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Money, money, 
money!

wHAT You wiLL LeArN ABouT

•  The defi nition and function of money

•  The difference between cash, 
cheque, debit and credit

•  The importance of saving and 
budgeting

•  The options for investing money, 
including property, shares, 
managed funds and superannuation

Personal fi nance
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Let’s talk about money
ToPiC Preview

•  What is your definition of money?

•  What do you think are the functions of money?

•  How many international currencies can you list?

•  Have you ever bartered for a product? If so, when?

Figure 2.1  The rich get buff

How often do you go shopping and realise that you don’t have enough money to buy all the things you want, 
such as the latest DVD, a new pair of shoes, designer jeans, the latest mobile phone or a gaming console with 
all the accessories? Have you ever thought about what money is and why we have to use it?

Money plays a central role in our lives and in the economy. While the word money can be difficult to 
define, it is generally accepted as a common medium of exchange for goods and services in the marketplace. 

Early civilisations used the barter system, where goods and services were exchanged for a certain quantity 
of other goods and services. The traditional barter system can be inconvenient – because each person must 
want what the other person wants to swap! Over time, as people developed a wider range of goods, the barter 
system became more difficult. Hence more convenient forms of money were required.

Although you may think of money as coins and notes, money has taken many different forms over the past 
3000 years. Various societies have used baskets of grain, gold, cocoa beans, salt, shells or tobacco – even cows! 
– as a means of exchange. 

Functions of money
What is the purpose of money? Transactions for goods and services are very difficult to complete without a 
form of money that has all three of the following functions.
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Figure 2.2  Functions of money

Medium of exchange

store of valueunit of account

Functions of money

Figure 2.3  Stacks of money: 
one billion Norwegian krone!

 Unit of account: It must provide a common unit for measuring the value of all goods and services. This 
allows the setting of prices.

 Medium of exchange: It must be accepted by all parties as a means of payment.

 Store of value: It must retain its purchasing power over time. 

Money must be valuable, portable, easy to identify, durable and 
divisible. Although we think of coins and notes as the common 
forms of money, in today’s marketplace we also use cheques, credit 
cards, debit cards, government notes and bank bills. Electronic 
money is also traded over the Internet, and wire transfers or 
electronic funds transfers move money between bank accounts. 

International currencies
Different countries around the world have developed different 
currencies to express the local value of an item. As a backpacker 
holidaying in Japan, for example, you would find it very difficult 
to do any shopping with Australian dollars – you would need to 
exchange your Australian dollars for Japanese yen. 

An exchange rate is simply the cost of one currency compared to another. For example, if you exchange one 
Australian dollar for 88 Japanese yen, you have really just purchased a different form of money: every 88 yen 
you ‘buy’ will cost you one dollar. This exchange rate can be expressed as: 1 AUD = 88 JPY. Hence, an MP3 
player that retails for 26 400 yen in Japan would cost you 300 Australian dollars. 

All currencies are traded on the foreign exchange market, known as the FX or Forex. In fact, over one 
trillion dollars’ worth of foreign currency is traded on a daily basis. The value of different currencies may rise or 
fall each day against other currencies. If you are thinking about travelling abroad or trading foreign currencies, 
you can look up the daily rates of major currencies in a newspaper or on the Internet. One Australian dollar 
may buy 85 Japanese yen tomorrow but could be buying 89 Japanese yen by the end of the week.

If you went to Europe prior to 1999, you needed to convert your Australian dollars into a different currency 
in each country you visited – and Europe is made up of more than 40 countries! However, on 1 January 1999, 
in the largest currency event in history, 11 of these countries united to form the European Economic and 
Monetary Union. The EMU now represents 12 countries – Belgium, Greece, France, Italy, Netherlands, 
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Portugal, Germany, Spain, Ireland, Luxembourg, Austria and Finland – that all use the same currency, the 
euro. In those countries:

 notes are issued in seven denominations, ranging from fi ve euros to 500 euros

 there are eight coins ranging in value from one euro cent to two euros. Each coin has one common face 
for all countries. The other face shows a national symbol; for example, the national face of Ireland’s coins 
shows a harp.

Table 2.1 Some foreign exchange rates (Australia, 3 March 2007)

Country Currency Code Buy Sell 

USA Dollars USD 0.8108 0.7669

European	Monetary	Union Euro EUR 0.6338 0.5730

United	Kingdom Pounds GBP 0.4190 0.3880

Canada Dollars CAD 0.9727 0.8787

Denmark Kroner DKK 4.9090 4.2652

Fiji Dollars FJD 1.4074 1.2228

Hong	Kong Dollars HKD 6.6090 5.8684

Japan Yen JPY 100.5700 88.3523

Malta Lira MTL 0.2840 0.2430

New	Caledonia/Tahiti CFP	francs XPF 77.7000 58.1248

New	Zealand	 Dollars NZD 1.1969 1.0929

Norway Kroner NOK 5.3150 4.5927

Papua	New	Guinea Kina PGK 2.6272 2.0638

Philippines Pesos PHP 42.9990 34.2528

Saudi	Arabia Riyals SAR 3.2450 2.7744

Singapore Dollars SGD 1.3170 1.1461

South	Africa Rand ZAR 6.2747 5.4112

Sweden Kronor SEK 6.0970 5.3221

Switzerland Francs CHF 1.0400 0.9227

Thailand Bahts THB 28.8570 23.6574

Vanuatu Vatu VUV 91.7589 76.6933

Source: www.anz.com/aus/RateFee/fxrates/fxpopup.asp

Figure 2.4  The common face of the euro coin, and the reverse face for Ireland and Germany
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Methods of exchange
When watching the evening news, you will have noticed the news presenter commenting on the rise or fall of 
the Australian dollar relative to the US dollar. Have you ever wondered what this means? 

There are two main systems used to determine a country’s exchange rate against other currencies. These 
systems involve a floating exchange rate or a fixed exchange rate.

 Floating exchange rate system: A currency’s value is allowed to fluctuate according to demand and 
supply – the currency is worth whatever buyers and sellers are willing to buy or sell it for. Most countries 
use this system. It is considered more efficient because the market will correct the exchange rates to allow 
for inflation or other economic forces. Australia uses a floating exchange rate, and the Australian dollar is 
measured daily against the US dollar to see if it is rising or falling. 

 Fixed exchange rate system: In this system, the exchange rate is set and maintained by the govern-
ment of a country. The government or its central bank intervenes in the currency market by setting a price 
for its country’s currency, usually using the US dollar as a benchmark. (For example, from 1994 to 2005, 
the Chinese currency was pegged to the US dollar at 8.2768 yuan = 1 dollar.) In order to maintain the local 
exchange rate target, the central bank buys and sells its own currency on the foreign exchange market in 
return for the currency to which it is fixed. The country’s central bank must hold large reserves of foreign 
currencies so that it can release or absorb funds to allow for changes in demand and supply. 

ACTiviTies

1  In groups, evaluate each of the following items in terms of how well it would perform the 
three functions of money (medium of exchange, store of value and unit of account).

a  Salt  d  Tobacco

b  Animals  e  Pieces of paper printed by a government

c  Gold

2  Using the Internet, make a list of countries or places where bartering still takes place. 
What goods are bartered and why might this still be the case?

3  Using the barter system, would you be able to live a high-quality lifestyle in our society? 
Discuss as a class.

4  List the advantages of using cash for making purchases.

5  Design a new $500 Australian note showing an Australian identity. Justify the size, colour 
and images that will appear on your note.

6  Using newspapers, encyclopedias or the Internet, find and name the currencies for 
the following countries: Argentina, India, Greece, Russia, Japan, England, Switzerland, 
Croatia, Vietnam, South Africa, Canada, China, Venezuela, New Zealand and Mexico.

7  Using a daily newspaper, locate the foreign exchange currencies table in the finance 
section. Note that the Buy and Sell columns have slightly different rates. To decide which 
column to use, ask yourself, ‘Am I buying or selling Australian dollars?’

  Imagine that you are going on a holiday to India and you plan to take $1000 (AUD) 
spending money. You need to sell your Australian dollars to obtain Indian rupees. 
Multiply the Sell rate by 1000 to convert your $1000 to rupees.
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Figure 2.5  Exchange of goods and services

Cash

goods and services

smart cards

Cheques
Credit cards

Debit cards

Will that be cash, cheque, 
debit or credit?

  Now imagine that you have fi nished your holiday in India. You still have 200 rupees 
that you did not spend, so you will use them to buy Australian dollars. Divide your 
200 rupees by the Buy rate to convert to dollars. 

  See if you can fi nd out how much commission a fi nancial institution will charge to 
convert your money.

8  Research the euro notes and coins currently in circulation. List the denominations 
available. Draw one of the notes and one of the coins in your workbook.

iCT

  Navigate the website www.noteprinting.com and identify three countries, other than 
Australia, that have had their currency printed by Note Printing Australia (NPA). Explain 
the advantages associated with polymer notes.

  Navigate the website of the Reserve Bank at www.rba.gov.au and the Royal Mint at 
www.ramint.gov.au to identify the changes to the units of currency and the various 
notes and coins that have circulated in Australia. Make a poster to show the history 
of Australia’s currency from European settlement until the current day.

ToPiC Preview

•  What is a debit card?

•  Why do we use cheques?

•  What are the advantages and disadvantages of using credit cards?

•  How do smart cards work?

Would you say that your parents use cash or ‘plastic’ to pay for the majority of their shopping? In today’s society, 
exchanges involving money can be made in several ways: by using cash or EFTPOS (electronic funds transfer at 
point of sale), by writing a cheque, or by using a debit card, credit card or smart card. Let’s explore these options.
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Cash
Cash refers to the use of notes and coins. Traditionally people received their wages and made their purchases 
using cash but, over time, the use of cash has declined considerably. The risk of losing cash and the technological 
advances in electronic transfers has meant that quite a few people now use cash only for small, person-to-
person transactions. 

Note that, in some contexts, the word cash has a broader meaning and includes money deposited in a bank.

Cheque
When dealing with large sums of money, many people opt to use cheques. A cheque instructs your bank to 
transfer a sum of money from your account to the payee, that is, the person or institution that will receive the 
funds. Using cheques has the following disadvantages.

 Relatively high bank fees are involved. 

 The money is not available to the payee until the cheque has been cleared, which takes several days. (Why 
do you think this is the case?) 

 A cheque can bounce. This happens if there are insufficient funds in the account to honour the cheque, or 
if the payee has stopped the cheque, or if the cheque was not filled in accurately.

The use of cheques can involve a risk for retailers, as the customer receives the goods before the retailer can 
cash the cheque!

For large purchases, such as a house or car, the seller usually requires payment by bank cheque. Such a 
cheque is issued by a bank, and payment is guaranteed. 

The emergence of telephone and online banking, as well as the use of automatic teller machines (ATMs) 
and credit cards, has resulted in the decline of cheque usage over time. 

Debit cards
Debit cards are a convenient and cash-free way to shop! When you make a purchase, a debit card enables you 
to have the funds directly debited from your bank account by EFTPOS. Your card is swiped through a card 
reader or inserted into a chip reader; you then enter the amount of the transaction, followed by your security 
PIN. Alternatively, you can use a debit card to withdraw money from your account through an ATM. 

Using a debit card is a safer option than carrying large sums of money. It also ensures that you do not 
spend more money than you have in your bank account. This helps you avoid the problems that can arise 
when using credit.

Credit cards
Payment by credit card can be a good substitute for cash. A credit card authorises purchases and services to 
be charged to your account, for which you will be billed periodically, usually each month. This allows you 
to consolidate several purchases into one payment; typically, if the payment is made within a specified time, 
no interest is charged. With a credit card, you are also able to make purchases by mail, phone or the Internet 
quite easily. 
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Figure 2.6  How would 
you like to pay for that?

There are three types of credit cards.

 Bank cards: are issued by banks. These include Visa, Mastercard and 
Bankcard.

 Affinity cards: are credit cards branded with the name of a charity. 
Typically, a small donation is made to the chosen organisation each time the 
card is used.

 Store cards: can be used only in one chain of stores. For example, petrol 
stations and large department stores such as Myer and David Jones issue their 
own cards.

Credit card usage around the world has intensified in recent years. Many 
people now use credit cards for almost every purchase they make – from a small 
item such as lunch to a large item such as a car. Although it is usually easy 
to obtain a credit card, different people are subject to different credit limits. 
Lenders will sometimes deny credit to people who they think will have trouble 
paying off their debts. 

Credit cards are a convenient payment option, but many people spend up on 
credit without thinking of the consequences until later. Millions of people have 
learnt how easy it is to use and abuse their credit cards and how difficult it is to 
pay them off. This credit-card trap has resulted in the worldwide phenomenon 
of credit-card debt that is believed to total billions of dollars. In Australia, 
consumers are swamped with advertising for credit-card deals that offer low 
interest rates or no annual charges. The temptation is hard to resist, and more 
and more people are enticed into carrying more than one credit card. Living 
in a very materialistic world, where they are constantly exposed to the latest 
gadgets – such as MP3 players, plasma and LCD televisions, and technologically 
advanced mobile phones – many consumers are overcommitting themselves by 
using their credit cards, and do not realise the full extent of their spending.

It is important for consumers to be aware of – and budget for – the costs 
and payments that they will be required to make to repay their credit card debt. 
When using a credit card, consumers should keep in mind the following tips. 

 Check the fine print: be aware of and understand all the fees.

 Check the interest rate charged on transactions by the credit provider.

 Try to pay your monthly account during the interest-free period.

 Avoid cash advances: higher interest rates are charged for these, starting immediately, without any interest-
free period.

 Compare credit cards: some cards offer lower interest rates or no annual fees.

 Keep a check on expenses and resist the constant temptation to overspend.
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Case study 2.1
Debt hell for middle class

By Liz Porter and Brydie Flynn

Victorians are taking out as many as 12 credit cards 
at  a  time  and  using  all  of  them  at  once,  as  their 
personal debts spiral out of control.

Waiting lists for free community fi nancial counselling 
have blown out to as long as three months, with middle 
income earners seeking help from services traditionally used by low income workers. 

Ian Macintosh, executive director of the Financial and Consumer Rights Council, the main body for Victoria’s 
130  fi nancial  counsellors,  said  that  signifi cant  personal  debt  problems were  no  longer  the  province  of  the 
‘working poor’. 

‘You are seeing people in what we might call ‘the middle class’ who are being affl icted by the same problems,’ 
he said. ‘I think the demographic is changing – it’s creeping up the scale.’ 

Last week Mr Macintosh took an urgent call for help from a man with more than $100 000 worth of debt 
accrued on 12 credit cards from banks and stores. 

All had been used to their limit and some had been used concurrently to pay each other off. 

Another client was on an income of more than $100 000, was paying $3000–$4000 a month in payments 
on three different cards and had no money left to pay other bills. 

He said counsellors across Victoria were struggling to cope with the demand, with waiting lists regularly at 
six to 10 weeks and books closed from time to time to deal with the backlog of clients.

Mr Macintosh said the state needed 10 to 20 fi nancial counsellors to be 
hired immediately to ease the waiting list crisis, meaning that an extra $1.5 
million to $2 million a year was needed for the $5 million budget now provided 
by the Department of Consumer Affairs for fi nancial counselling.

He also called for credit providers to be less focused on sales and more 
focused  on  the  ability  or  the  capacity  of  the  person  receiving  the  credit 
to  be  able  to  afford  it.  Mr  Macintosh  said  the  council  had  taken  1000 
calls for help since July. But most went to the Consumer Affairs Victoria 
helpline. According to a Consumer Affairs Victoria spokeswoman, the line 
took 6800  inquiries about credit problems between January 2005 and 
September 2006.

Jo Boltin, a fi nancial counsellor with the Port Phillip Community Group 
for 12 years, regularly sees clients with six, seven and eight credit cards, 
and has seen one with 10. 

‘I have never seen such high limits on credit cards, such as $20 000,’ she said. ‘Now 
they use one credit card to pay off the other credit card, and it goes backwards and 
forwards until they can’t do it any more.’

Ms Boltin identifi ed casualisation of the workforce as a key contributor to her clients’ 
fi nancial woes. ‘They don’t get sick pay, they don’t get holiday pay and they can be told, “We 
only need you two hours today”. I know someone who has been called in for a day or for a 
few days and then, after the morning of the fi rst day, they say, “We don’t need you now”.’

{ }… juggling eight credit cards, 
three personal loans and a debt 
that totalled $1�0 000

… juggling eight credit cards, 
three personal loans and a debt 
that totalled $1�0 000
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The counsellor said she was also seeing subcontractors who cannot manage GST and BAS statements. But 
‘buy now, pay later’ deals were also causing fi nancial distress. 

Denise Triffett, a fi nancial counsellor at the Uniting Church agency Prahran Connections, said it was common 
to see clients daily and often suggested they complain to the banking ombudsman because credit providers had 
contributed to their credit over commitments by offering unsolicited credit cards through the mail.

Kathleen Hosie,  a  Pakenham  and Doveton  based  fi nancial  counsellor with  the  Casey  Community  Health 
Service, called for the banning of unsolicited offers of credit. 

One of her clients was juggling eight credit cards, three personal loans and a debt that totalled $130 000 
and came undone when he had an accident at work. 

The offi ce of the Minister  for Consumer Affairs, Marsha Thomson, said the Government had  last month 
established the Consumer Action Law Centre, a $3.46 million initiative to assist consumers negotiate complex 
problems with credit, debt and fi nance products.

Source: The Sunday Age, 12 November 2006 

ACTiviTies

1  What class of people have been described in the article as having debt problems?

2  What reasons have been suggested for people taking out so many credit cards?

3  Do you think that credit providers should take responsibility for the credit problems faced by 
consumers? Why or why not?

4  List the various community groups mentioned in the article that have been established to help 
Australians deal with debt problems. Do you think these groups will make a difference to the 
rising debt levels of Australia? Why or why not?

5  What suggestions can you make to Australian consumers to help them better manage their 
credit card debt?

Smart cards
A smart card has a microprocessor built into the card itself and uses cryptography (secret codes) for identifi cation 
and authentication purposes. It can store, process and output large amounts of electronic data securely, so that 
data can be safely added or removed as required. Compared to plastic cards with a simple magnetic stripe, 
smart cards have a greatly improved level of security 
and functionality. 

Currently, the most common use for smart cards is 
as SIM cards in mobile phones, and they are also used 
for prepaid telephone and photocopy cards. Smart 
card technology is also being extended to credit cards 
and, in February 2007, the Australian Government 
approved the introduction of a smart card for all people 
using Government health and welfare services. You 
will learn more about smart cards in the e-commerce 
chapter of this book.

Figure 2.7  An image of the Government’s proposed access card
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ACTiviTies

1  Why is cash important for individuals? … for businesses?

2  How might using a credit card lead to impulse buying?

3  Which payment method do you think a business would prefer for the goods or services 
it has just sold?

4  Discuss the strategies you would implement to ensure that you avoid credit-card debt.

5  Store cards are becoming quite popular, with many chains offering reduced interest rates 
and petrol discounts. Research Australian department stores and make a list of those 
that offer store cards. In your list, include:

  the name of the store

  the name of the store card

  the interest charged on the store card

  any additional benefi ts or incentives associated with use of the card.

iCT
Log on to www.moneymanager.com.au and access ‘Compare credit cards’.
  Which credit cards have the lowest interest rate?

  Which credit cards offer a lower introduction interest rate? What is this rate, and for 
how long does it apply?

  Check which credit cards offer a rewards program. Select three different cards and 
compare the overall features of the credit card. Which one would you choose?

THiNKiNg ProCess
PMI (plus, minus, interesting) is a lateral and creative thinking strategy to help you view 
things from a different point of view, to see both sides of an argument or to think broadly 
about an issue.

Plus Minus Interesting

Construct a table in your workbook like the one above. Using Case study 2.1, consider 
the effects that credit cards have on society, the government and the economy. Use PMI to 
classify these effects.

Case study 2.2
Splurge may hit rates

By Scott Murdoch

Australians could bring a third interest rate rise on themselves with their insatiable level of spending. 

Credit card fi gures show consumers in August spent $16.46 billion on their plastic. 

The result was just below the highest level recorded in Australia. The spending spree took place in the month 
of Australia’s second interest rate rise this year. 

But consumers were clearly unperturbed. 
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The average Australian now owes $2820 on their credit card.

Despite the high levels of spending, Australians could also be starting to manage their debt better.

CommSec economist Martin Arnold said people were starting to pay more off their cards at the same time 
as they spent more. 

‘There is a little bit of spare cash that has come from lower fuel prices. People seem to have taken a more 
prudent approach when it comes to managing their credit card.’

The credit card spending will concern the Reserve Bank when it meets in a fortnight to set interest rates 
for November. 

The third hike of the year is likely in an attempt to bring the powering economy back under control. 

The rise will hit struggling households that are already battling the hardest to pay their mortgages. 

The level of household debt has steadily grown to more than $1 trillion, meaning the average house is at 
least $125 000 in the red. 

The  fi gures  show  households  now  have  $1.56 
worth of debt for every $1 that they earn in disposable 
income.

Shadow  treasurer  Wayne  Swan  said  Australian 
households were clearly battling the effects of higher 
interest rates. 

‘(Treasurer Peter) Costello and (Prime Minister John) 
Howard are so out of touch they believe the only reason people are in debt is because they have bought another 
plasma TV,’ Mr Swan said.

‘They just don’t get it that people are going into debt to pay for the basics.’ …

Mr Howard said the number of jobs created recently was the best sign of the economy’s health.

‘The economic strength of Australia has been dramatically displayed in the single most important marker of 
economic success of a nation, and that is the capacity of a nation to generate jobs,’ he said.

‘I  have  often  said  in  recent  months  that  the  Holy  Grail  of  economic  management  in  this  nation  is  how 
successful you are in reducing unemployment.’ 

Mr Howard said 205 000 new jobs had been created since April. 

But the sustained strength of the labour market will also concern the Reserve Bank in its deliberations next 
month.

Source: Herald Sun, 20 October 2006 

ACTiviTies

1  Describe the spending trends in Australia.

2  What is the ratio of debt for every dollar that is earned? Is this high or low?

3  Describe the reasons, as outlined in the article, for the increased debt of Australians.

4  Explain why the Reserve Bank would be required to increase interest rates if Australians 
continued to spend. Would it be the same scenario if Australians had ‘good debt’ – that is, if they 
owed money on investments rather than purchases?

5  Evaluate the effects of an interest rate rise on high- and low-income earners.

6  Analyse what is meant by: ‘the Holy Grail of economic management in this nation is how successful 
you are in reducing unemployment’.

{ } The average Australian 
now owes  $2820  
    on their credit card

 The average Australian 
now owes  $2820  
    on their credit card
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Figure 2.9  Sources of income

income

Financial investments

Property:  
rent 

 
  Shares: 
  dividends

other sources

Welfare payments 

Capital gains

employment

Work: wages or 
salaries

Earn it, save it, spend it!
ToPiC Preview

•  How do you obtain income?

•  How can you save money? What fi nancial institutions exist in Australia?

•  Why is budgeting important? How can you do this?

•  What are some investment options? What are the costs and benefi ts of each?

Income  –  earn it!
Do you receive pocket money for doing chores or odd jobs around the house? Have you ever 
made money from babysitting or from washing other people’s cars? Perhaps a grandparent 
opened you a bank account when you were born, and you are paid interest every year? 
In all of these cases, you may have earned yourself an income without realising it!

Income is the amount of money received from employment, investment earnings or other sources.

 Earnings from employment: include salary, wages, overtime and penalty rates.

 Earnings from investments: include bank interest and share dividends.

 Other sources: include pensions and other welfare payments from Centrelink, an Australian Government 
department that distributes approximately $60 billion in social security payments each year.

Income often refers to the income that must be declared for tax purposes. For example, prizes won by 
professional tennis players are considered to be income that they have earned. A lotto prize or a prize won on 
a game show is not considered to be income, because such prizes are tax-free. (However, if you invest such a 
prize, you will need to pay tax on any earnings or capital gains from your investment.) 

Figure 2.8 
Income
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Employment
When you work for an employer – such as another person, a business or a government – you will receive some 
form of payment in exchange for the work you do. For some people, this will be a wage, which is calculated 
on the number of hours worked during the week. For example, if you work 38 hours in a week at $12.50 
per hour, you will earn $475 in wages. If you work more than the required number of hours for that given 
week, you may be entitled to penalty rates, known as overtime, which is a higher rate of pay for those hours.

On the other hand, professionally employed people such as managers, engineers and teachers usually earn 
a salary, which is calculated on a yearly basis. This is a fixed amount, for example $45 000 per year, which is 
usually paid fortnightly or monthly. People earning a salary are paid to carry out a given role or to complete 
certain tasks and they do not receive overtime or penalty rates for putting in longer hours. However, as part of 
their salary package, they may be entitled to a bonus that is largely based on their performance. 

Wages and salaries are usually expressed as gross pay, which is the amount actually earned. After tax is paid 
(and any other deductions are made), the amount remaining is called net pay. In simple terms, net pay equals 
gross pay minus tax.

For example, suppose that you are employed as a computer programmer on a salary of $80 000 a year. That 
is your gross pay. However the Government deducts tax of about $22 000. Therefore, your net pay or ‘take-
home pay’ is about $58 000. 

Tax File Numbers
Are you thinking about commencing employment soon? If so, you will need to apply for a Tax File Number. 

A Tax File Number is a unique number that is issued to a taxpayer for life by the Australian Taxation Office 
(ATO). It is used to identify an individual when they lodge their tax returns. The ATO checks the income 
stated on the taxpayer’s tax return against various records to verify this information.

If you are an employee, tax is usually deducted from your salary by your employer and paid to the ATO. 
Anyone who does not lodge their Tax File Number with their employer or financial institution will have tax 
deducted from their earnings or interest at the highest marginal rate. 

To lodge an application with the ATO for a Tax File Number, you need to be 16 years old. Your school or 
your employer can provide you with the application form or you can download it from the Internet. You will 
also need documents to provide proof of your identity, such as a birth certificate, passport, Medicare card, 
learner’s permit or bank account statement. The ATO has also introduced a programme in secondary schools 
to help students apply for a Tax File Number. 

Only certain people and organisations can ask you for your Tax File Number, and you should not disclose 
it to anyone else. Check the Australian Taxation Office website at www.ato.gov.au for more information. 

Earnings from investments
Many people invest in property, shares, bank deposits or other forms of assets in the hope of making future 
returns from their investment. That is, they hope that the long-term value of their investment will increase. 
However, they may also earn income from the investment. 
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 Property: If you invest in a residential or commercial property, you will receive weekly rent from the 
tenants leasing the property. 

 Shares: Shareholders – people who invest money in shares on the stock market – may receive income 
from dividends. A dividend is a proportion of a company’s profit paid to the shareholders, according to the 
number of shares they own.

 Bank deposits: When you save money in a bank account, the bank will reward you by paying interest. 
Interest is calculated as a specific percentage of your account balance and is paid according to a regular 
schedule. (Note that the bank will lend your money to borrowers and charge them a higher rate of interest, 
making a profit for the bank. For example, a bank may pay four per cent interest on your savings account 
but will charge borrowers eight per cent interest.) Banks also offer fixed-term accounts that pay a higher 
rate of interest when you deposit your money for a fixed period of time. Generally speaking, the more 
money deposited and the longer the period of time, the higher the rate of interest.

Other sources
Nearly one-third of Australians receive welfare payments of some kind from Centrelink, an Australian Govern-
ment department that distributes approximately $60 billion annually in social security payments. These include:

 unemployment benefits
 disability pensions
 child-care benefits and parenting payments
 mature-age pensions
 Austudy.

As we have seen, a few lucky people may receive unexpected income as a result of winning a prize or 
inheriting property. 

ACTiviTies

1  What is the difference between a wage and a salary?

2  Create a table to show the advantages and disadvantages of:

  working for wages

  working for a salary

  receiving government welfare payments.

3  Why do you think different people earn different rates of income?

4  List the sources of income that can support a young person living independently.

5  Imagine yourself 10 years into the future. Do you expect your current sources of income 
to change? What do you expect will be your main source of income?

6  Do you think that the millions of dollars earned by professional sportspeople – such 
as tennis and soccer players – are excessive amounts? Write a letter to the editor to 
express your views. 

7  Research a famous musician, actor or professional sportsperson and find out how much 
they have earned throughout their career and/or in the past year. Do you think that their 
income level is justified? Explain.
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For a rainy day 

iCT
Go to www.centrelink.gov.au. Create a table to show the main types of welfare payments 
the Government provides and the people who are eligible to claim these benefi ts. 
  Should every person be entitled to claim these benefi ts?

  Do you think the welfare system encourages people to abuse it? Why?

  What do you think the Government can do to stop welfare cheats?

THiNKiNg ProCess
A SWOT analysis is a planning tool used to identify the major tasks and activities in a function 
and how they are linked. 
S  What strengths or advantages do you have?

W  Are there any perceived weaknesses that you did not consider?

O  Do any of your strengths open up any good opportunities for you?

T  What threats or obstacles do you face?
Imagine that you won $20 million in last Saturday night’s Tattslotto draw. A dream has 

become a reality – you have become an instant millionaire and all your life’s problems are 
now solved! Right?

Construct a SWOT analysis of your fairytale win, identifying the potential rewards and 
pointing out any problems that may need to be managed or put into perspective.

ToPiC Preview

•  How do you save money?

• What are fi ve different banks in Australia?

•  How do you think banks make money?

•  In what ways do you think banks have changed?

Once you begin earning an income, you will have to decide what to do with all that money! Perhaps you could 
buy a new MP3 player, sunglasses, surf wear or the latest mobile phone? 

Spending all of your income would be fun, and would provide you with a burst of short-term pleasure, but 
it is important to get into the habit of saving. Essentially, saving is about putting money aside to be spent or 
used later. Your savings are the total accumulated amount of income that you have not spent.

Unfortunately, our society generally overlooks and undervalues the importance of saving. Many people 
spend everything they earn – or even live beyond their means. Although it requires a little planning and 
discipline to set aside money that you would rather spend, this means that your future is more likely to be 
fi nancially secure. It is a good idea to begin saving and investing small amounts from an early age.
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Figure 2.11   
Savings goals

Child
• opening first savings account
• Managing an allowance

Young adult
• Paying for higher 

education (HeCs, TAFe)
• entering the workforce
• Taking out medical 

insurance
• Buying first car
• Taking out insurance
• Leaving home
• Funding lifestyle activities 

(sport, holidays)
• getting a credit card

retiree
• Paying off a 

mortgage
• Funding retirement
• Funding independent 

living

Adult
• Buying a house
• Taking out insurance
• Marrying
• Having a family/second 

family
• Paying off a mortgage
• investing
• Paying for own or 

children’s education
• saving for retirement
• Funding lifestyle activities
• Changing jobs
• Taking a career break

Pre-retiree
• Paying off a 

mortgage
• Paying for 

children’s 
education

• Planning for 
retirement

• Funding 
lifestyle 
activities

Teenager
• opening first savings 

account
• getting a part-time job
• getting a mobile phone

People save money for different reasons, and it is important to identify and establish your financial goals. 
Some people save ‘for a rainy day’, so that they will have an emergency fund to help them cope with unexpected 
events such as illness, unemployment and accidents. Other people have short-term goals, such as saving up for 
a new digital television, or long-term goals for purchasing larger items, such as a car or house.

Figure 2.11 shows some savings goals for people in different age groups.

Figure 2.10  What would you buy?

Planning for the unexpected
• writing a will
• saving for the future
• Buying accident, life and 

disability insurance
• updating skills
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Figure 2.12  Financial institutions

Large national and 
regional banks

online banks Building societies

Merchant banks

Finance companies

Credit unionsFinancial institutions

Choosing a financial institution
Putting money into a bank account on a regular basis allows you to build up a cash reserve and earn interest. 
The sooner you start to save, the faster your savings will multiply. Savings accounts that pay compound 
interest are especially good because each year you receive interest not only on the amount you have invested, 
but also on the interest you received in previous years. In simple terms, you earn interest on top of interest!

Although banking money is probably the simplest way to save, you should be aware of any fees that banks 
will charge on the services you use. Usually these include fees for:

 cheques  overdrafts  online banking   stopping a payment

 ATM withdrawals  counter withdrawals  balance inquiries  replacement statements.

When deciding where to conduct your banking, you need to ‘shop around’. To find the financial institution 
with the right combination of products, services, costs and convenience, you need to compare what different 
banks have to offer. You should consider interest rates, credit and debit cards, fees and online banking facilities, 
as well as convenience, size and availability of ATMs. 

Look at Table 2.2 for details about some of the different types of financial institutions in Australia.

Table 2.2 Types of financial institutions in Australia

Large	national	banks •	 Offer	many	branches	and	the	greatest	number	of	ATMs,	and	may	have	the	greatest	
variety	of	services.

•	 Usually	offer	phone	banking	and	online	banking,	as	well	as	conventional	banking	locations.

Online	banks •	 Offer	some	but	not	all	banking	services.
•	 Often	provide	links	to	your	conventional	bank	accounts.
•	 May	pay	higher	rates	on	deposits,	and	charge	lower	rates	on	loans.

Building	societies •	 Owned	by	members.
•	 Raise	funds	by	accepting	deposits	from	households.
•	 Provide	mainly	mortgage	loans.

Community	banks •	 Offer	banking	and	loan	services	to	rural	and	regional	areas	of	Australia.
•	 Branches	are	owned	and	operated	by	local	communities.
•	 Profits	are	reinvested	back	into	the	bank	to	support	various	community	projects.

Finance	companies •	 Provide	loans	to	households	and	small-	to	medium-sized	businesses.

Merchant	banks •	 Operate	primarily	in	wholesale	markets,	borrowing	from	and	lending	to	large	
corporations	and	government	agencies.
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Online banking
In the last decade, online banking has exploded in popularity. As our lives get busier and busier, online banking 
provides the convenience of being able to do our banking at our leisure, whenever it suits us. The availability 
of real-time account information is also valuable; knowing exactly what’s in your account at any given moment 
puts you in a better position of determining what you can or can’t afford. 

Another convenient feature of online banking is electronic bill payment. You can authorise your bank to 
pay certain bills automatically each month, simply by providing the appropriate information and identifying 
the account from which the funds will be drawn. 

ACTiviTies

1  As a group, discuss how your family attempts to save money.

2  One strategy for saving money when shopping is to avoid brand-name products and buy 
cheaper generic goods. 

  Collect ‘junk mail’ advertisements that you receive at home. Cut out 10 
advertisements for brand-name products. (Consider food, clothing, electrical, 
entertainment and personal goods.) Then fi nd a cheaper alternative brand for each 
product. 

  Consider the overall appeal and quality of the brand-name product in comparison to 
the cheaper alternative. Which would you choose, and why?

3  Brainstorm a list of reasons why people or businesses might need to borrow money.

4  What are some advantages and disadvantages of using a bank?

5  What are interest rates? What is their purpose?

6  Suggest why there are so many different fi nancial institutions in Australia.

7  Outline some of the benefi ts and dangers of online banking.

iCT
Using the Internet, locate the names and logos of at least two of each of the following 
fi nancial institutions.
  Banks    Building societies    Finance companies

  Online banks    Credit unions    Merchant banks
Create a PowerPoint presentation to show the names and logos of the fi nancial 

institutions you have found. Build up a profi le to show the types of customers each would 
attract and explain why this would be the case.

THiNKiNg ProCess
A Venn diagram helps you make comparisons. Similarities 
are shown in the overlapping areas and differences are 
shown in the areas that do not overlap.

Banks, building societies and credit unions are all 
fi nancial institutions that cater for our banking needs. 
Compare the types of customers, products and services, 
and the size and locations of these institutions. Display the 
information on a Venn diagram like the one in Figure 2.13.

Figure 2.13 Venn diagram
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Living beyond your means?

eXTeNsioN ACTiviTY
Use Figure 2.11 to help you answer these questions. 
a  What does this diagram represent in relation to factors that affect consumer buying 

and selling?

b  When will be the most expensive time of your life? Why?

c  When will be the least expensive time of your life? Why?

d  When should you start saving for the future?

e  Can you satisfy all your needs and wants? If so, how? If not, why not?

ToPiC Preview

•  How do you spend your pocket money?

•  What items do you try and save for?

•  What are fi ve items that your parents have to pay for every month?

•  What do you think are the three biggest expenses in your life?

•  List three parental expenses that concern you.

It is important to be able to control your day-to-day fi nances, as this will enable you to afford the things that 
bring you satisfaction and enjoyment. 

Budgeting
A budget is a detailed listing that forecasts income and expenses for an individual, family, business or govern-
ment over a specifi ed period of time. For an individual, a budget is basically a personal money statement that 
enables you to keep track of where your money is going. To make a budget, you calculate the sum of your income 
minus the sum of your expenses, and this identifi es your disposable income. However, if you are spending more 
than you are earning, you are living beyond your means and will therefore need to reduce your spending. 

Working out a budget shows where your dollars are going and will usually help you identify areas where 
you can save on expenses. Changing your spending habits and practising more self control will help you reach 
your short- and long-term fi nancial goals. 

Here are the key steps to making a good budget – and sticking to it!

 List all your income sources and all your expenses. Expenses can be classifi ed into six main areas:

• Household expenses (rates, gas, water, electricity, telephone bills, mortgage payments)
• Transport and/or vehicle expenses (petrol, registration, maintenance, fares)
• Personal expenses (clothing, haircuts, visits to the doctor and dentist, medicines)
• Food and groceries
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• Entertainment (movies, restaurants, DVDs, books, holidays)
• Insurance (home, car, health and life insurances)

 Sort out your needs from your wants. Make a list of your wants – these can become your savings goals.

 Create a budget planner similar to the one in Table 2.3. This could be a spreadsheet, or you could use a 
form obtained from a bank or accountant, or create one of your own.

 Decide on an achievable savings plan and set realistic savings goals.

 Shop around and always monitor your spending habits. Try not to spend more than you have allowed for 
in your budget.

Table 2.3 Personal budget

Income Monthly amount Percentage 

Net	pay
Investments,	interest
Other

$5365
$40

99.26%
0.74%

Total income $5405 100.00%

Fixed expenses Monthly amount Percentage 

Rent
Car	payments
Credit	card	payments
Telephone
Utilities
Taxes
Insurance	(personal	and	property)
Other

$2090

$1233
$45
$88

$800
$122

47.74%

28.13%
1.03%
2.01%

18.27%
2.79%

Total fixed expenses $4378 100.00%

Variable expenses Monthly amount Percentage 

Food
Clothing
Transportation	(including	car	and	taxis)
Education	expenses
Other

$600
$250
$120

$25

60.30%
25.31%
12.06%

2.51%

Total variable expenses
Total expenses
Disposable income	
(income	–	expenses)

$995
$5373

$32

100.00%

Note that it can be difficult to accurately predict your expenses, because they can differ month by month. 
Sometimes you may underestimate how much things cost or there may be an emergency. Also, there is 
always the temptation of straying from your budget because of easily accessible credit, bad spending habits or 
unrealistic goals. 

Remember that budgeting is not a one-off activity, but an ongoing process and you may have to revise your 
budget throughout the year. Budgeting is certainly a most useful tool in managing your finances and setting 
you on the road to saving!
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Risky business

ACTiviTies

1  Make a list of all your sources of income and expenses in the past month and then 
compare your results with the rest of the class.

2  From your list of expenses, identify whether each item was a ‘need’ or a ‘want’.

3  Create a table, bar graph or pie chart to tabulate the class results from activity 1.

4  Evaluate the spending habits in your household. Is there an area where your family can 
cut back on spending, or a particular item you can do without? What would be the 
opportunity cost of doing this?

5  Design a poster showing your short-term and long-term fi nancial goals and explaining the 
strategies that you may implement to help achieve these goals.

iCT
Assume that you have just graduated from secondary school. You have decided to rent 
a house in Richmond (total cost of $210 per week) with two other housemates while 
you study for a university degree. You will work part-time (20 hours per week) as a retail 
assistant earning $13.50 per hour. Use Excel to create a budget planner showing your 
income and expense projections for the next 12 months. Think carefully about all the 
expenses you may have, including university fees and books, unexpected birthday parties 
and the usual bills. To estimate your telephone, gas, insurance, water and electricity 
expenses, refer to the latest accounts for the house where you currently live.
  Do you expect to be able to save any money during the year? 

  What changes could you make so that you can save some (or more) money? 

  What are the expected cost savings with your changes?

ToPiC Preview

•  What factors would you consider when purchasing a property?

•  What do you think determines the price of shares?

•  Why might it be easier to invest in managed funds?

•  Why is superannuation so important?

Keeping your money in a piggy bank won’t earn you any more money, but investing that money wisely could 
be a powerful way of building wealth. As we have seen, investment means buying assets of some kind. An 
investment may provide a source of income, such as rent or dividends, but we also expect the assets to become 
more valuable over time – that is, to increase in price. Therefore, if you are considering making an investment, 
it is important to judge the options by their future profi tability. This can be done by looking at the capital 
growth – the potential increase in the value of the investment. 

Risk is also an important variable to consider when making an investment. Generally speaking, the higher 
the potential return, the higher the risk. While risk can’t be completely eliminated, a good way to manage risk 
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Managed funds

shares

superannuation

Property

investments

is to diversify your portfolio (or range of investment holdings) so that it includes different types of investments. 
Some of the more popular investment options include property, shares, managed funds and superannuation.

Property
Many Australians have chosen to invest in ‘bricks and mortar’ because the value of property tends to appreciate 
over time, creating long-term wealth. Over the past few years, Australia has experienced a housing boom, 
where property values have more than doubled, resulting in substantial capital growth. 

Investment properties can include other residential buildings such as flats, units and apartments, commercial 
property such as shops and offices, and industrial properties such as factories and warehouses.

When organising finances, it is important to note that there are many costs associated with property 
investment, including real-estate fees, bank fees, legal costs and government taxes. Stamp duty is a government 
tax payable by the buyer of a property, calculated as a percentage of the sale price. 

When purchasing an investment property, you should consider the following points.

 Commercial properties usually have better returns and fewer expenses than residential properties.

 Houses have good capital growth – but location is important.

 Units are easiest to rent out because no garden maintenance is involved.

 Properties close to the city tend to appreciate fastest.

 Properties close to schools, shops, entertainment and freeways are easiest to rent out.

 Property that is protected with a single dwelling covenant maintains a higher value as it is protected from 
developments that may undercut its value.

Figure 2.14  Investing your money

Figure 2.15  Investment properties
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Shares
If you look at financial reports in newspapers and magazines, you may have read that shares have outperformed 
other types of investment over the longer term. Shares have become a very popular choice of investment, with 
almost 50 per cent of Australians currently owning shares.

Shares are equity investments. This means that if you own shares, 
you own a part of a company. Companies in which you buy and sell 
shares are called listed companies and can be found on the Australian 
Stock Exchange (ASX). There are more than 1700 companies currently 
listed on the ASX, and these cover many different industries including 
financial services, retail, industrial and health care.

We have seen that there are two main reasons to consider buying shares. Firstly, you can make money 
through capital growth; if the value of your shares increases over time, you can sell them and make a profit. 
Secondly, some companies pay dividends twice a year, distributing some of their profits to shareholders. 
However, many companies reinvest most of their profits back into generating more business.

The Australian Stock Exchange is a marketplace where prices are determined by supply and demand. If there 
are more buyers than sellers, then the share price will rise because there is more demand for shares. If share 
prices overall are rising or expected to rise, the market is termed a bull market. If prices are falling or likely to 
fall, it is a bear market. 

Shares are considered to be volatile, that is, they can change value quickly within a short time. There 
are a number of factors that contribute to this volatility, including economic events, rises in interest rates, 
movements in international markets, company news or announcements, speculation and rumour. The key 
idea is to buy shares at a low price and sell at a higher price. However, investment advisors recommend that 
you should consider shares to be a long-term investment: ‘It’s the time in the market, not timing the market, 
that counts!’ Many people prefer to invest in blue-chip companies – high-quality companies that have a 
proven track record of producing profits.

Unlike property, shares are very portable and have a high level of liquidity, giving you ready access to the 
money you have invested. Shares can be bought and sold quickly, so you can sell parts of your investment 
portfolio if you anticipate a drop in the market. If you are not sure which shares to buy, you can appoint a 
stockbroker to do this for you. A stockbroker is licensed to trade in shares and has direct access to the share 
market. Stockbrokers can offer you advice, plan and monitor your investment portfolio, research economic 
trends and act as your agent in share transactions. Fees are normally charged as a percentage of the value of 
your shares. Discount brokers, such as CommSec, have proved to be very popular. They will execute share 
transactions on your behalf for a low fee but do not offer any financial advice.

Managed funds
If you’re looking to take the guesswork out of investing, managed funds may be the right option for you. 
When you invest in a managed fund, you are engaging a professional portfolio manager to make investment 
decisions on your behalf. The fund manager has investment skills and experience, knowledge of company 
information and is able to research economic data.
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Managed funds pool money from many investors. The total amount is invested across a range of asset 
classes, such as shares, property, bonds and cash investments. The return on your investment is calculated 
by the capital growth of the fund, so the value of your assets (expressed as units) increases as the value of the 
fund increases. Income distributions can usually be paid into a nominated account monthly, quarterly or half-
yearly, or you may choose to reinvest the distributions by buying more units in the fund.

Managed funds can be an attractive alternative for investors. They are quite affordable, as only a minimum 
of $1000 is required to purchase units. You can take part in a regular savings plan where you make monthly 
investments for as little as $100 per month. Like shares, managed funds are very liquid – you can convert your 
units into cash at any time by selling them back to the fund. 

However you need to be aware that managed funds may attract entry and exit fees of up to five per cent, 
depending on the fund. Some funds have low entry fees but higher ongoing fees, which cover the costs of 
providing and administering the service. In Australia there are thousands of funds from which to select, but 
you need to choose a fund with proven investment performance over the medium to long term. Many funds 
advertise their best results, and what may have been the best-performing fund last year won’t necessarily be 
the best-performing fund every year. It is a good idea to select a fund that matches the industries and types of 
diversification that you feel comfortable about investing in.

Superannuation
Superannuation is another form of investment or vehicle for saving money, except that the purpose is to 
fund your retirement. Statistics show that the Australian population is ageing, and the cost of providing an 
increasing number of pensions and other services for the aged will place increasing pressure on governments. 
In 1992, therefore, the Labor Federal Government introduced compulsory superannuation for employees. By 
law, your employer is required to pay an amount equal to nine per cent of your earnings into a superannuation 
fund of your choice. For example, if you earn $60 000 per year, your employer must contribute an additional 
nine per cent, or $5400, to your fund. This money can only be accessed when you retire at the age of 60.

Your employer should be paying superannuation contributions for you if:
 you are aged between 18 and 70, and
 you are earning more than $450 (after tax) in a month.

There are currently more than 300 000 superannuation funds operating in Australia, so once you begin 
working and need to join a fund, it will be worth making the effort to shop around and compare the different 
funds available. Although employers must pay contributions on your behalf, the idea is that you also should be 
topping up your superannuation by paying a percentage of your weekly income into that nominated fund. It is a 
good idea to begin retirement planning as soon as you can because people are living longer and many are retiring 
earlier. To enjoy a financially secure retirement, investing enough money in superannuation is important.

Superannuation funds employ fund managers who decide how to invest the money to maximise returns 
for their investors. They will typically diversify the money in a variety of areas including Australian and 
international shares, property, cash and fixed interest investments. Some of these options will have a higher 
risk but may be rewarded with higher returns. You can choose where you would like your superannuation 
funds to be invested, giving you greater control in the level of risk that the fund takes with your money. When 
comparing superannuation funds, it is important to compare the fees charged by different funds.
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ACTiviTies

1  What is the difference between saving and investing?

2  Make a list of investment options available to individuals. Which would you select and 
why?

3  What costs are involved in buying a house? Why is it a good idea to consider these costs 
before purchasing a property?

4  Using various newspapers, collect 10 advertisements for houses or units for sale. Make 
a list of some of the special features that will help sell the property. What price range has 
been quoted for these properties? 

5  What impact do you think a one per cent increase in home loan interest rates will have 
on a family that owes $300 000? What adjustments would they need to make to their 
budget?

6  Why do you think the Government introduced compulsory superannuation for employees? 
What are the benefi ts of this to the economy?

iCT
Log on to the website: www.asx.com.au/investor/education/classes/online.htm. 

Under ‘Investor Centre’, select the ‘Shares’ option and read the information under 
‘Getting started in shares’. Prepare an information booklet to be distributed to your class 
explaining the features of the share market and how to buy and sell shares.

Now play The shares game as a class. Each student has $20 000 to invest in an 
Australian shares portfolio and should follow the steps below.
  Choose up to six Australian companies (currently listed on the stock exchange) in which 

you would be interested in buying shares. It would be wise to do some research and 
check past performance trends for each of the companies.

  Decide how to invest your $20 000 in up to six companies. 

  Set up an Excel spreadsheet that will show (for each of the chosen companies) the 
company name, the ASX code, the number of shares that you have ‘bought’, the purchase 
price and the current value.

  Monitor the performance of your shares over a period of four weeks. You can review your 
choices on a weekly basis, selling shares and buying others, if you wish, to take account 
of any local or international news, events or trends that you think may affect your shares’ 
value.

  Update your spreadsheet with all the changes that you make, including the current value 
or your portfolio.

  Present your fi nal spreadsheet to your teacher. As a class, determine the winner of the 
shares game; that is, the student who most increased their wealth after four weeks.
As a class, discuss your choice of companies, any strategies used and possible reasons 

for the increase and/or decrease in values of the shares chosen.

THiNKiNg ProCess
A tear share activity helps a group of people share and 
compare their ideas.
a  Fold a sheet of A4 paper in quarters and label the 

quarters with the headings shown at the right. 

Figure 2.16  Tear share activity

1 Low risk      2 High risk

3 Low return      4 High return
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b  Write each of the following investments in the appropriate quarter of your paper, 
according to the level of risk you think it represents.

  Inner-city apartment

  Large factory situated in an industrial area

  Retail shop in Chapel Street, Melbourne

  $25 000 portfolio of Australian shares 

  $100 000 portfolio of international shares

  $50 000 term deposit earning 4.25% p.a.

  Painting by Pablo Picasso 

  Superannuation

  $5000 managed fund with $250 monthly contribution

  Greek souvlaki shop in Chinatown

  Rare coin and stamp collection

c  Tear your sheet of paper along the folds so that you have four separate sections. Form 
a group of four people and allocate each person a number (1, 2, 3 or 4). Then person 1 
takes all the sections numbered 1 (low risk), and so on. 

d  Each person should compare and analyse the lists they received, describing the 
similarities and differences to the rest of the group. Then the group could compare their 
fi ndings lists with the rest of the class.

eXTeNsioN ACTiviTY
A real estate agent is selling a house in Richmond. The house is 30 years old and needs 
repairing. However, it is in a very good suburb and, after some renovations, it could be 
worth much more. It is currently on sale for $440 000.

Each of the following three people is interested in applying for a loan in order to buy 
the house.
  A teacher who earns $45 000 p.a.

  A lawyer who earns $70 000 p.a.

  An information technology consultant who earns $100 000 p.a.
Each person has saved $40 000 for a deposit on the house, and the current interest 

rate is 6.45%. 
a  Name fi ve things the fi nancial institution would seek from each applicant before granting 

a loan.

b  In your opinion, how much would the fi nancial institution lend each applicant? 
Give reasons.

c  Use the online calculator at www.stgeorge.com.au/simple (or another bank’s website) 
to fi nd the monthly repayments on a loan of $400 000 for a period of: 

  5 years    20 years

  10 years    25 years

  15 years    30 years.

d   Which person do you think is most likely to obtain the loan they need to purchase the 
house? Give reasons.
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Rich task
Your task  is to plan and budget for a holiday to Europe for you and a friend. You each have saved 
$10 000 and will be away for four weeks during the months of May and June.

1  Show a full budget for four weeks’ travel. It must include:

•  air fares
•  accommodation
•  food 
•  entertainment
•  insurance
•  medical costs, such as preventive injections
•  transport 
•  travel needs, such as luggage, personal toiletries
•  the cost of visiting at least two historical locations or landmarks per country 
•  other expenses.

2  Write a paragraph summarising what choices you made for each of the above categories, and 
why. For example, did you choose fi ve-star accommodation or backpackers’ lodges? Also outline 
the opportunity cost of the choices you made. 

3  What type of holiday have you budgeted for? Were you able to afford everything you initially wanted 
to do? If not, what have you missed out on? If you have money left over, what else could you do? 

4  You  and  your  friend  are  both  very  enthusiastic  about  sport  and  recreation. When  you  get  to 
Europe, you become very excited by the idea of going on a bike tour, and you decide that this would 
be the best way to travel around. Could you adapt your budget to allow for this change of plans? 
If not, what are some of the other options?

Chapter review
•  Before notes and coins were invented, the barter system was used as a medium of exchange to 

trade goods and services.

•  Money has three functions: a unit of account, medium of exchange and as a store of value.

•  Money  has  many  forms,  including  notes  and  coins,  cheques,  bank  notes,  credit  cards,  debit 
cards, smart cards and electronic money.

•  The exchange rate is the price of one country’s currency in terms of another country’s currency.

•  The fl oating exchange rate system and the fi xed exchange rate system are the most common ways 
to determine a country’s exchange rate on the foreign exchange market.

•  The use of cash and cheques to make payments has declined in recent years, with people opting 
to use more convenient methods, such as debit and credit cards.

•  Smart cards are safer and more functional cards that are replacing magnetic stripe plastic cards.

•  Income can be earned from employment (wages and salaries), investments (interest and dividends) 
and other sources (government payments, capital gains, some kinds of prize money).

•  Saving money is important in order to achieve short-term and long-term fi nancial goals.
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•  A wide range of fi nancial institutions is available for all your banking needs.

•  Budgeting is an important way to keep track of your money and make sure that your expenditure 
isn’t more than your income.

•  Property, shares, managed funds and superannuation are options for investing your money.

Chapter review questions
1  Explain why bartering is an ineffi cient medium of exchange, and how money helps our economy 

operate.

2  Explain what is meant by an exchange rate. Provide an example.

3  Outline the difference between a fl oating exchange rate system and a fi xed exchange rate system.

4  Compare the advantages and disadvantages of using cash to credit cards.

5  Defi ne the term disposable income. 

6  List three sources of income and give examples of each.

7  List two advantages of saving money as a teenager and as an adult.

8  Explain which fi nancial institution might best meet the banking needs of a teacher. Repeat for 
a business.

9  How can investing in property make your money grow?

10 What is the Australian Stock Exchange? Describe how share prices are determined.

11 What are the advantages of making personal contributions to superannuation?
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