a. "Character" relates to the applicant's basic honesty and 
reliability and the importance he attaches to repaying 
his debts. 

b. "Capacity" reflects a borrower's ability to repay the debt 
out of current earnings. The focus is on the amount and 
reliability of the applicant's income. The amount of 
debt which the applicant currently owes is also considered 
to determine if they have already reached or exceeded 
their debt capacity. 

c. "Capital" measures a person's net worth to determine if 
they have accumulated enough things of value to support 
their debts. 

d. "Collateral" refers to the item or items which could be 
used as security for the debt. 

e. "Conditions" refers to the general economic conditions. 
During a recession or a period of tight money, a lender 
may be unable to make the same type and magnitude of 
loans that he would during better economic times. 

2. Evaluating a person's creditworthiness can be a difficult task 
because many of the decision factors are subjective in nature. 
In order to make the process more objective, many lenders have 
developed a point system for use in evaluating applicants. 
Applicants are given a total poi.nt score based on how many 
points they receive on several categories which indicate low 
credit risk. These categories can include occupation, time 
at present address, income and credit references. The specif
ic categories and the maximum number of points which can be 
gained from each varies from system to system. 

After an applicant's point total has been calculated, it is 
compared with some established guidelines for granting credit. 
If the individual's total exceeds the level established for the 
automatic granting of credit, his application is approved. If 
his total is lower than some minimum, his application is denied. 
Those applicants whose point total falls between the level re
quired for automatic acceptance and the minimum required are 
given further consideration, possibly based on criteria not 
measured by the point system. 

3. Establishing and maintaining a good credit record. Lenders re
quire that credit applicants provide them with information about 
where they live and work, their income, their credit references 
and personal information. However, they don't rely solely on 



information provided by the applicant. They can also ask for 
a credit report on the applicant from the local credit bureau. 

These credit bureaus serve as clearinghouses for credit in
formation on just about everyone who has ever ..ipplied for or 
used credit. They collect information from various sources and 
then disseminate it to lenders for a fee. The credit reports 
that they provide serve as the basis for a person's credit rec
ord. By using credit wisely and by ensuring that the informa
tion in the report is accurate (see Fair Credit Reporting Act 
below) a consumer can establish and maintain a high credit rat
ing and ensure his ability to obtain credit when needed. 

a. The first step in establishing a credit record is to 
use credit, even if in very small amounts. This will 
establish a credit history which will serve as the 
basis for the credit report. Local retailers and gas
oline companies will often grant credit with minimal 
credit history if the borrower's income and other fac
tors are satisfactory. People who attempt to obtain 
large loans without having established a credit his
tory will meet with little success. 

b. Once a good credit record has been established, it 
must be maintained. The key elements are not what 
should be done but what should not be done. Consumers 
must avoid late payments, repossessions, defaults, 
garnishments, and other credit problems. 

H. Credit Rights and Responsibilities 

Since the late 1960's, several laws have been passed which were 
designed to protect consumers in their dealings with creditors. Each 
of these laws confers some rights on consumers. However, there are 
also some responsibilities which go along with the rights. This sec
tion will discuss each of the new laws and include a discussion of 
consumers' responsibilities in regards to credit usage. 

1. The Truth-in-Lending Act (TIL). This law, passed in 1968, 
is basically a disclosure law. It requires that lenders pro
vide credit applicants with specific information on the cost 
of the credit to be granted. In addition, the law regulates 
how credit terms (interest rates, finance charges, etc.) may 
be advertised and it sets limits and conditions on wage 
garnishments. Major provisions of the law are:* 
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*Much of the TIL discussion is taken from a booklet entitled "Truth in Lend
ing: Regulation z". The booklet goes into much more detail and contains 
amendments to the law which were effective October 28, 1975. A free copy 
may be obtained by writing to the Board of Governors of the Federal Reserve 
System. 
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a. The most important provision of the law is the require
ment that specific information must be disclosed on the 
credit contract. The disclosure statement must include 
two figures which can be very helpful when comparison 
shopping for credit. The first is the Finance Charge, 
which includes the interest plus any other required 
charges. This finance charge tells consumers exactly 
how much extra they are paying for the privilege of 
using credit. 

A second bit of information which must be disclosed 
is the interest rate stated in terms of the true Annual 
Percentage Rate (APR). There are many ways of figuring 
interest rates, but the APR is the most accurate. The 
Truth-in-Lending law requires that only the APR may be 
used on the credit contract, in advertising and in any 
communications with borrowers. The importance of the 
APR is that it provides a quick, convenient way of com
paring the relative cost of various credit alternatives. 

b. Although the finance charge and the APR are most impor
tant when comparing various credit opportunities, other 
information is disclosed under the law. Creditors must 
specifically disclose the principal of the loan, the 
down payment (if any), the amount financed, the vari
ous components of the finance charge, the amount of the 
periodic payment and the number of payments. This in
formation can also help consumers choose the credit 
alternative which best fits their needs. 

c. Amendment~ to the TIL Act also protect against unautho
rized use of a credit card. If a card is lost or stolen~ 
the maximum amount that the owner will be held responsi
ble for in charges made by another is $50. If the owner 
notifies the issuer of the loss or theft, he will only 
be responsible for those charges made before the notif i
cation and still only up to the $50 maximum. 

d. The law also prohibits card issuers from sending a credit 
card to a person who has not requested or applied for it. 

e. The TIL regulates the advertising of credit terms. If 
any feature of credit is used in an ad, all other impor
tant terms must also be included. Thus, if the advertiser 
says "Only $12 per month," they must say for how long the 
payments will continue, the amount of the down payment, 
the APR and the Finance Charge. 

f. The law also provides a three-day cancellation period 
for credit transactions which involve a second mortgage 
on a home. You have the right to cancel (in writing) 
any such credit contract within three business days. 
The lender must notify you in writing of this right to 
cancel. 



g. The TIL also regulates the use of garnishment by a 
creditor. It places limits on the amount which can 
be withheld from the borrower's pay (25% of weekly 
take-home pay or 10 times the federal minimum waget 
whichever is lower) and prohibits employers from 
using garnishment as a reason for discharging an 
employee. 

2. The Fair Credit Reporting Act (FCRA), which was passed in 1971, 
regulates the practice of credit bureaus. Below are some of the 
act's major provisions.* 

a. If you are denied credit on the basis of a credit 
report, you must be informed of the name and address 
of the credit bureau which provided the report. 

b. Upon your request, you must be allowed (within 30 days) 
to visit the credit bureau and be told of the informa
tion in your credit file. They need not show you your 
file but must tell you what is in it. If you want to 
check on your file because it has been the basis for 
a denial of credit, you do not have to pay for the 
privilege. However, if your request is simply a gen
eral request for information, you may be charged a 
small fee of from $3 to $10. 

c. You must be told who has received a copy of your 
report within the previous six months. 

d. If there is incomplete or incorrect information in 
your file, you may have the information re-investigated. 
If the information cannot be verified or is found to 
be inaccurate, it must be removed from your file. 
In addition, anyone who has received the incorrect or 
incomplete information in the past, may be notified 
(at no cost to you) of the removal of such informa
tion. 

e. In the event that you disagree with the results of a 
re-investigation, you have the right to have your 
version of the dispute (up to 100 words) placed in 
your file and included in future reports. 

f. The law also requires that your file, and reports 
about you, contain no adverse information that is 
over seven years old. The only exception is infor
mation about bankruptcies, which may be reported for 
up to 10 years. 

*For a more detailed discussion of the FCRA you may obtain a copy of "FTC 
Buyer's Guide No. 7, Fair Credit Reporting Act" 'from your local Federal 
Trade Commission off ice. 
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3. The Fair Credit Billing Act (FCBA) was passed as an amendment to 
the Truth-in-Lending Act and became effective October 28, 1975 .. 
The law regulates the billing procedures use.d· by issuers of credit 
cards and grantors of revolving charge account credit. In addi
tion, the law sets up procedures by which billing disputes are to 
be resolved. What follows is a discussion of the major provisions 
of the law.* 

a. A consumer may dispute a bi1ling error by submitting a 
written notice of the error to the creditor within 60 
days after receiving the first statement containing the 
error. 

b. Consumers may withhold payment without penalty for that 
portion of their total bill which is attributable to the 
error. If the bill turns out to be not in error, he 
will be required to pay any accrued finance charges. If 
there is an error, he will be excused from paying that 
portion of the billing which is in error, and will be 
allowed the normal repayment period when repaying the 
correct portion of the bill. 

c. Consumers must be sent a statement for any billing period 
in which their balance exceeds one dollar. The statement 
must include information as to the period in which pay
ment can be made without incurring a finance charge (must 
be at least 14 days after the date the bill is mailed), 
the method used in determining the balance owed (three 
methods are used: the previous month's balance, the 
average daily balance, and the ending balance. Of the 
three, the ending balance method is the least expensive, 
but the average daily balance is most common among major 
creditors and is the fairest to all parties involved), 
the minimum payment which is required, a statement of 
the customer's rights under the FCBA, the APR and sever
al other bits of information. (See "Truth in Lending: 
Regulation Z", page 81.) 

d. Payments must be credited on the day received, unless 
later crediting would not result in extra charges. 

e. The law allows the granting of discounts to cash customers. 
Few retailers do this, but it never hurts to ask. 

4. The Fair Debt Collection Practices Act, which was passed in 1978, 
regulates the procedures which can be used by companies who 

*This information is based on two booklets: "The Fair Credit Billing Act" 
available from the FTC and "Fair Credit Billing", available from the Board 
of Governors of the Federal Reserve System, Washington, DC 20551. An even 
more detailed outlining of the FCBA is given in the booklet "Truth in Lend
ing: Regulation Z" mentioned earlier. 



specialize in collecting debts for others. However, it regu
lates debt collection agencies only; not the creditors them
selves who may handle their own debt collection efforts. Major 
provisions of the law state that: 

a. Collectors may not impersonate police officers, 
government officials, or lawyers. They may not 
call you at unreasonable hours or at work if 
your employer objects. 

b. Collectors may not threaten or harass debtors or 
use intimidating language. 

c. Collectors must provide written notification to 
debtors within five days of their first contact 
of the amount of the debt and to whom it is 
owed. 

d. Debtors have thirty days to dispute the debt and 
if they do, the collection agency must verify 
the debt with the creditor and provide the debtor 
with a copy of the written verification. 

5. The Equal Credit Opportunity Act was passed by Congress in 
1975. Its primary thrust was to prohibit discrimination 
in the granting of credit. Listed below are several of the 
major provisions of the law and its amendments.* 

a. Before you apply for credit, a creditor cannot dis
courage you from applying for credit because of your 
sex, race, age, religion, marital status or because 
you receive public assistance. 

b. When applying for credit, a creditor must not ask 
your sex, race, national origin or religion. He 
must not ask your marital status unless you are 
opening a joint account or unless you live in a 
connnunity property state. Creditors may not ask 
about your plans for having or raising children. 
Creditors may ask if you receive alimony, child 
support or separate maintenance payment but only 
if they first state that you need not answer if 
you do not wish to have that income included as a 
basis for making the credit granting decision. 

c. Creditors may not base their decision on your sex, 
marital status, race, national origin or religion. 

*This discussion was adapted from the booklet Equal Credit Opportunity 
Act published by the Federal Trade Conunission. For a free copy, write 
the FTC at Federal Trade Conunission, Legal and Public Records, Room 130, 
Washington, DC 20580. 
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He may consider your age if you are under 18 or over 
62, but only to the extent that your age gives an 
indication that your income may soon change. 

d. When evaluating your income, a creditor may not re
fuse to consider public assistance payments or dis
count your income because of your sex or marital 
status. Creditors must consider income received 
from part-time jobs, a pension, alimony, child 
support, and separate maintenance if you elect to 
report it on the application. They may ask for 
proof that such income is actually being received. 

e. You have the right to have credit in your maiden 
name, to have a co-signer other than your spouse, 
and to keep your own accounts after marriage. You 
also have the right to be notified of the decision 
made on your application within 30 days and if 
rejected, be told within 60 days and upon your re
quest of the specific reason(s) for the rejection. 

6. Consumer rights carry with them corresponding responsibilities. 
While these responsibilities can be as specific as the many 
rights that exist, they can be grouped in several categories. 

a. Consumers have the responsibility of keeping them
selves informed as to their rights. 

b. Consumers have the responsibility of exercising their 
rights. 

c. Consumers have the responsibility of complaining when 
their rights are violated. Apathy will only encourage 
unscrupulous creditors to continue their policies. 

d. Consumers have the responsibility to search for and 
choose credit alternatives whose terms (APR, Finance 
Charge, down payment, etc.) are most appropriate to 
their needs and budget constraints. 

e. Consumers have the responsibility to use credit wisely 
and avoid the overuse of credit. 
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Suggested Program Plan 

Section 3. Effective Credit Management 

Materials Needed: Overhead projector and screen for showing transparencies 
of the outline, objectives, and charts. Or sufficient 
copies to pass out one to each participant. Chalkboard 
and chalk. 

Notes on Activities 

Before discussing the 
outline and objectives, 
pass them out to the 
group or show them as 
transparencies. Read 
and be familiar with 
the background mater
ial on credit manage
ment. 

You may want to write 
all or parts of the 
participant's defini
tions of credit on the 
board. 

Write definition on 
the board or trans
parency film. 

Regardless of how much 
or often people use it 
they will have certain 
attitudes towards credit. 
This exercise is intend
ed to provide them with 

Time 

4 

INTRODUCTION 

Activity 

Begin the session by stating briefly your 
objectives as group leader for the credit 
management section. Then go over the 
objectives and outline for this Section. 
These can be found at the beginning of 
Section 3 in the background material. 

DEFINITION OF CREDIT 

3 Credit Defined. 
"Before we can begin talking about credit 
we should make sure we have all agreed on 
what credit is. Who can define credit for 
us?" 

Discussion of various definitions of credit. 

"For our purposes we want to define credit 
very broadly. We will define credit as 
any instance in which a person obtains 
money or goods or services without being 
required to make immediate payment. When 
we define credit in this way we can see 
that credit is used very of ten and that it 
is essential to the operation of our econ
omy." 

ATTITUDES TOWARD CREDIT 

6 Discussion of attitudes toward credit. 
Begin by going over briefly some of the 
attitudes towards credit which are given 
in the background materials. Then ask 
participants what attitudes they have 
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Notes on Activities 

a chance to air and 
evaluate their atti
tudes. 

Time Activity 

concerning credit and credit usage. 

Discussion. 

End the discussion by stating that: 
"Regardless of what attitudes we have to
wards credit, we must make sure that our 
behaviors are consistent with our atti
tudes. If we realize that credit is 
just another tool that we can use to reach 
our goals then we are in a position to 
make credit decisions which take into 
account the advantages and disadvantages 
of credit." 

ADVANTAGES AND DISADVANTAGES OF USING CREDIT 

Be familiar with the 
advantages listed in 
the background mater
ial. You may want to 
write the advantages 
on one side of the 
board and put the dis
advantages on the other 
side as they are dis
cussed. 

Make sure that the 
concepts of opportunity 
cost and loss of eco
nomic freedom are inclu
ded in the disadvantages 
of credit. See back
ground material. 

5 

5 

Discussion of advantages of credit usage. 
"Let's look now at some of the advantages 
of using credit. By advantages I mean 
reasons for using credit, benefits that 
result from using credit, and other such 
positive aspects of consumer credit. I 
have several in mind but let's start by 
seeing how many advantages you can come 
up with." 

Discussion. 

Discussion of disadvantages of credit usage. 
"As with everything else, the use of credit 
has disadvantages as well as advantages. 
What are some of those disadvantages?" 

Discussion. 

2 Summary of advantages and disadvantages 
of credit use. 
"Now that we have a fairly complete list 
of the advantages and disadvantages, how 
can we answer the question: Do the advan
tages of using credit outweigh the disad
vantages?" 
After a brief discussion, the answer, 
"it all depends on the circumstances," 
should emerge. 



Notes ort Activities 

Be certain that you 
are familiar with 
Section 3, Part E 
in the background 
material. You may 
want to write the 
underlined terms on 
the board along with 
a short definition 
as you are speak-
ing. This will break 
up what would other
wise be a steady 
stream of information. 

Time 
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Activity 

"These circumstances include interest rates, 
why credit is being considered, the goals 
of the people involved, the financial status 
of the applicants, and much more." 

TYPES OF CREDIT 

5 Description and discussion of installment 
and non-installment credit. 
"Basically there are two types of credit; 
installment credit and non-installment 
credit. Installment credit is so named 
because it is repaid in a series of nearly 
equal payments or installments. Each time 
a person wants to use installment credit 
he makes a separate application and signs 
a separate contract. Installment credit 
can be used to obtain cash or to finance 
purchases." 

"Non-installment credit differs from install
ment credit in that it is not paid back in 
a series of nearly equal payments. One 
example of non-installment credit is called 
single payment credit because it is paid 
off in only one payment." 

"Charge accounts at stores are another type 
of non-installment credit. Once a charge 
account is opened credit need not be applied 
for each time the account is used. There 
are two kinds of charge accounts; regular 
charge accounts and revolving charge accounts. 
With a regular charge account a store will 
allow you to make purchases on credit. At 
the end of the month you will be billed for 
and must pay for all the items charged dur
ing the month. A revolving charge account 
is similar to the regular charge account. 
The difference lies, primarily, in the fact 
that with a revolving charge account you 
need not pay the entire amount due. You 
may pay any amount between some minimum 
and the entire amount owed. Usually there 
is a maximum that you are allowed to owe 
at any one time. Interest is charged on 
the amount owed." 

"Credit cards represent a type of non-in
stallment credit which is very similar to 
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Notes on Activities 

Pass out copies of Chart 
1 or show it as a trans
parency. 

Encourage questions and 
comments. 

Time Activity 

a revolving charge account. In fact, credit 
cards issued by retailers serve basically 
the same purpose as a revolving charge 
account. Credit cards are usually used to 
make purchases although cash advances can 
be obtained through bank and travel credit 
cards." 

To make these credit classifications more 
clear, ask the group if they can suggest 
examples of: 
A. Installment Credit 
B. Non-installment Credit 

1. Single payment credit 
2. Revolving charge accounts 
3. Credit Cards 

a. Retail 
b. Bank 
c. Travel 

SOURCES OF CREDIT 

1 

6 

Discussion of the various major sources 
of credit. 
"In addition to there being many types of 
credit, there are also many sources of 
credit. Whenever you want to use credit, 
you should attempt to borrow from the 
source of credit which best fits your 
needs and which costs the least. This 
requires that you do some shopping around 
for credit." 

"Chart 1 lists some of the major sources 
of credit, their cost and conditions, and 
other relevant information. Let's take 
a few minutes and go over the chart." 

Discuss Chart 1 emphasizing that the chart 
provides only general information and does 
not contain all the information they might 
need. Encourage questions and comments.· 

1 "Just from this brief discussion I think 
you can s~e that each credit source can 
meet different needs at different costs 
to you, the borrower. This variety allows 
you to shop around for the credit terms 
which best fit your needs and financial 
situation. Substantial savings can be 
realized if you shop around for credit. 



Notes on Activities 

Ref er to background 
material. Write the 
5 C's on the board. 

It would be helpful 
to be familiar with 
the name(s) of the 
credit reporting 
bureau(s) in your 
area. 

Time 

2 
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Activity 

A $1,000, one-year loan from a credit 
union can cost around $55. Yet the same 
loan can cost $130 from a small loan com
pany. I am sure that you could find a 
better use for the $75 difference between 
the two loans." 

CREDIT RATINGS 

Discuss the 5 C's of credit. 
"When you apply for credit the decision to 
grant credit is based on five factors which 
are sometimes called the 5 C's of credit." 
Discuss each briefly. 

1. Character 
2. Capacity 
3. Capital 
4. Collateral 
5. Conditions 

1 Evaluating credit applicants. 

3 

"More and more today credit grantors are 
using a point system to evaluate credit 
applicants. What they do is assign num
bers to various factors which they con
sider important. For example they may 
give a person 5 points for having a job, 
3 points for having $1,000 or more in a 
savings account, and etc. Then they add 
up all the points and if the total is 
greater than an established minimum stan
dard, credit is granted. This point sys
tem reduces the amount of subjective judge
ment and opinion that goes into the deci
sion to grant credit." 

Credit Ratings. 
"So far we have been talking about the 
kinds of information credit grantors use 
and how they use it. Let me ask you this 
question: How do creditors get the infor
mation they use when evaluating applicants?" 

Get answers from the group. The two best 
answers are that the information comes 
from: 

1. the credit application and, 
2. from a credit report from a credit 

bureau. 

"I don't think we need to say too much about 
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Notes on Activities 

Pass out Chart 2. Be 
familiar with the 
background material. 

Chart 2 obviously does 
not contain all of the 
information about the 

Time Activity 

credit applications but credit reports are 
important because they are sometimes mis
understood. Credit reports are provided to 
creditors by a local credit bureau. These 
credit bureaus serve as sources of credit 
information on just about everyone who has 
ever applied for or used consumer credit. 
These bureaus collect information from var
ious sources including banks, stores, and 
neighbors in an effort to compile your 
credit report. The bureaus sell the re
ports to creditors for a fee." 

"You should understand that any negative 
experiences you have had with credit will 
probably be in your credit report. Thus, 
you will want to avoid late payments, 
reposessions, defaults, garnishments, and 
other problems. From a more positive 
point of view this means you will want to: 

1. Make prompt, full payments 
2. Notify creditors in advance when 

a problem occurs that will pre
vent prompt, full payment 

3. Keep creditors informed of your 
whereabouts and financial stand
ing when you are behind in your 
payments 

In this way you can minimize the amount of 
negative information which goes into your 
credit record and reports." 

CREDIT RIGHTS 

8 Recent consumer credit laws. 
"In recent years a number of laws have been 
passed which expand the rights of consumers 
in regard to credit. These laws have been 
very beneficial but if consumers do not 
know they exist and do not stand up for the 
rights which they have, the laws will not 
be nearly as effective as they could be." 

"The chart which I have just passed out 
lists some of the provisions of the major 
consumer credit laws which have been passed 
in recent years. Let's go over the chart." 

Discussion of Chart 2. 



Notes on Activities 

various laws. Expand 
and clarify the dis
cussion using inf or
ma tion from the back
ground material. 

Group members will prob
ably provide specific 
responsibilities. The 
responsibilities given 
in the background mater
ial are more general in 
nature. 

Make sure all of the 
general responsibilities 
are covered in the dis
cuss ion. 

While these materials 
provide only one session 
on credit, a large num
ber of questions might 
indicate the need for 
another session on one 
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Time Activity 

CREDIT RESPONSIBILITIES 

5 "Just like any other rights, credit rights 
carry with them certain responsibilities. 
These responsibilities help ensure that 
the rights are respected and honored. Let's 
take a few minutes to discuss some consumer 
responsibilities related to credit usage 
and the laws we have discussed. Who can 
give us one responsibility consumers have 
when using credit?" 

Discussion. 

SUMMARY AND CONCLUSION 

3 "During this session on credit we have 
covered quite a bit of information. We 
defined credit, talked about our atti
tudes towards credit, and discussed the 
advantages and disadvantages of using 
credit. Then we discussed some more fac
tually based topics such as the sources 
of credit and various credit laws. Are 
there any questions about what we have 
talked about?" 

Answer questions asked by participants. 
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Notes on Activities 

or more topics related 
to credit. 

Time Activity 

"If there were three things I would stress 
about the use of credit they would be the 
following: 

1. Credit, while often very useful, 
carries with it considerable 
costs of which interest is only 
one example. 

2. Consumers should be very careful 
to search for the most appro
priate credit terms and sources 
and to always consider the altern
ative of not using credit. 

3. Consumers have benefitted in re
cent years from a number of laws 
which have been passed which iden
tify and expand their rights in 
regard to credit usage. These 
rights are uselsss however unless 
consumers take the responsibility 
for making sure they are respected." 
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EFFECTIVE CREDIT MANAGEMENT - CHART 1 

SOURCES OF CONSUMER CREDIT 

Connnon 
Credit 
Sources 

Banks
Installment 
Loans 

Credit 
Cards -
Bank and 
Retail 

Degree 
of 

Selectivity 

Medium to 
highly 
selective 

Medium 

Retail Low to medium. 
Stores- They encourage 
Installment credit usage. 
Credit 

Credit 
Unions 

Consumer 
Finance 

Medium although 
you must be a 
member. 

Low to medium. 
Will loan to 

Companies those who may not 
(HFC, etc.) be able to borrow 

Life 
Insurance 

I 

Companies 

Sales 
Finance 
Companies 
(GMAC, etc.) 

Pawn 
Brokers 

elsewhere. 

Not applicable. 
Will only loan to 
owners of cash 
value insurance 
policies. 

Medium to low. 
Consumers do not 
borrow directly 
but through 
retailers. 

Low. 

Interest 
Rates 
(APR) 

10% 
to 

20% 

Connnon 
Requirements 
and Conditions 

Collateral and 
established 
accounts are 
often required. 

Common 
Uses 

Auto loans. 
Home improve
ment loans. 
Personal loans. 

1 1/2 Similar to a To buy merchan-
per revolving charge dise from honor-
month. account. Usually ing retailers. 
18% per a credit limit is For cash advan-
year. established. ces. 

18% to The purchased 
item serves as To buy more ex

pensive items 
such as furni
ture and appli-

24%. the collateral. 

~,, ("t~Q A 

10% to They of ten use a 
12% is payroll deduc
connnon. tion as a means 

Auto loans. 
Vacations. 
Home improve
ments. 

16% to 
48% 

5% to 
7%. 

14% to 
32%. 

24% to 
48%. 

of repayment. 
Personal loans. 

Vacations. Per
sonal needs. the maximum which 
Debt consolidacan be loaned. 

Laws limit 

tion. Retail Penal ties for 
earlv reoavment. purchases. 

Payback plan is 
very flexible. 
The loan reduces 
the amount of 
coverage. 

The item pur-
chased serves as 
collateral for 
the loan. 

An item of value 
must be left as 
collateral and 
may be sold if 
not repaid. 

Will loan money 
for any purpose. 

To loan money to 
finance purchases 
from affiliated 
retailers. 

Emergencies. 
Lender of last 
resort. 
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THE EXTERNAL MONEY WORLD 

THE MARKETPLACE 
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OBJECTIVES: 

SECTION 4. THE EXTERNAL MONEY WORLD - THE MARKETPLACE 

Major Objective: 

To acquaint consumers with the nature of the conflicting goals of buyers 
and sellers and provide information that will help consumers obtain a 
more satisfactory resolution of the buyer-seller conflict. 

Specific Objectives: 

To specify the nature and consequences of the conflicting goals of buyers 
and sellers. 

To describe why consumers are of ten at a disadvantage when attempting to 
resolve the conflicts in their favor. 

To describe the impact of advertising on the resolution of the buyer
seller conflict. 

To define the major problems consumers face when attempting to obtain 
satisfaction in the marketplace. 

To instill a sense of consumer responsibility for solving consumer 
problems. 

To provide consumers with information on how to go about obtaining redress 
in the marketplace. 

Learner Competencies: 

Specify the goals of sellers and the goals of consumers and how they some
times conflict. 

Specify why consumers are often at a disadvantage in the marketplace. 

Specify techniques used by advertisers and how these can be resisted. 

Specify the six broad categories of consumer problems. 

Understand that consumers have responsibilities as well as rights. 

Know the four basic paths to follow when seeking redress in the market
place. 
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PROGRAM OUTLINE 

Section 4. The External Money World - The Marketplace 

A. The buyer-seller conflict 

1. The seller's goals 

2. The buyer's goals 

B. Consumers are at a disadvantage. Why? 

c. The impact of advertising 

1. Purposes of advertising 

2. The effect of advertising on life-styles, values and goals 

D. Consumer problems 

1. Fraud 

2. Inequities 

3. Overwhelmingness 

4. Helplessness 

5. Ignorance 

6. Apathy 

E. Solving consumer problems 

1. Consumer responsibilities 

2. By seeking redress 
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Section 4. The External Money World - The Marketplace 

A. The Buyer-Seller Conflict 

1. The seller's goals are to make a profit and stay in business. In 
order to reach these goals most sellers try to satisfy their customers. 

a. Sellers generally wish to charge the highest possible 
prices. This is not to say that they are free to do 
so. Competition and buyers' resistance serve to re
strict the freedom of sellers to set high prices. 
Nonetheless, given an opportunity, a seller will 
charge the price which will maximize his profits. 

b. The level of value and service that sellers provide 
is limited by their concern for profits. Sellers 
do not wish to give up any more value and provide 
any more service than that which is considered fair 
in terms of the price being charged. Again, how
ever, these desires too are offset by competition 
and consumer resistance. 

c. Sellers do not adhere to these values out of any 
desire to victimize consumers. These desires are 
the natural outcomes of the very reason for going 
into business: to make a profit. 

Thus, sellers simply want to stay in business 
and maximize the return on their investment. In 
our economic system we recognize that the desire 
for profit can have a beneficial effect on ef f i
ciency and productivity. We condone such desires 
while at the same time we try to limit the extent 
to which sellers can maximize profits. Consumers 
play a key role in this limitation effort. 

2. The consumer's goal is to obtain maximum satisfaction at low prices. 

a. The goals of consumers are basically the opposite 
of those of sellers. Given a choice between 
identical products, a consumer will pick the one 
which is least expensive. Thus one of the con
sumer's goals is to pay as low a price as possi
ble. 

b. Consumers also wish to obtain the highest possi
ble value, quality and service for their money. 
They of ten expend a good deal of effort attempt
ing to obtain these things. At first glance it 
would appear that these quality goals conflict 
with the goal of paying a low price. Careful 
thought will reveal that consumers wish to achieve 
both goals. However, they cannot because sellers 
are attempting to reach their own goals. The 
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result is some trade-off between the desire for low prices 
and the desire for high quality. 

3. When conflict arises between sellers and consumers it is the 
natural result of their opposing goals. Several consequences of 
these conflicting goals can be seen. 

a. A major consequence of the conflict is the setting of 
prices. At a low price, buyers would demand a large 
quantity of a product while sellers would want to 
supply a small quantity. At a high price, the oppo
site is true. As a result, the price tends to be set 
where the quantity supplied nearly equals the quantity 
demanded. 

b. The setting of price is very important in our economy. 
Once a price has been established, a number of other 
questions can be answered. The price level helps de
cide what, how many, where, and to whom products will 
be sold. 

c. In general, neither side is ever completely satisfied 
and both buyers and sellers accept less than total 
satisfaction. A compromise of sorts is reached but 
like many compromises, one side may have an advantage 
or be in a better position to achieve its goals. A 
purpose of this module is to help consumers increase 
their relative strength in order to maximize their 
ability to reach their goals. 

B. Consumers at a Disadvantage 

Consumers are often at a disadvantage when trying to resolve the 
buyer-seller conflict in their favor. Why? 

1. Consumers are amateurs and have had limited training in buying 
skills. Only in the last ten to fifteen years have there been 
major efforts to implement consumer education. What skills 
consumers do learn are typically either gleaned from experi
ence or from other consumers who are themselves amateurs. 

2. Sellers are professionally trained to do their job well. Often 
business people are college graduates. In addition, companies 
spend considerable effort to train their employees to be more 
effective. 

3. Buying is not a "full-time job" to most consumers. The demands 
of work and play limit the amount of time consumers can or wish 
to spend on buying efforts. 

4. Sellers devote full-time to the achievement of their goals. A 
salesperson at an auto dealership may talk to fifty prospective 
customers per day. It isn't long before they develop a good 



deal of expertise on how to persuade people to buy. A con
sumer, on the other hand, will probably talk to an auto
mobile salesperson only a few times over a period of several 
years. 

5. Consumers rarely communicate with more than a few sellers at 
a time. Thus, they are unable to make offers to buy which 
many sellers will see. These limited contacts make it less 
likely that they will obtain the best bargain available. 

6. Through advertising, sellers can reach large numbers of 
prospective customers. Thus, even if their offer is un
attractive to a large percentage of consumers, there will 
still be many who wish to buy what is being offered. 

7. Consumers often face a lack of information on which to base 
their buying decision. Many advertisements or product labels 
serve more to confuse and hide information than they do to 
enlighten. Product information sources such as Consumer 
Reports reach far too few consumers. 

8. Sellers have extensive information at their disposal. Through 
market research, sellers are able to determine how to best 
design their sales efforts. 

9. Consumer concerns are often transient in nature. Many prod
ucts are bought infrequently. Many consumer problems occur 
infrequently to any one consumer. This rarity and short dura
tion of consumer problems and purchase efforts results in 
little opportunity or incentive to improve buying skills. 

10. The sheer size of many businesses gives them an advantage. 
Consumers of ten feel intimidated and powerless when having 
to deal with a large bureaucracy. Further, it is often diffi
cult to get a complaint through to the appropriate person 
within a large organization. On a more national scale, there 
are those who would argue that the size of many large corpora
tions gives them undue power in the marketplace. These large 
corporations are in a position to exert control over prices 
and to control the quality of product and services. They are 
also able to wield considerable political influence, thus 
affecting consumer protection legislation. 

11. Consumers have human fears, weaknesses, and desires which can 
be exploited by sellers. Desires for social approval, recogni
tion, and love often are exploited by sellers, especially in 
advertising. Products such as cosmetics, life insurance, fu
nerals, and cleaning products are often sold on the basis of 
emotional rather than rational appeals. 
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C. The Impact of Advertising 

Advertising is one of the most effective tools used by sellers for 
achieving a resolution of the buyer-seller conflict which is favorable 
to their goals and interests. The issue of whether advertising helps 
or harms consumers is very complex. Examples of positive and negative 
aspects of advertising can be used to support arguments on both sides 
of the issue. The truth lies somewhere in the middle with advertising 
having both a positive and a negative impact. Consumers must learn to 
use what is positive, avoid what is negative, and discriminate between 
the two. 

1. Sellers use advertising for several purposes which can have 
both positive and negative aspects when viewed from the con
sumer point of view. Chart 1 lists several such purposes 
and their impact on consumer well-being. 

2. The effect of advertising on life styles, values, and goals. 
Advertising has become a powerful, persuasive force in our 
society. Its influence has spread beyond the ~conomic sphere 
to include social and psychological aspects as well. This 
expansion in the influence of advertising has been especially 
aided by television and is the natural result of sellers' 
attempts to promote consumption as a basic fiber in the fabric 
of life. 

a. The so-called "good life" is a recurring theme of ad
vertising. Slogans used to sell many products imply 
that only the "be.st" will do, that we deserve luxury 
and abund'ance, and that high levels of consumption are 
the key to happiness. Even when consumers fail to 
accept the value of the product being advertised, they 
of ten accept the underlying theme that consumption is 
the means to a satisfying life. 

b. Many ads emphasize the purchase and use of products as 
the means through which problems are "solved." These 
ads begin by describing a problem. They then show how 
the product solves the problem. The extensive use of 
this technique of ten leads to a stimulus-response type 
of reaction such that when a problem occurs, consumers 
think of spending money, buying a product, or taking 
a pill in an effort to reach a solution. 

c. Advertising often tends to present a distorted view 
of the make-up of the population. Actors in ads tend 
to be young, affluent, attractive, and friendly. Thus, 
feelings of frustration, inadequacy, and inferiority 
can be induced in those people who in some way don't 
fit the advertising model. 

d. Because advertising is a human endeavor, its content 
will reflect values and attitudes and goals. There 

(Text continues on page 175.) 
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Chart 1: Uses of Advertising and Positive and Negative Aspects of Each 

Positive 

a. Sellers use advertising to inform. 

Consumers need product information 
and advertising can help provide it. 
Such information as price, product 
features, product uses, etc. are 
often provided by ads. 

Negative 

Information which is false, mis
leading or incomplete can of ten 
be found in advertising. A par
ticular problem exists with ir
relevant product information which 
serves only to add to the confu
sion. 

b. Sellers use advertising to lower marketing costs and increase sales. 

Of ten, advertising is less expensive 
than other selling techniques. If 
this is so and the lower costs are 
reflected in lower prices, consum
ers will benefit. Consumers can 
also benefit from increased sales 
if such increases lead to economies 
of scale which are passed on to the 
consumers. 

It can be argued that instead of 
lowering marketing costs, ad
vertising frequently raises them. 
This can occur when two sellers 
compete on the basis of advertis
ing and an escalating war erupts. 
An example which is of ten used 
is la~ndry detergents which are 
heavily advertised with little or 
no informational benefit to con
sumers who ultimately pay for the 
cost of the advertising. The 
lower cost of "private label" 
products is partially the result 
of the fact that they are not 
heavily advertised. 

c. Sellers use advertising for product differentiation. 

Advertising is often used to point 
out differences between the product 
being advertised and competing prod
ucts. This can be helpful to con
sumers if the differences are real 
and meaningful. If so, consumers are 
able to choose a product which best 
fits their needs. 

Product differentiation yields 
negative results when the dif f
erences between products are minor. 
This results in consumers paying 
for advertising which yields little 
valuable information. Further
more, to the extent that consumers 
believe false claims of product 
differences, they will be per
suaded to buy a product which may 
not fit their needs. 

d. Sellers use advertising to build brand and product image. 

Advertisers strive to associate 
their product with images of qual
ity, happiness, sophistication, 
efficiency, etc. These efforts 

Images are often difficult to 
define and objectively measure. 
They tend to be oversimplified 
generalities. A product which 
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Chart 1 (Continued) 

Positive 

yield little benefit to con
sumers unless the image evoked 
is accurate. Then consumers 
are able to rely on that image 
when making purchase decisions. 

Negative 

has an image of efficiency will 
not be equally efficient for all 
uses. Consumers who rely on brand 
images are likely to base purchase 
decisions on insufficient inf orma
tion. Image building is harmful 
to the extent that it stands in 
the way of consumer decision mak
ing based on meaningful attributes. 

e. Sellers advertise in order to maintain product recognition. 

Of ten advertising is geared 
solely towards keeping a brand 
name in the public eye. Soft 
drink ads are a prime example 
of this. Little or no infor
mation or differentiation is 
provided by such ads. If such 
ads lower selling costs or 
keep sales at a high level, 
they may have the benefit of 
lowering prices. 

Product recognition ads are of 
little benefit to consumers. They 
serve to maintain the status quo 
and can inhibit innovation. In 
addition, their cost is passed on 
to consumers in the form of higher 
prices. 



is no question that many of the values, attitudes and 
goals inherent in advertisements are held by many con
sumers. Nonetheless, we can't overlook the fact that 
it is sellers who pay for, design and present ads. 
Thus, it is their beliefs about what society is and 
should be which are presented. Consumers must recog
nize and evaluate not only the specific appeals of 
advertising but also the more subtle themes which 
influence values and goals. 

3. Resisting advertising appeals. Many people claim that they are 
able to resist advertising appeals and influences. They often 
point out examples in which they decided against the purchase 
of a product in spite of its advertising. However, if they 
look very closely at the products which they do purchase, they 
will frequently see some subtle and some not so subtle adver
tising influences at work. Several points can be made to 
support the effectiveness of advertising and the difficulty of 
resisting its appeals. 

a. An obvious point is that if advertising wagn't effective, 
sellers wouldn't use it. Sellers know that even a simple 
ad, designed to build product recognition, can often gen
erate sales. 

b. Advertising is both persuasive and subtle. We are exposed 
to ads almost continuously and in most cases we are not 
consciously aware of them. But, because ads are subtle, 
they need not be consciously perceived in order to be 
effective. 

c. Advertisers are experts in human nature and what motivates 
people to buy. They know how to overcome buyer's resis
tance to ads, and can turn resistance into" acceptance. 
The idea that advertisers are stupid because some of their 
ads appear stupid is fallacious. They know what they are 
doing. 

4. Conunon Advertising Techniques. Taking advantage of the beneficial 
aspects of advertising and resisting its negative aspects requires 
careful thought on the part of consumers. A key factor is the 
ability to recognize various techniques used by sellers to promote 
their products and services. What follows is a brief discussion 
of some of the games advertisers play. 

a. Invalid or meaningless comparisons. Advertisers often 
claim that their product is "twice as strong as" or 
"10% larger than" something else. These are meaningless 
figures unless you know what the product is being com
pared with. Often the comparison is made against an 
older version of the same product which says nothing 
about how it compares with its competition. 
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b. The "We're concerned about you" claim. Advertisers will 
claim that they are safety conscious because they have 
provided energy-absorbing bumpers or some such feature. 
In many cases these features are legally required and 
probably would not be available if the law was not in 
effect. What these sellers are doing is saying that 
they should be corrnnended for obeying the law. Big deal! 

c. Glittering generalities. Throughout history, sellers 
have claimed that their product is "best," "easiest 
to use," "longest lasting," or some such claim. This 
"puffing" is simply their attempt to describe their 
product in a positive way. Buyers should avoid mak
ing decisions based on such vague and self-serving 
claims. 

d. Repetition. Repetition is often used to legitimize 
glittering generalities. If an advertiser claims 
often enough that their product "tastes just like the 
high-priced spread,,., eventually many people will 
believe it. 

Repetition is also used to keep a product's name 
in the consumer's mind. The "Don't squeeze the 
Charmin" slogan has been used for years as a means 
of keeping the Charmin bathroom tissue name familiar. 

e. Traditional testimonials. This technique uses a 
"typical" housewife or car owner, etc. to attest to 
the value of the advertised product. The impression 
given is that the person has used the product and 
was happy with the results. In most cases, the 
person giving the testimonial is an unknown actor 
or actress who is being paid for their services. 
Even when the person is truly someone who has used 
the product, all they are stating is their opinion. 
They are certainly not experts. 

f. Name testimonials. Little need be said about this 
technique. Advertisers take advantage of the prestige 
and/or trustworthiness of some celebrity in order to 
help sell their product. The hope is that consumers 
will rely on the testimonial rather than objectively 
evaluate the product. Consumers_ must ignore the 
recorrnnendation and evaluate the product on its own 
merits. 

g. Half-truths. Some pain relievers claim to have more 
of the pain reliever doctors recorrnnend most. That 
sounds good, but the full story is that the pain 
reliever doctors recorrnnend most is simple aspirin. 

h. The big lie. A number of products (notably Listerine 
and Geritol) have in the past been advertised so as 



to provide benefits which they simply could not 
provide. Regrettably, these instances are not 
always discovered and stopped, although the 
government has forced changes in both the Lister
ine and Geritol ads. Consumers must develop a 
healthy skepticism for advertising claims. 

i. Erroneous cause and effect. With this type of an 
appeal, an advertiser will claim use of his prod
uct will prevent a problem from occurring or will 
have a certain positive effect when in fact it 
will not. An example is a Prestone anti-freeze 
commercial which was aired in the winter ·o.f 1977-
78. The ad showed a car driver who was unable 
to start his car because he failed to install 
Prestone anti-freeze. The truth is that failing 
to use anti-freeze will not prevent a car from 
starting. 

j. Differences between the verbal and non-verbal 
messages. Desenex has recently advertised that 
"Nothing beats Desenex" in fighting athletes' 
foot. The literal truth of the verbal message 
is valid; you would be just as well off using 
nothing. The non-verbal message shows people 
using Desenex with satisfaction, thereby giving 
the impression that you could do no better than 
to use Desenex. Which of these messages is true? 

k. Image vs. Product Attributes. The soft-drink 
industry (especially for cola products) uses 
this technique quite frequently. Rather than 
simply tell about their product, they show it 
being used as part of some friendly, fun-filled 
social gathering. Consumers then associate the 
product with fun and good times. 

D. Consumer Problems* 

Consumers are faced with many problems when attempting to 
obtain maximum satisfaction in the marketplace. While it would 
be impossible to list all the individual problems consumers face, 
several categories encompass most of the specific problems con
sumers face. These categories of consumer problems are fraud, 
inequities, overwhelmingness, helplessness, ignorance, and apathy. 

*The substance of the discussion of consumer problems is derived from 
E. Thomas Garman and Sidney W. Eckert, The Consumers World, 2nd Edition. 
New York: McGraw-Hill Book Co., 1979, pp. 1-14. 
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1. Fraud involves deliberate misstatements, misrepresentations, or 
omissions which are used to induce consumers to take an action 
which results in financially harmful circumstances. Although 
outright fraud is not common (because there must be intent to 
defraud), the losses involved can be serious . 

Most cases in which a sales transaction results in negative 
financial consequences for consume.rs are not actually considered 
fraud. Many fall just short of fraud in the eyes of the law and 
are considered deceptive practices. Often times the way in which 
the product or service is being offered to the unknowing con
sumer is deceptive because it does not tell the whole truth. 
Misrepresentation is a problem since it includes a false state
ment of fact made innocently and without intent to deceive. 
Misleading statements can be a problem because although the state
ment is true, it is confusing and unintentionally misleads con
sumers. 

In summary, the problem of fraud is really a continuum ranging 
from legally defined fraud, through deception and misrepresentation, 
to misleading statements. 

2. Inequities occur when one consumer or group of consumers are un
able to take advantage of sales, bargains, or other opportunities 
that are available to other consumers. A prime example of in
equities are instances of racial discrimination in housing. An
other case of inequity occurs because minimum amounts are of ten 
required to qualify for certain types of high-return savings 
accounts. Small savers cannot take advantage of these opportuni
ties. 

What is true with deceptions, misrepresentations, and fraud 
is also true with inequities: Consumers need to be aware of the 
areas in which they are being taken advantage of, and must take 
action designed to eliminate the inequities. 

3. Overwhelmingness as a consumer .problem results from the sheer volume 
of products, services, and information available to consumers. 
Supermarkets often have over 10,000 items for sale. This variety 
is appreciated by most consumers, but the lack of standardized 
package sizes, the large number of brands, and the absence of 
uniform, accurate unit pricing are not appreciated. Currently 
taxes are receiving a great deal of attention for their over
whelmingness. In theory, more and better information should pro
vide a solution to this problem, but the problem is of ten aggra
vated by a lack of guidelines which can be used to help evaluate 
advertising and other information sources. In addition, con-
sumers often receive conflicting information. 

4. Helplessness occurs when consumers have few or no resources to 
which they can turn to help solve a consumer problem. When 
assistance is available, many consumers do not know of it. And, 
in addition, what help is available is often ineffective. Many 
consumers rely on their own experience or that of their friends 
for help in making consumer decisions, but that experience is 
often of little value. 



5. Ignorance occurs when consumers do not possess the knowledge 
necessary to recognize problem areas and to perform their 
consumer role effectively. This is not meant to be derogatory, 
but simply refers to the limited knowledge any consumer might 
have on some particular topic. In addition, the ever-changing 
nature of the marketplace soon renders obsolete the knowledges 
that are possessed. 

Consumer ignorance is usually not the fault of the individ
ual consumer but is the result of inadequate consumer prepara
tion in the schools the home, etc. Although the individual 
consumers are not at fault for their ignorance, it is they who 
suffer the consequences. 

6. Apathy is a consumer problem that occurs whenever consumers 
display an "unconcerned" or "I don't care" attitude toward 
consumer problems. Consumers are faced with numerous prob
lems in the marketplace and are frequently harmed physically, 
mentally, or financially. Apathetic consumers make no effort 
to eliminate these problems or right the wrongs that can and 
do occur. Essentially, apathy represents a flagrant indiffer
ence to one's responsibility as a consumer. 

Consumer apathy is particularly harmful because its effects 
go beyond the individual who is apathetic. When consumers 
fail to complain, return defective merchandise, or otherwise 
stick up for their rights, sellers are free to continue with 
their harmful practices. Thus other consumers, some of whom 
may not even know they are being taken, will be harmed. In 
addition, sellers can continue their harmful practices with 
little fear of being challenged. 

E. Solving Consumer Problems 

The solution to most consumer problems ultimately rests with 
the consumer himself. Enactment of laws or expansion of regulation 
will fail to protect consumers who fail to help themselves. Even 
when mechanisms exist to help provide solutions, the consumer must 
initiate and follow the solution through to its conclusion. Con
sumers must bear the responsibility of acting, reacting, or just 
plain speaking out to help correct consumer problems that affect 
them directly or indirectly. It is to these responsibilities that 
we now turn. 

1. Consumer responsibilities form the backbone of an effort 
to obtain satisfaction in the marketplace. Consumers who 
live up to the responsibilities described below not only 
improve their own level of satisfaction but also help en
sure that others receive satisfaction. 

a. The first responsibility of consumers is simply to 
get satisfaction. Consumers should never settle 
for less than what is desired. They should compari
son shop, choose the best buy, and then complain or 
refuse to buy the product again if it fails to meet 
full expectations. 
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b. Consumers have a responsibility to understand the 
contracts and legal agreements into which they 
enter. Every sales transaction, no matter how 
simple, is a contract in the eyes of the law. 
Often, consumers bind themselves unwittingly to 
burdensome contractual agreements and later blame 
the seller for trickery. In most cases there is 
no trickery involved and even where there is, the 
consumer partially causes his own problems by 
failing to understand the agreement. 

c. Consumers should use products in a safe manner, 
following any safety warnings provided. Products 
should be used only for the purposes intended. 
Consumers should inform sellers and manufacturers 
and government agencies of any safety defects they 
discover. 

d. Consumers have the responsibility to keep themselves 
informed about products through careful analysis of 
advertising, use of independent product test results, 
and by asking questions of sellers. They should keep 
up to date concerning political issues affecting con
sumers. 

e. Consumers should choose products and services wisely, 
keeping in mind their personal motivations for buying. 

f. Consumers should make themselves heard. They can do 
this by reporting both favorable and unfavorable in
cidents to retailers and manufacturers. They can speak 
up when errors occur or when the quality of goods and 
services is inferior. They should actively seek re
dress for wrongs they suffer. This last point is 
especially important because it can help prevent 
repetition of the wrongs. This issue of redress is 
discussed in more detail below. 

2. By seeking redress, consumers can have errors corrected and have 
their complaints and grievances heard and acted upon. In seek
ing redress, consumers can take both a direct and an indirect 
approach. 

a. The direct approach should be attempted first. With the 
direct approach, consumers contact all persons or busi
nesses who were directly involved in selling, distributing, 
or manufacturing the product. The first step is to con
tact the seller of the goods. This process should start 
with the individual salesperson and move up the ladder 
to the owner or manager. If no satisfaction is obtained 
from the seller, the consumer should work his way up 



the distribution network until satisfaction is 
obtained. Path A on Chart 2 represents the 
direct approach. 

There is an art to complaining which, if 
practiced, can yield positive results. Consumers 
should be polite and businesslike in their re
quests for redress. Name-calling and accusations 
serve to antagonize sellers rather than motivate 
them towards cooperation. In any communications 
with the seller, etc. consumers should make two 
things perfectly clear. They should state pre
cisely what their grievance is, and they should 
state precisely what action they want the seller 
to take in order to right the wrong. 

If their request is denied, they should find 
out why. They should also get the name of the 
person to whom they speak and should ref er to them 
as they move up the ladder in the organization. 

Many times consumers are referred to a com
plaint department which is staffed by several 
people. Consumers should try to talk to the same 
person each time they contact the department. 
In this way they will always be in contact with 
someone familiar with their case. 

b. The indirect approach is illustrated by Paths B, 
C and D on Chart 2. It is advisable that consumers 
use the indirect approach only in tandem with the 
direct approach. However, even when satisfaction 
is obtained from the seller, it is often a good 
idea to let the Better Business Bureau, the Con
sumer Product Safety Connnission, or some other 
appropriate agency know of the incident. 
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Suggested Program Plan 

Section 4. The External Money World - The Marketplace 

Materials Needed: Overhead projector and screen for showing transparencies 
of the outline, objectives, and Chart 2a, or sufficient 
copies of each to pass out to each participant. Chalk
board and chalk. 

Notes on Activities 

Before discussing the 
outline and objectives, 
pass them out to the 
group or show them as 
transparencies. Read 
and be familiar with 
the background mater
ial for Section 4. 

Time 

3 

INTRODUCTION 

Activity 

Begin the session by stating briefly your 
personal objectives as group leader for 
this session on the marketplace. Then go 
over the objectives and outline for this 
Section. These can be found at the be
ginning of Section 4 in the background 
material. 

THE BUYER-SELLER CONFLICT 

Take care not to crit- 1 The differing goals of buyers and sellers. 
"Buyers and sellers tend to have similar 
but basically differing goals. Buyers 
want to obtain the maximum satisfaction 
possible. Sellers, on the other hand, 
want to make a reasonable profit but 

icize the goals of 
buyers or sellers. Each 
acts in his own self 
interest and it is this 
self interest which lies 
at the heart of the ef fec-
ti ve functioning of a mar
ket economy such as ours. 

You may want to write 
the go~ls on the board. 

2 

they know that they also must give sat
isfaction if they are to stay in business 
and make that profit. 

"Let's get a little more specific as to 
the goals of buyers and sellers. 

"First, what are some specific goals of 
buyers or consumers?" 

Draw answers from the audience. 
"Second, what are some specific goals of 
sellers?" 

2 Draw answers from the audience. 
"Now that we have discussed some of the 
specific goals of buyers and sellers, 
can any of you see where there might be 
opportunities for conflict between the 
two different sets of goals?" 

2 Discuss briefly. 
"I don't want you to get the impression 
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Notes on Activities Time Activity 

that the conflict between the goals of 
buyers and the goals of sellers is always 
bad. In fact, in our economy, we often 
rely on that conflict to help set prices 
through the mechanism of supply and demand. 
What can be bad however, are instances 
where one side is in a better position 
to reach its goals than the other." 

CONSUMERS AT A DISADVANTAGE 

Participants will prob
ably be unable to come 
up with a list of rea
sons why consumers are 
at a disadvantage that 
is as complete as the 
one provided in the back
ground material. If 
necessary, supplement 
this discussion with 
information from the 
background material. 

Use Chart 1 in the 
background material 
as a basis for this 
discussion. 

5 "I think all of us can think of instances 
in which consumers are at a disadvantage 
when trying to reach their goals and max
imize satisfaction. Let's see if we can 
come up with some reasons why this is so. 
Who would like to give one reason why con
sumers are of ten at a disadvantage when 
dealing with sellers?" 

Discussion. Reasons why consumers are 
of ten at a disadvantage in the market
place. 

THE IMPACT OF ADVERTISING 

2 Purposes of advertising. 
"We have been talking about the differing 
goals of buyers and sellers and that there 
is of ten conflict between the differing 
goals. Sellers want the resolution of 
the conflicts to benefit them. One of the 
major ways that they attempt to influence 
consumers' goals is through advertising. 
Because advertising is so important and 
because its potential for influencing 
consumers is so great, we are going to 
spend the next few minutes talking about 
advertising. 

"The first question we want to answer is 
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List the purposes on 
the board. 

You may need to lead 
the way by discussing 
the positive and nega
tive impacts of the 
first purpose listed. 

You may want to play 
"devil's advocate " 

. ' 
defending or critici-
zing advertising if 
the discussion is too 
one-sided. 

Time 

4 
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Activity 

why or for what purposes do sellers adver
tise? Besides the obvious answer that sel
lers advertise so they can sell their prod
ucts what can we say are the purposes for 
advertising?" 

Use the list of the purposes of advertising 
that is provided in the background material. 
"Now that we have a list of purposes let's 
look more closely at each. Specifically, 
what are the positive and negative impacts 
on consumers if sellers achieve the pur
poses we have listed." 

Take each purpose listed and discuss its 
positive and negative aspects. 

1 The impact of advertising on values, atti
tudes, goals, and life-styles. 

4 

"Let's shift gears a moment and look at 
the impact of advertising in broader terms. 
We all know that advertising is very common 
and that just about everywhere we look we 
can see advertising in one form or another. 
Advertising has become a powerful, persua
sive force in our society. This power goes 
beyond the economic area and may actually 
affect the way we live. Do you think ad
vertising affects our values, goals, and 
life styles? If so, in what way?" 

Discussion. 

TECHNIQUES OF ADVERTISING 

8 "A key to minimizing the negative aspects 
of advertising and taking advantage of 
the positive aspects is knowledge; knowl
edge of the techniques advertisers use. 
thinking back on ads you have seen recently 
what are some of the techniques advertisers 
use to sell their products and services?" 
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Notes on Activities 

Participants will prob
ably provide examples 
rather than the tech
niques themselves. You 
may need to separate 
the examples into cate
gories such as those 
listed in the background 
materials. 

Consult the background 
information for more 
detailed explanations 
of the six categories 
of consumer problems. 

Write the titles of 
the categories on 
the board as they are 
introduced. 

Time Activity 

Discussion of advertising techniques. 

"We will be talking a bit more about adver
tising and how to use the information it 
provides during the next session. We 
have concentrated on advertising because 
it often poses problems for consumers. 
However, consumers face many other prob
lems and it is to those that we now turn." 

CONSUMER PROBLEMS 

1 

2 

2 

"If I asked each of you to make up a list 
of consumer problems you could probably 
come up with a fairly long list. Instead 
of writing such a list, I am going to 
define six categories and then we will 
cite some examples from each category. 

"The first problem area we will discuss 
is that of fraud. By fraud I mean not 
only legally defined fraud but also de
ceptive practices, misrepresentation and 
misleading statements. Can anybody give 
us an example of this type of consumer 
problem?" 

Obtain several examples from the group. 
"Another type of consumer problem is 
inequities. Inequities occur when one 
consumer or group of consumers are unable 
to take advantage of opportunities that 
others may enjoy. Who can give us an 
example of a consumer inequity?" 

Discuss examples. 

"A third type of consumer problem is 
overwhelmingness. Overwhelmingness re
sults from the huge volume of information, 
products, and services available to con
sumers and from the complexity of the 
marketplace." 
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"What are some examples of the problems 
of overwhelmingness?" 
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2 Discuss examples. 

"Another problem which is of ten related to 
overwhelmingness is helplessness. Help
lessness occurs when consumers have few 
or no resources which they can use to solve 
consumer problems. Can anybody cite an 
instance or example of helplessness?" 

2 Discuss examples. 

"A fifth type of consumer problem is ignor
ance. Ignorance occurs when consumers do 
not possess the knowledge needed to recog
nize problems or know what to do when they 
occur. What are some examples of consumer 
ignorance?" 

2 Discuss examples. 

"The last type of consumer problem is 
apathy. Many consumers adopt an 'uncon
cerned' or 'I don't care' attitude towards 
consumer problems and issues. Instead of 
coming up with examples of consumer apathy, 
can anybody come up with a reason why con
sumer apathy may be the most harmful of all 
the problems we have discussed?" 

2 Discuss the harm caused by consumer apathy. 

SOLVING CONSUMER PROBLEMS 

Consumer responsibilities. 

1 "Talking about consumer problems is good 
because it helps people see where problems 
exist. However, simply talking about a 
problem does not solve it. What is needed 
is to take some action designed to provide 
a solution." 

"During the past ten to fifteen years num
erous laws have been passed on the national, 
state, and local levels which were designed 
to protect consumers and solve consumer 
problems. In spite of these laws, consumer 
problems still exist. The laws are good, 
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Notes on Activities 

Ref er to background 
material and supple
ment the discussion 
where needed. 

Pass out Chart 2a. 

Time 

4 

Activity 

but they simply aren't sufficient to do 
the job. They need a partner and that 
partner is the consumer; the consumer who 
takes the responsibility for protecting 
his/her rights and solving consumer prob
lems. 

"Thinking back to the types of consumer 
problems we have discussed what are some 
of the consumer's responsibilities?" 

Discuss consumer responsibilities. 

1 Seeking redress. 

4 

"One of the prime responsibilities of con
sumers is to seek redress when a product 
or service does not meet expectations. 
By redress I mean to seek compensation, 
adjustments, refunds, repairs or some 
other remedy to correct whatever is wrong 
with the product or service." 

"When seeking redress there are two basic 
approaches; the direct approach and the 
indirect approach. Chart 2a provides an 
example of the various approaches." 

Discuss Chart 2a. 

SUMMARY AND CONCLUSION 

2 "Tonight (today) we have attempted to 
explain a little bit about how the market
place operates, the problems consumers 
face, and two solutions to the problems; 
living up to responsibilities and seeking 
redress." 

"Perhaps a few more words on redress 
would be helpful. There is an art to 
seeking redress which, if practiced, can 
yield positive results. You should be 
polite and businesslike in your request 
for redress. Namecalling and accusations 
serve to antagonize sellers rather than 
make them cooperate. In any connnunications 
with the seller or anyone else you are talk
ing or writing to you should make two things 
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Activity 

very clear. First, you should state exact
ly what is wrong with the product or what 
your grievance is. Second, you should 
state precisely what action you want the 
seller to take in order to right the wrong." 

"There is no guarantee that you will get 
satisfaction every time you complain. But, 
if you follow the approaches illustrated 
on the Chart and you state your complaint 
in the proper manner, your chances of 
being satisfied are greatly enhanced." 
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OBJECTIVES: 

SECTION 5. SHARPENING BUYING SKILLS 

Major Objective: 

To enable consumers to improve their buying skills through the application 
of some simple wise buying principles and the use of readily available 
product information. 

Specific Objectives: 

To explore the costs and benefits of making more careful purchase 
decisions. 

To outline the steps to be taken when making wise buying decisions. 

To provide guidelines as to when it is beneficial to put extra effort 
into gathering product information. 

To list major sources of product information. 

To describe how to make optimum use of the major sources of product 
information. 

To provide the basic information needed to understand warranties and ser
vice contracts. 

Learner Competencies: 

To be able to accurately weigh the costs and benefits of making more 
careful purchase decisions. 

Know the steps needed to make wise buying decisions. 

Know when~ it is most beneficial to put extra ef
1

fort into gathering 
product information. 

List the major sources of product informationand know their strengths 
and weaknesses and how to put them into optimum use. 

Define the various types of warranties and know how much protection each 
can offer to consumers. 

Define service contracts and how they differ from warranties. 
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PROGRAM OUTLINE 

Section 5. Sharpening Buying Skills 

A. Wise buying 

1. The costs and benefits of careful purchase decisions 

2. Allowing for "tastes" when making product decisions 

3. All decisions are based on partial information 

B. How to be a wise buyer 

1. Know what you need, want and can afford 

2. Obtain information 

3. Shop for the best deal and price 

4. Bargain for a better deal and price 

5. Make the purchase decision 

6. Evaluate and adjust the decision 

C. How much product information should be gathered 

D. Information sources 

1. Advertising 

2. Sales personnel 

3. Product labels and tags 

4. Friends and other "experts" 

5. Independent consumer publications 

6. Government publications 

E. Warranties and service contracts 

1. Implied warranties 

2. Full and limited warranties 

3. Spoken warranties 

4. Service contracts 



Section 5. Sharpening Buying Skills 

Many consumers shy away from putting extensive effort into choosing 
products and services. They feel the gains aren't worth the pains. This 
attitude may be justifiable if the person has accurately calculated the 
costs of imp~oving the purchase decision-making process and compared 
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these costs with the relevant gains to be achieved by making such improve
ments. The problem is that many people do not realize how 0 asy it is to 
make better purchase decisions, get higher quality, and save money in the 
process. In this section we address the problem and apply some simple 
principles of wise buying. 

A. Wise Buying: It's a Personal Matter 

Choosing goods and services is an art rather than a precise science. 
Like any artistic endeavor the beauty which results lies in the eyes of 
the beholder. Similarly, only the purchaser of a good or service can 
decide whether the proper decision was made, and if he/she could have 
improved the decision by being a more careful shopper. 

Teaching people to be wise buyers involves more than just pointing 
out the "best buys." This is because no one product is best for all 
consumers. What needs to be taught are buying decision skills which 
consumers can use to select those products which best fit their own 
preferences and the uses to which the product will be put. By putting 
an appropriate amount of effort into making a purchase decision, con
sumers can obtain products and services Qhich yield the desired level 
of satisfaction. However, deeiding how much effort is appropriate and 
what is the desired level of satisfaction is a decision for the individual, 
alone, to make. 

1. The costs and benefits of making a careful purchase decision will 
vary from individual to individual. 

a. Costs will vary because everybody puts a different price on 
their time. The person who has a very busy schedule may put 
a high price tag on his time and would pay a hi~h time cost 
for an extensive product search. At the other end of the 
spectrum, a person who has much extra time on his hands 
may be quite willing to spend a consideraole amount of time 
shopping around before making a purchase. 

Costs will also vary for other reasons. Some people 
simply do not enjoy shopping. Also, others have little 
expertise in evaluating products and it is difficult for 
them to do so. In essence, it is the costs that a person 
perceives that matter and rarely can these be specified 
or measured by others. 

b. The benefits derived from making a careful product decision 
also vary from consumer to consumer. There are two cate
gories of these benefits. Tangible benefits are those that 
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can readily be seen in terms of reduced costs or observeable 
improvements in product quality. For example, an extensive 
product search for a good used car may yield a car that will 
give many miles of reliable service. Or, comparison shopping 
for auto insurance can result in savings of hundreds of 
dollars per year. 

There are also intangible benefits from making careful 
product decisions. Some people simply enjoy shopping. Others 
have hobbies or special interests which require shopping and 
making purchases. These hobbies can provide intangible bene
fits far beyond the tangible benefits of the products them
selves. An example is the enjoyment many people receive from 
going to antique auctions even when they buy nothing. 

It should be remembered that whether the benefits of 
the product search are tangible or intangible, it is the 
individual who determines what those benefits are and how 
much benefit is received. 

2. Tastes must be respected as valid criteria for purchase decisions. 
Very few products are evaluated on the basis of price alone. Even 
salt comes in several brands which are chemically identical but 
which have differing prices. Some people are willing to buy a 
higher priced brand of salt because to them it is somehow better. 
Being better in their mind, it yields more satisfaction to that 
buyer and he/she is willing to pay a little extra for the in
creased satisfaction. 

When trying to help people make product choices it is important 
that they realize the role played by their tastes. The buying 
process is not entirely a matter of dollars and cents. Feelings 
and tastes enter the decision process. This is good. The prob
lems lie not in the tastes themselves but in the amounts spent 
to satisfy those tastes. Buyers must consider how much extra 
they pay for a product which is perfectly suited to their tastes. 
If they fully understand that they often pay more to satisfy tastes, 
and they are willing to do so, even if it means that some other 
gpals can't be met, then they have made a purchase ~ecision which 
is, for them, rational. r 

3. All purchase decisions are based on partial information. It is 
impossible for everyone to know everything about the products 
they buy and why they buy them. The buying process begins with 
a desire or need, moves into an information gathering stage which 
ends in a purchase (or not purchase) decision whieh is analyzed and 
another need or desire may be generated. At each stage the con
sumer must weigh the cost of information gathering and analysis 
against the benefits of increased satisfaction and/or lower price. 
To the extent that consumers do not weigh these costs and benefits 
they are not being wise buyers. 
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B. How to be a Wise Buyer 

Becoming a wise buyer is essentially learning to make intelligent de
cisions. The basic decision steps form the framework for wise buying. 
The first step is to find out what you need, want, and can afford (identify 
the problem). The next step is to gather information (list the alterna
tives). Next you should shop around for best buys and bargain for a lower 
price if possible (evaluate alternatives). After shopping around you de
cide what to buy on the basis of what you found out (decide). Lastly, 
you should determine if you made the proper decision (evaluate and adjust). 
Such an evaluation will increase your chances of making an appropriate 
decision next time. These steps are discussed in greater detail below. 

1. Know what you need, want, and can afford. It is useful here to 
begin thinking of products as being bundles of attributes rather 
than as a single entity. A car provides more than just transpor
tation. It also has attributes of power, prestige, comfort, 
luxury, style, beauty, convenience, safety, reliability, and 
many others. Every car has different attributes and different 
levels of attributes. Consumers must decide which attributes 
are needed, which are wanted, and which they can and cannot afford. 

a. Needs are those attributes which are absolutely essential 
in order for the product to fit the uses to which it will 
be put. This implies that the purchaser knows what those 
uses are before he buys a product. Buying a heavy duty 
power saw to do a little pruning around the yard is not a 
good example of buying to fit the use. In this case, the 
attributes of a small hand saw may be sufficient to meet 
the uses for which it is needed. 

b. Wants are those attributes which are not necessary to get 
the job done. They do add to the overall satisfaction with 
the purchase, however. In our power saw example, the buyer 
may want the prestige of owning a power saw just like every
body else on his block. He may get pleasure out of thinking 
of himself as a rough-tough lumberjack. (If you think this 
is a silly thought, look at the TV ads for power saws.) Or 
he may simply want to make the little sawing jobs easier. 
These wants are certainly valid, but they must be recognized 
for what they are and judged accordingly. It is important 
that wants be given a priority according to the satisfactions 
that they provide. In this way, their relative importance 
can be determined. 

c. After needs and wants have been determined, the consumer's 
next step is to find out how much he can afford. Many 
people incorrectly put this step first and then determine 
wants and needs. This can be a mistake. Let's say a person 
first determines that he can afford to spend $7,000 on a new 
car. For this $7,000 he can certainly meet all his needs 
and a goodly portion of his wants. In fact, instead of care
fully evaluating his wants, he may just choose options until 
the $7,000 is spent. 
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If this person had determined and evaluated his wants first, 
he may have found that he could meet all his needs and his high 
priority wants for $6,000. The savings of $1,000 could then 
be spent on some other products which yield more satisfaction than 
the $1,000 worth of extra options on the new car, or could have 
even been saved. The lesson here is that just because we can 
afford something does not mean we should buy it. 

2. Obtain information about the product. Such information can help 
consumers find out what attributes are available and at what cost. 
For large, infrequent purchases, the amount of information gathered 
can be quite extensive. Products which are purchased frequently 
and which are low in price are purchased with little or no informa
tion having been gathered. For these types of products, the infor
mation gathered ·from past experience is all that is used or typic
ally needed. 

It is in the area of information that the seller has greatest 
advantage over buyers. Sellers know their products and they know 
their customers. They know what motivates people to buy, what 
product features are most likely to trigger a sale, and they know 
how to take advantage of consumer ignorance. Consumers contribute 
to the problem by allowing themselves to rely extensively on seller
provided information. 

This is not to say that information provided by a seller is not 
valuable. But buyers must consider the sellers' goals. Sellers 
rarely voltmteer any negative product information. And they usually 
want to sell more product attributes rather than less. In order to 
overcome this problem, buyers must gather their information from a 
variety of sources. These will be discussed in more detail below. 

3. Shop around for the best deals. Comparison shopping has great po
tential for increasing satisfaction while at the same time it can 
yield significant savings in terms of price. Price differences for 
identical automobile insurance policies from different companies can 
be as much as several hlllldred dollars per year. Food prices can 
vary as much as 20% from store to store. Interest rates on credit 
transactions can range from 5 to 48 percent as an annual percentage 
rate. Quality differences can be great, also. And it is sometimes 
the small, little-known seller who gives the best deals. 

In order to take advantage of comparison shopping, consumers 
must have some knowledge about what constitutes high and low qual
ity and what is the average price of a product. Average prices 
can be determined with little effort. Let's say that a consumer 
knows he will need tires for his car within a couple of months. By 
reading the tire ads for a month or two he can get an idea of the 
prices that various types and styles of tires are currently selling 
for. When he is ready to make a purchase he will know if a sale 
price is really a significant reduction from the regular price. 
Quality differences are harder to .get a handle on, but it is help
ful to stay current rather than to quickly try to learn about a 
product just before it is to be purchased. 

4. Bargaining for a better price, easier credit terms, or free services 
and options need not be a lost art. After a consumer has gathered 



information and done some comparison shopping, he is armed with 
knowledge. Such knowledge can be used to persuade sellers to 
lower a price or make some other concession. This type of bar
gaining is most prevalent for oig ticket items and with small 
sellers. 

The technique used in bargaining varies with circumstance, 
but is similar to techniques used by sellers. A good salesperson 
will slowly bring a buyer to a point where, for example, he can 
visualize himself driving off in a new car. He does this because 
once a buyer begins to start thinking of himself as "an owner," 
closing the sale is much easier. Buyers can do the same thing to 
sellers. 

The key element in bargaining is realizing that sellers want 
to sell as much as buyers want to buy. Just before the sale is 
about to be closed the seller can "smell success." He or she will 
have invested considerable time and effort in trying to make the 
sale. He will not want to come away without making a sale and 
can often be persuaded to lower a price, give free alterations, 
throw in that extra lamp, or provide an extended warranty (get it 
in writing) . 

In most cases nothing is lost by bargaining. If the seller 
refuses, the purchase can still be made according to the agreed
upon terms. In some cases, such as with automobiles, such bar
gaining is expected and encouraged! Buyers who do not take advan
tage of such opportunities can actually throw IDNay money because 
sellers raise their initial asking price in anticipation that bar
gaining will take place. Perhaps some tips for bargainers are 
needed. 

a. Be careful when the seller initiates bargaining. He 
usually has planned all along to give a "special deal." 
If the seller offers a deal don't be afraid to go him 
one better and bargain for an even lower price or better 
deal. 

b. Give the impression that you really want to buy, but need 
just a little more "sweetener" in the deal. Don't give 
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the impression that you would buy anyway, even if you would. 

c. Be specific in what you want the seller to do. If you want 
the seller to lower the price $10, say so! 

d. Be prepared to have a few deals fall through. But do not 
be surprised if the seller later telephones you at home 
and accepts your terms. 

e. Don't feel that you are being rude or are taking advantage 
of the seller. He is a "pro" and all you are doing is 
evening up the score. Furtherm::>re, sellers don't give up 
anything they can't afford to give up. If they are already 
at a rock-bottom price, they will not bargain any further. 

Bargaining is an art. If practiced properly, a consumer can improve 
his satisfaction and buy at lower prices. And who knows, it may 
even be fun! 
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5. The decision to buy or not buy should be almost automatic. If 
buyers: 

a. know what product attributes they need, want, and can afford, 

b. have armed themselves· with information, 

c. have comparison shopped and searched for the best deal, 

d. and have taken advantage of any opporttnlities for bargaining 

they are ready and able to make a decision. Consumers who have 
trouble making product decisions have probably failed to prepare 
sufficiently to make the decision. 

6. Evaluation of a buying decision is the last step in the buying 
process. If a decision has been made which yields satisfaction, 
the buyer can use that knowledge the next time he buys that type 
of product or something similar. That is why products which are 
purchased often are not usually purchased on the basis of exten
sive decision-ma.king effort. Consumers who say they don't evaluate 
should consider the fact that the biggest readers of automobile 
ads are those people who have recently purchased a new car and who 
want to confirm and be reassured that they made the right decision. 

C. Deciding How Much Product Information to Gather 

Most people know that gathering product information and comparison 
shopping can be beneficial. They also know that these things take time 
and effort, and sometimes cost money. The question is not only whether 
to seek information and comparison shop but also how much information 
seeking and comparison shopping should be done. Forttmately, there are 
some indicators as to when it is worthwhile to spend some extra effort 
searching for more and better purchase information. These efforts 
should generally be expanded when: 

1. The purchaser has had little or no experience with the product. 
Ignorance is said to be bliss, but when buying a product ignorance 
can be dangerous besides wasting money. 

2. The price of the item is high. When a product or service has a 
high price or represents a large portion of the budget, any mistake 
can result in substantial overspending. An extensive search for the 
best buy can reduce the risk of such problems occurring. 

_3. The benefits of the search exceed its costs. This is obvious to 
100st people. What isn't obvious is what those exact benefits and 
costs are. As has been mentioned previously, the individual is the 
best judge of the benefits and costs of a product search. What 
people need to do is take some time to seriously consider benefits 
and costs. Most of us just assume that we don't have enough time 
and that a product search won't be worth the effort. Such assump
tions are of ten incorrect. 



4. Income and/or financi.al res.ources are low. People who are in fin
ancial difficulty can ill afford the cons-equences of an unwise 
purchase. Effective money management requires that consumers con
sider carefully what they spend their 1D0ney on as well as how much. 
they spend. 
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5. There is a large variation in price and/or quality. For many prod
ucts price and quality can vary widely. A good example is furni
ture. The fumi ture for a oedroom can range from a low· of $500 to 
a high of $5,000 and up with corresponding quality differences also 
available. 
These variations are mos:t likely to occur when: 

a. Sellers charge different prices to different customers (cars, 
furniture, housing). 

b. There is a large number of competing brands or products which 
are similar yet different. 

c. When tastes are important or exceed the importance of the func
tion of the product. 

d. Consumers are ignorant as to what constitutes high quality and/ 
or what is a low price; some sellers take advantage of this ig
norance. 

e. There are a large number of sellers. 

D. Information Sources: Using and Evaluating Them 

In reality, consumers have access to 100re product information than 
they can or do use. The problems are that some of the information is 
hard to find, some is hard to understand, some is of very little value, 
and some of it is downright misleading and harmful. Consumers must 
learn where product information can be obtained, how to evaluate it and 
how to tmderstand it. The information provided below should help you 
lead group activities designed to help participants become more effective 
users of product information. 

1. Advertising can be a valuable source of product information if it is 
used properly and if its limitations are recognized. Ads can ~rovide 
information on price, product uses, product features, credit terms, 
and even a product's technical specifications. Furtherioore, it is 
often through advertising that a consumer first finds out about a 
product. 

In spite of advertising's informational value, it can be one of 
the 100st hazardous sources of information to use. Sellers do not 
wish to say anything negative about their product. Nor do they 
typically want to put limitations on its reconmiended uses. Ads are 
invariably positive in their treatment of the product, sometimes 
reconmiend its use where it is only marginally applicable, and often 
over-dramatize the oenefits which result from buying and using the 
product. 

Advertising uses emotional as well as factual appeals in an 
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effort to sell products. Separating the facts. from the fantasies is 
often difficult. The best thing to do is us·e only that information 
which is obviously true or is easily verified. Things like price, 
package size, ingredients: and product features can generally be relied 
upon. B'ut when an ad addres·ses its·elf to the fantastic benefits of 
the product and how much Better the product performs compared to its 
competition, then a good dos·e of skepticism is in order. 

2. Sales Personnel. Many products, especially those which are high 
priced, are sold through a salesperson. These people can often be 
the source of valuable product information. Most salespeople are 
professional and conscientious and want to sell a product which will 
best meet the buyer's needs. They know that by building goodwill 
they can reap the harvest of repeat purchases. Some salespeople, 
however, know little about the product they are selling or, worse, 
will deliberately mislead a customer. 

A consumer's best defense against unscrupulous salespeople is 
knowledge. If a consumer knows what he needs and wants in terms of 
product features and has an idea what products and brands are avail
able at what price, he is in a position to gain from the services of 
a salesperson. Salespeople should be used for verification of infor
mation that the consumer already has obtained as well as a source of 
new information which should then be verified by another source. If 
a consumer has not gathered information before contacting a sales
person, he will be unable to judge the accuracy of a salesperson's 
claims. 

3. Product Labels and Tags can be a valuable source of information. 
They can provide information on a product's ingredients, care and 
maintenance, uses, features, price, size, and on many other factors 
which can aid decision making. In some cases the information is 
presented in a consistent format which has been prescribed by law. 
This can aid in making comparisons between products. 

A problem with product labels is that they are difficult for 
many people to understand. Ingredient lists on foods and cosmetics 
can sometimes be full of scientific terms. How many people know 
that the ingredients listed on the front of a can of beans are listed 
in order of their relative amounts? How many people understand the 
significance of, or how to use, the nutritional information provided 
on many food products? Much information is available from product 
labels and tags. Consumers must learn how to use it. 

4. Friends and Lay "Experts" can also be a valuable source of infor
mation. Often they provide information on what products not to 
buy as well as what to buy. Knowing what products have been l.lllsat
isfactory purchases for friends can be as helpful as positive in
formation because it helps narrow the list of choices. This nega
tive information is less likely to be obtained from other sources. 

When using information provided by friends, some cautions are 
in order. One is that many people who give advice are not very 
knowledgeable about the product or service. Secondly, even if the 
product or service fits their needs, there is no guarantee that 
the same product or service will fit someone else's needs. Like 
the information obtained from any source, the advice of friends is 
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100st reliab.le when it is· corroborated by other sources·. 

5. Independent ConsUm.er Pulili.cations. There are s·everal periodicals 
available which tes·t products and publish the results. Consumer 
Reports and Consumer's· Research. 'Magazine are two such magazines which 
are completely independent and which accept no advertising. Because 
of this, these publications can avoid pressures to change or with
hold test results whicli are tmfavorable to a certain brand or pro
ducer. 

It is not necessary to purchase these publications (although 
their continued existence requires that they be purchased by some 
consumers) in order to benefit from their information. Most public 
libraries have current and past issues available to the public for 
reading. If a consumer wishes to purchase the magazines, single 
issues are available at 100st well-stocked newsstands or subscriptions 
can be purchased. 

Consumer Reports and Consumer's Research Magazine are two of 
the most useful sources of independent product information. Each 
100nth they publish full test results for four to six products such 
as compact cars, hair dryers, tuna fish, or audio equipment. The 
test results are presented in a multi-page article which includes 
a chart outlining how various brands were rated on the various tests. 
For those in a hurry, the charts can be used without reading the 
entire article. Also in each issue are a number of shorter articles 
and notes on various products and consumer concerns. 

By going back one or two years through the issues of these maga-
. zines, a consumer can usually find information on a product he or 
she may wish to purchase. Each issue of Consumer Reports contains 
an index of those products tested in the past year. Consumer's 
Research Magazine publishes a full index yearly in January. 
Thus by looking at the 100st recent index a consumer can find out 
if his product has been tested in the past year. If not, he could 
go back to a one-year-old issue, consult its index, and find out 
if the product had been written about in the year previous to that 
issue. 

In addition to these independent publications there are other 
magazines which, although they do contain advertising, also publish 
articles which evaluate and rate products. These include such maga
zines as Mechanics Illustrated, Popular Science, Better Homes and 
Gardens, American Home, and many others. These publications often 
can provide valuable, up-to-date information although it may be 
100re biased than the two magazines mentioned above. 

6. Government Publications. The government publishes numerous pamph-
lets on various products, services, and consumer problems. Many 
are free and for those that are not a very small fee is usually 
charged. Every three months a free catalog entitled "The Consumer In
fonnation Catalog" is published which contains a selection of avail
able pamphlets. Multiple free copies of the catalog can be obtained 
by writing to Consumer Information Center, Pueblo, Colorado 81009. 
It is suggested that you write for enough catalogs to provide one 
to each of the program participants. Simply drop a note to the 
above address asking for the needed number of copies of the most 
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recent edition of "The Consumer Information Catalog". You will 
receive the copies within two to three weeks. 

E. Warranties and Service Contracts. 

Warranties and guarantees are the same thing. Under Federal law, 
products which sell for over $15 and which. have a warranty are required 
to have that warranty clearly identified as oeing either a full or lim
ited warranty. However, there is no requirement under Federal law that 
a warranty oe given, however most states have laws covering implied 
warranties. Service contracts are usually just extended warranties for 
which some charge is· made. 

1. Implied Warranties are so named because they need not be stated or 
written down in order to oe in effect. What is warranted under an 
implied warranty varies from state to state but there are two fairly 
universal provisions. First is a warranty that the product is "mer
chantable." This means that the product is of high enough quality 
to oe used in the ordinary ways, i.e. an iron will iron clothes. 
The second is an implied "warranty of fitness for a particular 
purpose." For example, let's say you go into a paint shop and tell 
the salesperson that you need some paint to use on a cement base
ment wall. Whatever paint he sells you carries an implied warranty 
that it will work on cement basement walls. This is because he 
knows how you will use the paint and you are relying on his exper
tise to sell you a product that will do the job. Sellers can some
times avoid giving an implied warranty by explicitly stating that 
none is given, but state laws prevail. 

2. Full Warranties are written and can be identified by the words 
FULL WARRANTY which must be prominently displayed on the warranty 
card or panel. Whenever a full warranty is given, a buyer is being 
told that the product will be fixed or replaced free within a stated 
period. The person seeking to enforce the warranty need not be the 
original owner and he/she cannot .be required to do anything unrea
sonable to get the product fixed (i.e. send a furnace back to the 
factory). 

One caution about full warranties needs to be pointed out. 
Sometimes the full warranty only applies to one part of a product 
such as the picture tube on a TV set. The remainder of the product 
may not be warranted at all. Consumers should always check what 
parts of a product the warranty covers. 

3. Limited Warranties are also written and can be identified by the 
words LIMITED WARRANTY which must appear prominently on the war
ranty card or panel. As with all written warranties, limited 
warranties must be made available for customer inspection before 
the sale is made and they must be written in plain English with 
no small print. This is very helpful because a limited warranty 
needs to be read carefully to determine what it will and will not 
cover. In many cases a limited warranty covers those parts of a 
product which are not covered by a full warranty. 

4. Spoken Warranties can also be given, but they are usually not 



worth anything at all. In the first place, if there is: a written 
warranty, any verbal explanation of it cannot be enfo·rced; only the 
written words are legally enforceable. Thus, if there is a written 
warranty any verbal promises -made by a seller can be ignored and 
the written warranty is· the only valid source of information. 
Second, even if there is no written warranty and the verbal warranty 
is enforceable, it is· very· difficult to prove that an oral promise 
was made. CAUTION: No warranty (implied, written, or spoken) is 
enforceable anytime a seller states in writing that a product is 
being sold "as is" or otherwise declares in writing that no warran
ties are given. 

5. Service Contracts are often sold as an "extra" when buying cars and 
appliances. They are not warranties. Warranties come with a prod
uct at no additional charge. Service contracts cost m:>ney. Service 
con tracts usually extend the provisions of a warranty for a longer 
period of time or in terms of what parts of the product are covered. 
Because they cost m:>ney the purchase of a service contract requires 
that consumers take the time to determine exactly what benefits they 
are getting and whether they are really worth the cost, and most 
service contracts are costly. 
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Suggested Pr.ogram Plan 

Section 5. Sharpening Buying Skills 

Materials Needed: Overhead projector and screen for showing transparencies 
of the outline and objectives. Or, sufficient copies of 
each to pass out to the group. Chalkboard and chalk. 

Notes on Activities 

Show the outline and ob
jectives as a transpar
ency or pass out copies 
to the group. 

Be familiar with the 
background material. 

You may want to write 
these on the board. 

Make sure that both the 
tangible and the intan
gible benefits are 
brought out in the 
discussion. 

Time 

4 

2 

2 

2 

INTRODUCTION 

Activity 

Begin the session by stating briefly your 
objectives as group leader. Then go over 
the objectives and outline for this Section. 
These can be found at the beginning of Sec
tion 5. 

WISE BUYING 

Its costs and benefits. 
"I am sure that all of you have heard many 
times that one of the best ways to fight 
inflation is to be a careful shopper. It 
is said that if you watch for sales, com
pare prices and quality and consider each 
purchase decision carefully you can mini
mize inflation's impact. 
"The question that we want to answer is 
whether careful shopping is worthwhile. 
Many people believe it is possible to bene
fit from careful shopping. Other people 
think that it is of ten a waste of time and 
not worth the effort required. 
"In order to answer our question we need to 
look at the benefits and costs of wise buy
ing. Then we can weigh the benefits against 
the costs in order to come up with an ans
wer. 
"Our first step is to consider the costs of 
putting extra efforts into shopping for 
goods and services. What are some of these 
costs?" 

Discuss. 

"Now that we know some of the costs, what 
are some of the benefits of wise buying?" 

Discuss. 
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Notes on Activities Time Activity 

2 Costs and benefits vary. 
"I think we can see from our discussion 
that the costs and benefits of wise buying 
can vary from individual to individual. 
Some people have very little spare time or 
others simply hate shopping. These people 

would pay higher personal costs when ex
panding their wise buying efforts. 
"The costs and benefits also vary from 
product to product. Some products such as 
salt require very little thought when they 
are purchased. Others such as automobiles 
might require a month or more of shopping 
around. 
"What is important to realize is that wise 
buying has both costs and benefits. There 
are also costs and benefits of NOT shopping 
carefully. These costs and benefits should 
be considered carefully before deciding on 
how much shopping around to do." 

5 Tastes as an influence on product decisions. 
"Before we move on, we should take a few 
minutes to consider how to handle tastes 
and preferences when making product deci
sions. Many people resist advice about 
products and purchases because they know 
what they like and do not need or want to 
be told which product is supposedly the best 
buy. Do you think such resistance is 
justified?" 
Discuss. 
"How much influence should tastes and pre
ferences have when deciding to buy a pro
duct or service." 
Discuss. 
"The thing we should remember about tastes 
and preferences is that unless we buy what 
we like, we are not going to be satisfied 
with our purchases. We should also realize 
however, that often you pay extra in order 
to satisfy tastes. Automobiles are a good 
example of this. A perfectly functional 
car can be purchased for a fairly low price. 
However, when you start adding taste satis
fying options the price of the car can go 
up very quickly. People should realize how 
much extra they pay to satisfy the.ir tastes. 
If they are willing to pay the price okay 
but they should realize that they are paying 
extra." 



Notes on Activities 

Write the six decision 
making steps on the 
board as the are dis
cussed. 

Emphasize the following: 
1. The difference be
tween needs and wants. 
2. Products as being 
bundles of attributes. 
3. Why you should not 
decide what you can 
afford before you deter
mine your needs and 
wants. 
See background material. 
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Time Activity 

2 All purchase decisions are based on partial 
information. 
"Before we go on to discuss product decision 
making in more detail, I want to make an 
important point. That is that when we buy 
a product or a service, we do so on the 
basis of incomplete information. We can 
never hope to know everything possible 
about the things we buy. This does not 
mean we should give up the quest for more 
knowledge. This is especially true when 
such knowledge is fairly easy to obtain as 
product knowledge often is. Any informa
tion we can gather will make it more likely 
that we will be satisfied with the way we 
spend our money and the value we obtain in 
return." 

HOW TO BE A WISE BUYER 

3 Know what you need, want and can afford. 
"Becoming a wise buyer is essentially 
learning to make careful buying decisions. 
Like any decision making process there are 
a series of steps which if used appropriately 
will result in a satisfying decision being 
made. The first step in wise buying is to 
know what you need, what you want, and what 
you can afford. Let's discuss this step in 
more detail and let's use as an example the 
purchase of a new car. When you buy a new 
car what product attributes do you really 
need?" 
Discussion of needs, wants and what you can 
afford in terms of purchasing a new auto
mobile. 

2 Obtain information. 
"The second step is to gather information 
about the product. I might point out be
fore we go too much further that these 
decision steps of ten overlap and several 
may be occurring at the same time. Going 
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Notes on Activities 

See background material. 

See background material. 

Ti.me 

2 

4 

Activity 

back to our new car example, what types 
of information would you gather?" 
Discussion. 

Shop around for the best deal. 
"The third step is to shop around for the 
best deal. This is often called compari
son shopping. This step often occurs at 
the same time as the second step. We all 
know that shopping for the best deal can 
be very important when buying a car. For 
what other products is it usually a good 
idea to shop around?" 
Discuss. 

Bargaining for a better deal. 
"A fourth step is to bargain for a better 
deal or a better price. This is an inte
resting step because it is of ten neglected 
by consumers. Has anybody in the group 
recently bought a product where they bar
gained or haggled with the seller?" 
Hopefully someone will have. If not, be 
prepared to discuss an example of your 
own. Then go over the "tips for bargainers" 
in part B, 4 in the background material. 
Discussion of bargaining. 

2 Make the decision. 
"The next step is to make the decision. 
Sometimes it is hard to decide which brand 
or model to buy or whether to buy anything 
at all. But at least there is comfort in 
knowing that by following the first four 
steps you are in a better position to make 
a decision than you otherwise would be." 

2 Evaluate and adjust the decision. 
"The last step is to evaluate the decision 
and on the basis of the evaluation adjust 
your buying habits. People do this all 
the time when they say, 'That new product 
really did the job. I'll buy it again next 
time.' The key element in this step is to 
learn from your mistakes and your successes." 

"By following the six steps we have discus
sed (repeat the steps by reading from the 
board) you will increase your satisfaction 
with the products you buy. The amount of 
detail that goes into a buying decision 



Notes on Activities 

See part C in the back
ground information. Use 
the five indicators pro
vided in part C to sup
plement the discussion 
where needed for com
pleteness. 

Be very familiar with 
the information pro
vided in part D of the 
background material. 

These discussion~ should 
be free enough to allow 
participants to share 
their different levels 
of expertise. Your role 
will be to provide a 
more complete analysis 
if certain sourc~s are 
not mentioned or certain 
strengths or weaknesses 
are left out. 

Time 
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Activity 

will vary from product to product. However, 
in every case each step should be considered, 
even for a moment. It is better to analyze 
too much than too little." 

GATHERING INFORMATION 

5 "Of all the steps we have just talked about, 
the second and third steps, gathering infor
mation and shopping around, pose the most 
problems. The biggest difficulty is know
ing how much information to gather and how 
much shopping around to do. There are, 
however, certain indicators which can show 
when it is a good idea to gather extra in
formation. Can anybody suggest circum
stances or types of products which would 
indicate that it is a good idea to gather 
extra product information?" 
Discuss. 

SOURCES OF PRODUCT INFORMATION 

1 Their strengths and weaknesses. 
"In the outline provided with this session 
is a list of sources of product information. 
What we are going to do now is discuss each 
of those sources in terms of its strengths 
and weaknesses. By that I mean we want to 
find out how each of the sources can help 
us make better decisions and what things 
the sources can not do or some 
with the information provided by those 
sources. 
"To start off, let us discuss advertising. 
What are the strengths and weaknesses of 
advertising in terms of its ability to 
provide us with product information?" 

12 Discuss each of the six sources in turn. 
Advertising 
Sales Personnel 
Product Labels and Tags 
Friends and Lay "Experts" 
Independent Consumer Publications 
Government Publications 

Summarize by stating: 
11The key to gathering and using product 
information is to rely on several sources 
of information. In that way their 
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Notes on Activities Activity 

strengths and weaknesses. cancel out. Also, 
w.hen you get the same information from 
s.everal sources you can be Jnore sure that 
the information is accurate." 

WARRANTIES AND SERVICE CONTRACTS 

Write the names of the 
four types of warranties 
on the board. 

See background material. 

While these materials 
provide only one session 
on.- wise buying, a large 
number of questions .may 
indicate a need for a 
session on a special 
topic such as food or 
car buying. 

4 

1 

Warranties. 
"Basically there are four types of warran
ties; implied, full, limited and spoken. 
The designation implied warranty covers 
unspoken and unwritten warranties which are 
required by the laws of the various states. 
Full and limited warranties are designa
tions given to warranties which are regu
lated by Federal law. Spoken warranties 
are just what the name implies. They are 
unwritten, verbal assurances made by sel
lers." 
Discuss each in more detail as time permits. 

Service contracts. 
"Service contracts are often confused with, 
but are not warranties. Often they are 
extensions of warranties; taking over when 
they expire. Service contracts cost extra 
money and like any other product or ser
vice should be evaluated so that you can 
determine if they are worth the cost. 
Of ten they are so narrowly restricted that 
the benefits that they provide are not 
worth the cost. Sometimes the opposite is 
true. Each case should be judged on its 
merits." 

SUMMARY AND CONCLUSION 

3 "During this session on wise buying we have 
covered quite a bit of information. but most 
of it was fairly general in nature. We did 
not talk about how to buy specific products 
but tried to present some ideas which can 
be applied when buying any product. As you 
put some of these ideas into practice you 
will be able to build your expertise. Are 
there any questions?" 
Answer any that arise. 

Being that this is the last session you may 
want to say a few words about how you feel the 
group has progressed and what they have 
learned. 
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