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7oreword

The inclusion of economic generalizations into the social studies curriculum at
the primary schoot leval in a systematic and meaningful way for the teacher and
student is a relatively new development. Work in this area was crystallized in
1964 by the Joint Council on Economic Education chroush a program designated
Developmental Economic Education Program (DEEP). This publication is part of
the DEEP program, which was undertaken Fey the greater Des Moines Committee, Des
Moines, Iowa; the Joint Council on Economic Education, New York City; the Iowa
Council on Economic Education, Iowa City; and the Bureau of Business and Economic
Research of The University of Iowa, Iowa City, Iowa.

Credit for the organization and content of this publications the coordination of
many persons toward a common goal, and the final fruition of these efforts are
due primarily to Donald G. Davison, Consulting Economist, the Bureau of Business
and Economic Research, The University of Iowa; and John H. Kilgore, Supervisor
of Social Studies for the Des Moines Public Schools.

The authors have shown skill and originality in the selection of content and the
presentation and organization of materials. This publication is a significant
contribution to the development and improvement of teaching materials for the
classroom.

L. G. Sgontz
Acting Director
Bureau of Business and

Economic Research
The University of Iowa
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Preface

THE CHILD'S WORLD OF CHOICES serves as a supplement to social studies guides
in grades kindergarten through third. As such, it provides a means of incor-
porating economic understandings into the social studies curriculum. The
publication is organized by grade level, with five basic economic generaliza-
tions providing the focal point for the material. While the statements of the
generalizations remain unchanged throughout the text, their treatment becomes
more complex and sophisticated with each successive grade.

An Overview and a Teaching Guide follow the statement of each generalization
at each grade level. The Overview gives a nontechnical and comprehensive
explanation of the economic generalizatioa and provides the general framework
for structuring each activity. Therefore, it is essential that the teacher
be thoroughly familiar with the Overview before engaging children in activities
contained in this publication.

The Teaching Guide includes a list of economic terms and their definitions
provided to aid the teacher's understanding of the material. It also includes
child-oriented activities designed to convey the major concepts to be developed
for each generalization. Since the treatment of each generalization increases
in scope and complexity in successive grades, teachers at each grade level
should be familiar with activities undertaken in both prior and subsequent
grades.

We make no apologies concerning the restrictive treatment of the subject
matter. It is our contention that to include everything in an introductory
effort tends to confuse both the teacher and the studo.nt and to obscure the
most basic ideas underlying the discipline of economics. The aim is to develop
in a sequential and systematic fashion the student's ability to identify and
analyze significant economic forces operating in the world around him.

It is our intention to develop additional generalizations for later grades and
to provide a more sophisticated treatment of present generalizations. The
present publication must be recognized as a point of departure for improving
economic education in the elementary grades. Experimental use under controlled
conditions will indicate the need for subsequent revisions.

Donald G. Davison
John H. Kilgore

August, 1968
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ECONOMIC GENERALIZATIONS

TO BE EXAMINED

Economic Generalization I

BecauRe of limited income, consuming units must choose which of
their many wants for goods and services they wilZ satisfy through
purchases Ln the market place.

Economic Generalization II

Scarce resources are required for the priodUction of goods and
services.

Economic Generalization III

Households earn money income by selling the services of their
productive resources to businesses and in turn, use household
income to purchase goods and services from businesses.

Economic Generalization IV

Some of people's wants for goods and services are satisfied
through government.

Economic Generalization V

Households may save part of their money income.

ix
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Economic Generalization I

Because of limited income, consuming units must choose which of their many
wants for goods and services they will satisfy through purchases in the
market place.

OVERVIEW

Most of the many wants of consuming units (households) for goods and serv-
ices are satisfied through purchases in the market place. Since the money
income of consuming units is limited, choices must be made as to which wants
for goods and services will be satisfied.

The first generalization focuses on the major economic ideas that:

1. All wants for goods and services cannot be satisfied.
2. There is a need for choice-making.

At this point a distinction should be drawn between economic and noneconomic
wants. First, economic wants are limited to those wants satisfied through the
use of goods and services which are produced with scarce resources. Such goods
as sunshine, air, and ocean water normally are not scarce goods and thus do not
present an economizing problem. Second, many wants cannot be satisfied through
the acquisition of scarce goods and services. Such wants are for nonmaterial
things. They include the desire for friendship, a happy marriage, or religious
satisfaction. Economists, as social scientists, are not concerned with hats
nonmaterial wants are satisfied.

The distinction between goods and services also Must be made clear. Goods
are tangible objects--such as toys, soap, and shoes--while services are produc-
tive acts which satisfy our wants but do not result in tangible objects. For
example, a doctor, a dentist, a repairman, and a shoeshine boy all perform
services. When we buy and use such goods or services, we act as consumers.

We know everybody has many wants which can be satisfied with goods and
services, but in general whit else can be said abOut them? First, as you look
at all members in society you become aware of the great variety of wcnts that
exist. It seems difficult, if not impossible, to conceive of listing all the
wants of people. Among a host ol other factors, age differences, sex differ-
ences, climatic differences, educational differences, and social differences
help to account for the differences in people's wants. Second, most wants can
be satisfied by a variety of goods or services. The desire for travel can be
satisfied by different forms of transportation services: horse, bicycle,
motorcycle, car, train, bus, boat, airplane, etc. Equally long lists of goods
and services can be made which will satisfy our wants for food, clothing,
shelter, and entertainment. Third, the list of people's wants for goods and

3
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s( cvices seems to be an unending one, and it seems impossible to provide all
tae goods and services required to satisfy all of people's wants for them.

Ample evidence exists to quickly convince us that there are not enough
goods and services to satisfy all the wants of everyone. The typical consuming
unit (household) faces an almost immediate restraint when it attempts to sat-
isfy its wants through the acquisition of goods and services. Families are
limited by their money income, for only those goods and services can be ob-
tained which can be paid for. Since money income is limited and since money
prices must be paid to obtain goods and services, income and prices are re-
straining forces limiting the number and kinds of goods and services which can

acquired.

Because of income and price restraints, consuming units cannot satisfy all
of their wants for goods and services. Since all wants cannot be satisfied and
since wants vary in importance, families must choose which wants will be
satisfied. The particular choices made will be determined in large part by the
size of the family income, the prices of different goods or services, and the
ability of different goods or services to satisfy the wants.

Wise choice-making is necessary in order to obtain the most satisfaction
possible from the purchase of goods and services. The opportunity cost of
goods and services purchased is not their money price but the other goods and
services which could have been purchased with the limited money income. Choices
must be made in order to purchase those goods and services which provide the
consuming unit with the most satisfaction in relation to the amount of money
income spent for them.



t

Economic Generalization I

Because of limited income, consuming units must choose which of their many
wants for goods and services they will satisfy through purchases in the
market place.

TEACHING GUIDE
Kindergarten

Economic Vocabulary

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair, and
babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Economic goods - goods which can be obtained only at a cost. Examples are
shirts, candy bars, and houses.

Free Rood - a good which can be obtained without cost. Examples of free
goods are air and sunshine.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Money - anything which is generally acceptable in exchange for goods and
services. The money supply includes checking accounts, coins, and paper
bills.

Price - the value of a good or service in money terms.

Economic Concepts

1. People have many wants, some of which may be satisfied through the use of
free goods, while the satisfaction of other wants requires the use of eco-
nomic goods or services.

The basic point here is that people have a great number and variety of
vents. Distinctions must be made between noneconomic wants and economic
wants which can be satisfied by goods or services produced in the home or
purchased from businesses. Air, sunshine, rain, and snow are free, or non-
economic, goods; while chairs, pencils, milk delivery, and police protection
are economic goods and services. The distinction between economic goods
and economic services can also be made.

5
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MOUNTAIN OF WISHES

new
bike

horse

give a haircut

Wishes for nonexistent
things:

dog

snow

house

magic wand

sunshine

fishing

dress

serve as a nurse

Wishes for economic GOODS:

6

fairy
godmother

baby
sister

serve as a
fireman

doll

crayons

candy

Wishes satisfied by noneconomic
goods:

Wishes for economic SERVICES:
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Suggested Activity: Build a bulletin board entitled "Mountain of Wishes,"
as illustrated on the opposite page.* Have each child draw six rocks (or
teacher can provide the "rocks") and put a wish on each rock. (The chil-
dren can draw or cut and paste pictures from magazines.) All together, the
rocks should make quite an impressive mountain, illustrating that "people
have a great number and variety of wants." The wishes will probably include
some for noneconomic. goods as well as for economic goods and services.
(Children also may wish for nonexistent things.) These distinctions can be
made through discussion or by building new mountains of noneconomic goods
and of economic goods and economic services. If the rocks are not perms-
nent17 u.:tached to the bulletin board, they can be used as a sorting game.
This exercise could be entitled "Everybody wants many things."

2. Because consuming units have a limited money income and because goods and
services have price tags, consuming units cannot satisfy all of their w..ts
for goods and services.

The relationship between the money income of consuming units and their pur-
chases of goods and services is important here. Consuming units satisfy
most wants for goods and services by purchasing them from businesses. These
purchases require the payment of money prices to businesses. Such payment
uses up the limited money income of consuming units, leaving less for
further purchases of goods and services.

Suggested Activity: The mountain of wishes can be used here as well. Price
tags can be put on at least some of the rocks representing items which chil-
dren would like to purchase. To make the prices manageable for the children,
they should be keptbetween $1 and $10, in whole dollar amounts. Ma chil-
dren themselves may enjoy determining the prices. A '.tore can be established
with either children or teacher as storekeeper. Gi,:e each child two, three,
or four play dollar bills to "spend" at the store. If the prices and the
child's income are established correctly, the child will not be able to pur-
chase everything he wants or may not be able to buy a particular item he
wants if the price of that item is greater than his total "income." Perti-
nent questions would be:

Why can't you buy everything you want? (limited money income)

If prices were lower,
services with your

If you had more money
and services)

what would happen? (could purchase more goods and
limited income)

income, what could you do? (purchase more goods

This exercise could be called "My income won't buy everything I want."

3. Because the income of consuming units is too limited to purchase all the
goods and services wanted, consuming units must choose which of their wants
for goods and services they will satisfy.

*If you feel that the use of the word "wishes" may lead the children into
excessive fantasy, the bulletin board could just as easily be called a "Mountain
of Wants."

7
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The Importance of choice-making should be made clear at this point. Con-

suming units want many goods and services. But money prices must be paid
for them, and the limited money income of consuming units is insufficient
to purchase all the goods and services wanted. Since all wants cannot be
satisfied and since some wants are more important than others, consuming
units must choose which wants they will satisfy and purchase those goods
and services they want the most.

Suggested Activity: Using the following poem, "Henry's Nickel," a moun-
tain of wishes can be built for Henry. See illustration on page 9.

"Henry's Nickel"*
by Michael Feeney

Henry's mother gave him a nickel to buy a treat.
He took it to the corner store that was just across the street.

The shelves were stacked with suge: stars,
With lemon drops and chocolate bars.

The shelves were piled with many things that Henry wished to buy.
He looked and thought and frowned a bit and gave a little sigh.

There were so many many things that Henry liked to eat.
There were so many many things and all of them were sweet.

And then he saw the toy she'f, a yo-yo ; a ball,
A cap gun and a puzzle he wished to buy 1..1.0m all.

But with one shiny nickel he knew he'd get just one,
So Henry made his mind up as you or I'd have done

And bought the thing he thought was best,
One thing he liked more than the rest.

I don't remember what it was, I really must confess.
But if you know what you'd have done, perhaps you just might guess.

*Louis Bruno. Economic Education, Washington Schools. Prepared in cooper-
ation with Northwest Council for economic education under the supervision of
the Office of the State Superintendent of Public Instruction. (Olympia, Wash-
ington: July, 1966), p. 10.

8
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HENRY'S MOUNTAIN OF WISHES

yo-yo
250

cap gun
500

Kool-Aid

50

chocolate bar
100

bubble gum

10

doll
50

puzzle
100

chocolate bar

50

sugar stars
30

ball

lemon,c4rops 50

By attaching our prices to each item and knowing Henry's income, we can
discuss the following questions:

What goods did Henry want? (lines 5-10)

Why couldn't Henry buy everything he saw? (lines 1 and 11)

Do you think Henry bought a doll? How about a cap gun? Why or why not?

What could Henry buy? (anything that cost 5e or less)

What do you think he bought?

9
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Economic Generalization II

Scarce resources are required for the production of goods and services.

OVERVIEW

This generalization focuses on the major economic idea that before goods
and services can be consumed they must be produced, and their production re-
quires the use of scarce and versatile productive resources. The two key terms
here are scarcity and versatility of productive resources.

We began with the understanding from Generalization I that because of
limited income and prices of consumer goods, consumers cannot satisfy every
want; therefore, consumers need to make decisions concerning which goods and
services to purchase. Before consumers an purchase any of these goods and
services, however, they must be produced.

Basically, the production of goods and services involves the use of scarce
productive resources such as labor, buildings, natural resources, tools, ma-
chinery, and management. For example, even in the case of the "little red
schoolhouse," the production of educational services requires the use of manag-
ers (school board and administrators), labor (teachers, custodians, etc.),
natural resources (paper, pencils, crayons, chalk, etc.), and capital goods
(buildings, blackboards, desks, furnace, etc.).

What exactly is meant by scarce productive resources? The idea of scar-
city means that there are not enough productive resources (natural resources,
capital goods, labor, and managerial knowhow) to produce all the goods and
services wanted by consumers. Therefore, just as choices have to be made con-
cerning which goods and services you as a consumer will purchase for consump-
tion (because not all of your wants can be satisfied), choices must he made as
to which goods and services will be produced with the limited resources.
Obviously, there are not enough productive resources to produce all the goods
and services everyone wants.

Resources are versatile as well as scarce. That is, most resources can be
used in the production of more than one good or service, and most goods or
services can be produced with different combinations of resources. For in-
stance, assuming the requisite skills or the ability and willingness to acquire
them, the labor services of a woman or man may be utilized as an elevator oper-
ator, teacher, writer, factory worker, etc. Again, the important point is that
labor services are scarce and if they are utilized in the production of one
good or service, they are not available for the production of alternative goods
and services. Much the same case exists for other scarce productive factors.
For instance, land may be used as a building site, for growing corn or other
crops, or for a playground. These are but a few examples of how a given produc-
tive resource may be used in the production of a variety of goods and services.

11
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It is also important to realize that most goods or services can be pro-
duced with different combinations of productive resources. The production of a
given amount of corn involves the use of land, labor, and capital; but this
amount of corn may be produced with either a lot of labor, a little capital,
and land--or a little labor, a lot of capital, and land. As is true of corn,
many goods may be produced with different proportions of land, labor, and
capital.

Since there are not enough productive resources available to produce all
the goods and services wanted by everyone (scarcity) and since most productive
resources can be utilized in the production of many different goods and in dif-
ferent proportions (versatility), wise choices or decisions must be made con-
cerning what goods and services will be produced and how resources will be used
in their production. For whenever a resource is committed to the production ci
a particular good, we should realize that other goods which could have been
produced with this resource must be forgone. This is an illustration of the
opportunity cost of using resources to produce a particular good.

Most of us would agree that land, labor, capital, and managerial knowhow
should be combined so as to produce the greatest quantity of goods and services
which will best satisfy both the individual and collective wants of consuming
units. Resource misuse or waste occurs when a given resource is used to pro-
duce a good which is of less importance than other goods which could have been
produced with this resource. Misuse or waste of resources also occurs when a
given good is produced with resource combinations which involve the use of rel-
atively more scarce and valuable resources rather than the use of relatively
more abundant and less valuable resources.



Economic Generalization II

Scarce resources are required for the production of goods and services.

TEACHING GUIDE
Kindergarten

Economic Vocabulary

Business (firm) - an organization engaged
sources and the production and sale of

Consumer goods - tangible objects used to
such as food, automobiles, toys, soap,

in the buying and hiring of re-
goods and services.

satisfy consumer wants. Objects
and shoes are consumer goods,

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair, and
babysitting.

Consumingunit - a pen3on or group (household) which uses goods or services.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Producer - a person who does useful work in making goods or performing
services.

Production - the process of combining productive resources in order to make
goods and services.

Productive resources (factors) - land, including natural resources, labor,
and capital (tools, equipment, buildings, and materials) which are
necessary for the production of goods and services.

Scarcity - tLe condition resulting from the fact that people's wants for
goods and services exceed the capacity of resources to produce them.

Economic Concepts

1. Use of scarce productive resources is required to satisfy people's wants
for Roods and services.

The main point to be stressed is that goods and services must be produced
before they are consumed. Production involves the use of productive fac-
tors--land, labor, and capital. Furthermore, the supply of productive
factors is insufficient to produce all the goods and services wanted by
consuming units. That is, productive factors are limited or scarce.

1?20



Suggested Activity: A Kool-Aid party can illustrate to the children the
need for production and for the use of scarce resources and can allow en-
joyment of the final product as well. Have children list everything neces-
sary for the production of Kool-Aid: Kool-Aid mix, sugar, water, pitcher,
spoon, measuring cup, paper cups, table, tray, and labor. Thees resources
can be classified on a picture chart, identifying land, labor, and capital.

LAND (includes natural resources) water* (free)

LABOR people to measure, mix,
pour, and distribute (500

CAPITAL (tools, materials, and
supplies)

Kool-Aid mix--20C (4 pkg.)
sugar--30c (2 lb.)
spoon--30C
pitcher--60c
measuring cup--25C
paper cups--64c (2C each)
table
tray

By putting prices on each item, the teacher can help the children to see the
money cost of producing Kool-Aid for the whole class. (The cost would be
about $2.50 to $3.00 for 32 people if all supplies were purchased. But
with borrowed tools, this activity could be carried out for about $l.1) for
Kool-Aid, sugar, and paper cups.) After collecting (buying or borrowing)
the necessary ingredients, the teacher can point out the limited nature of
these ingredients (assume we do not have money to buy any more).

What would happen if we spilled the Kool -Aid mix? if we spilled the
sugar? What if we broke the pitcher? (we would not have enough re-
sources to produce the Kool-Aid)

The children should understand that there is no Kool-Aid for them to drink
until the resources (land, labor, tools, and materials) are combined. The
Kool-Aid must be produced before it can be consumed. People who make eco-
nomically useful goods or perform economically useful services are producers.
Is everyone a producer? Take the example of the class: Most ofthe chil-
dren are going to watch while a few make and distribute the Kool-Aid.

With the help of a simple drawing, we see examples of children producing a
good (Kool-Aid) or performing a service, while some children are not in-
volved in the production of a good or the performance of a service. (See
illustrations on following page.)

*Water itself is a gift :pf nature or a free good. By the time it comes out
of a faucet, however, machinery and labor are embodied in it through treatment
and delivery processes and so it is no longer "free."

14
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PRODUCERS

Producing a GOOD

Making KoolAid

PRODUCERS

Performing a SERVICE

Distributing KooZ-Aid

CONSUMERS

Consuming a GOOD

Drinking Koo7Aid

A few questions may help to re-emphasize important points:

Before we can consume the Kool-Aid, what must be done? (it must be
produced)

What must be used to produce Kool-Aid? (land, labor, capital)

Why do we produce Kool-Aid? (because consumers want it)

What if children want more Kool-Aid than we have? (we must use adcii-
tionai resources to produce more)

What if nobody wanted Kool-Aid? Would all the resources have been
wasted? (yes)

2. Since productive resources are scarce, choices must be made as to which
goods and services will be produced.

Just as consuming units must decide which goods and services to buy with
their limited money income, businesses must also make choices in their use
of scarce productive resources. Since the money income of businesses is
limited, they must make wise choices as to which goods and services to pro-
duce and which limited productive factors to use to produce them. Busi-
nesses usually produce those goods and services which consuming units are
most willing to purchase.

15
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Suggested Activity: Have the children sell the Kool-Aid for 1C per cup.
Compare their returns with the amount spent to produce the Kool-Ail. Dis-
cussion can center on the fact that since the paper cups cost 2C each,
selling the Kool-Aid for 14 does not even cover the cost of the cup.

What do children receive when they sell Kool-Aid? (money income)

What costs are involved in producing Kool-Aid? (costs of limited
resources--land, labor, and capital)

Would producers want to sell their Kool-Aid for less than it cost them
to produce it? (n1.1)

Would a producer want to sell Kool-Aid at 50 per cup? 100?

Would you buy the Kool-Aid at 50 per cup? 100?

What else could you produce with some of these same ingredients?
(Kool-Aid popsicles, lemonade, etc.)

What do you think consuming units would want to buy most?

What would you produce?

16
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APPENDIX A
Kindergarten

Specialization: Specialization and the division of Labor increase the quantity
of goods and services that can be produced with a given amount
of resources.

This appendix focuses on the division or labor and ite effect on the amount
of goods which can be produced.

We have learned in previous generalizations that productive resources are
necessary for producing goods and services, that they are limited, and that they
may be used in various ways. Therefore, it is important that we use these re-
sources in the most efficient manner. At the same time it is possible to dis-
cover new resources and to find ne, more efficient ways of using existing
resources. One important productive resource is human labor. We shall see how
specialization and the division of labor enable this human labor to be used
most efficiently to produce a greater quantity of goods and services.

Each person has different interests, abilities, and knowledge. The divi-
sion of labor takes advantage of the special qualifications of an individual.
That is, a person works in an area or does a job which best suits his interest
and abilities. One of the easiest ways to see how the division of labor works
is to examine the average family household. Each member of a family usually
has certain tasks which he performs for the benefit of the whole household.
Father's job may be to now the lawn; mother's, to cook the meals; and sister's,
to make the beds. If there were no division of the work, each member would- -
among other things--have to cook his own meals, make his own bed, and wash his
own dishes. it is easy to see, thc.a, how dividing these jobs among the various
members of the family affords a more efficient way of performing tasks within
the home.

Businesses that produce goods and services also specialize and make even
more use of the division of labor. They usually produce a specific good or a
limited number of goods and leave the production of other goods and services to
other businesses. This in itself is specialization. In addition, they divide
the different tasks performed in the production of these few goods among vari-
ous workers. That is, instead of each man producing a conylete product, each
man works on one specific part of a product. For instance, in a shoe factory
one man may be responsible for putting heels on shoes, one for cutting the
leather, and another for sewing the parts together. Rather than each man in
the factory making a whole pair of shoes, each man performs a part of the job.
As a result, more shoes are produced.

Why? One mau may be efficient and fast at one part of the job and another
at a different part. By having each man perform the task at which he is fastest
and best, more higher quality shoes may be produced than if each man had to
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perform every task involved. In addition, when the tasks involved in the pro-
duction of a good are divided among several workers, those workers become faster
and more efficient by continually performing that specific task. An automo-
bile factory is a more obvious example. Here there are engines to be made and
assembled, seats to be upholstered, and cars to be painted, as well as many
other jobs. It is not likely that one person would be extremely efficient at
all of these tasks, but by dividing the tasks among many people, cars can be
produced more efficiently.

What do we gain, as a society, from the division of labor and specializa-
tion? First of all, through specialization and the division of labor we are
shie to produce more goods of higher quality. This results from the most effi-
cient use of human labor. Each person performs a task he is trained for and is
able to do both quickly and efficiently. Instead of a good produced entirely
by one person, we have a good which is produced by several persons--each doing
a specific part in the production, with each person more profici,,nt than the
others at the specific task he performs. These various people working together
can produce more goods, better goods, and produce them faster than if each man
produced the entire good by himself.

Another important result of specialization and the division of labor is
the greater dependence of one person on others. The family which produces a
limited number of the goods and services it desires depends upon businesses and
other persons working out tide the home to produce those goods and services
which it does not produce itself, but which must be purchased from businesses.

Since specialization also occurs in the 'business world, dependence arises
mithin and among businesses. With different workers within a factory performing
different tasks, the amount of final goods and service produced depends upon
the coordination of the efforts of all the workers. Bektause different businesses
produce different goods or types of goods, the total amount produced is influ-
enced by the coordination among businesses.

Economic Vocabulary

Division of labor - the separation of production into various tasks per-
formed by different workers, allowing specialization and the'develop-
ment and use of higher and more productive human skill.

Efficiency - producing a maximum amount of goods and services with a given
amount of resources producing a given amount of goods and services
with a minimum amount of resources.

Specialization - the concentration of effort on a particular aspect of
production (job or product) permitting persons and regions to use to
best advantage any peculiar differences in skill and resources.

Application to Kindergarten

S4.nce productive resources are scarce, it is important to produce goods and
services in the most efficient way possible. One way of producing more



efficiently is by specialization. This is illustrated in'the Kool -Aid
activity. Certain children performed certain tasks, that is, maybe two or
three would measure the ingredients, another would mix the Kool-Aid, while
four or five others would serve it to the rest of the children. If every-
one in the class attempted to produce his own, much more labor, space,
equipment, and materials would be required. Not only would this be an
inefficient use of resources, but very probably it would turn into a minor
disaster. Evidence of specialization can also be found by reading labels
on the different ingedients used to make Kool-Aid. One company processed
the sugar, another produced the Kool-Aid, and still a different company
produced the cups. Hence, it can be readily observed that examples of
specialization are all around us, even in our classroom.

To help the children understand specialization, the teacher may ask the
following questions:

What specialized tasks do the children perform in the production of the
Kool-Aid? (measure the ingedients, mix the Kool-Aid, and serve the
Kool-Aid)

Have the children discuss what would happen if everyone attempted to
make his own Kool-Aid. What would happen if only one person tried
to make and distribute all the Kool-Aid? (it would take much longer)

Ask some of the children if they think they could do a better job of
making the Kool-Aid than distributing it. Do any of them think they
could distribute it better? Should the children be assigned to the
job they can do best? (yes, they will be more efficient) Would they
be able to do a job better if they did it over and over? (yes)

Since the children specialize in making Kool-Aid, could they also
specialize in making other goods such as lemonade? (yes, if they
do specialize, they will probably produce it more efficiently)
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Economic Generalization III

1 Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

OVERVIEW

Business organizations are responsible for producing most goods and serv-
ices desired by households. As has been noted, the production of goods and
services requires the use of scarce productive factors. If businesses are to
produce goods and services, they must have some means to obtain the services of
productive factors. In the United States, most productive factors are privately
owned by households and if businesses are to command their services, they must
offer households a reward. Businesses do offer rewards in the form of prices
paid to households for the use of their productive factors. In turn, the
prices paid for productive services beccme the major source of household income.
These relationships can be seen below:

HOUSEHOLDS BUSINESSES

business expenditure
household income ----__-_---//

\%----services of'productive factors

Questions arise concerning why households should exchange the services of
productive factors for money income and why businesses should pay money income
to purchase factors and utilize them in the production of goods and services.
The answer to these questions leads us to an examination of another flow--the
flow of money payents from households to businesses, and a return flow of
goods and services to households as depicted below:

consumer goods and services

/e---------household expenditure
business income

HOUSEHOLDS BUSINESSES
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Households are willing to sell the services of their productive factors to
businesses for money income since this money income can be used to buy goods
and services desired by households. Fundamentally, households accept money in-
come in exchange for their productive services because they know this money in-
come can be exchanged for goods and services.

Business owners are willing to hire productive factors and use them to
produce goods and services for sale to households because, by doing this, own-
ers of businesses expect to earn income for their own household. If business-
men are to be successful in achieving this end, they must use the resources to
produce those products which can be sold to households for a price which will
cover payments made to the factor owners as well as to provide a reasonable re-
turn tc the businessman for his time, effort, and risk involved in organizing
and operating the business.

The circular flow diagram (below) depicting households and businesses
presents a simplified picture of the operation of the United States economy.
This diagram represents a beginning step in explaining the dual role of house-
holds as buyers of consumer goods and services from business organizations and
as suppliers of the services of productive factors to businesses.* In this
diagram, the services of productive factors may be viewed as flowing froM
households to business units in exchange for money income which enables house-
holds to purchase goods and services produced by businesses. In turn, as
households purchase goods and services, businesses are provided with money
income which becomes available for the purchase of productive resources from
households.

consumer goods and services

household expenditure
business income

HOUSEHOLDS

business expenditure
household income

BUSINESSES

services of productive factors

*A more complex circular flow diagram also would include flows among bus-
inesses, between businesses and government, and between households and
,overnment.
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Economic Generalization Ill

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

TEACHING GUIDE
Kindergarten

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts which do not result in a tangible object
but which satisfy a consumer's wants. Examples of consumer services are
fire protection, house painting, shoe repair, and babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Income earning unit - a person or family which receives money payments for
the performance of services or for the production of goods.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service in money terms.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital--are referred to as the factors of
nroduction, because all productive effort requires one or more of
these factors.

Wages - money paid to a person in exchange for his labor service.
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Economic Concepts

1. In economic terms, households maLbe viewed both as consuming units and as
income earning units.

In the United States, most goods and services consumed in the home are pur-
chased from businesses rather than produced within the home. Decisions as
to which goods and services are purchased are left up to individual house-
holds, subject to certain governmental regulations and, of course, subject
to income and price restraints.

Households must have money income to purchase goods and services from
businesses. In the United States, most productive resourc2s are privately
owned by households, and it is through the sale of the services of these
productive factors to businesses that households earn income.

Suggested Activity: The activity involving Kool-Aid might continue to be
used in illustrating the above concept. Under the guidance of a teacher,
have one of the children designated as owner of the business (producer).
Furnish the student with the materials required to produce Kool-Aid and
with play money which he will use to hire the services of labor. In turn,
provide each laborer hired with a family (mother and children). The labor-
ers hired should perform services and receive wages in payment. These wage
payments should then be taken back to the family and designated as house-
hold income which is available for the purchase of goods and services. The
teacher should have pictures of selected goods from which actual choices
could be made.

The following questions will help to emphasize the important points:

What did the laborer receive while working for the owaer of the
Kool-Aid business? (wages)

What did these wage payments represent to the family? (household
income)

Why was income important to the family? (enabled them to purchase
needed goods and services)

If the worker lost his job, would he still receive wage payments? (no)
What would happen to family income? (decrease) Would the family
be able to buy as many goods and services? (no)

2. In economic terms, businesses may be viewed as buyers of the services of
productive factors and as sellers of consumer goods to families.

In the United States, although based upon which goods and services consumers
want, business firms decide which goods and services will be produced.
Since scarce resources are required for the production of goods and services,
businessmen also must decide which resources to employ. However, as noted
above, most resources are privately owned by households; and to obtain them,
businesses must be willing to purchase them from households. Thus, the
purchase of the services of productive resources by business firms must be
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viewed as a business expenditure resulting in a flow of income from business
to household,

Businesses are able to purchase productive factors from households with the
income earned from the sale of consumer goods to households. Thus, one may
conceive of a continuous flow of income from businesses to households in
exchange for the services of productive factors and a continuous flow of
income from households to businesses in exchange for consumer goods and
services.

Suggested Activity: Continue to use a Kool-Aid business to illustrate the
above concept. With the teacher's guidance, have the owner of the business
note the various materials and labor required to produce Kool-Aid. The
owner should note that the materials and services of labor must be purchased
and involves an expenditure by the business. In turn, the owner of the
business should note that expenditures by households for Kool-Aid provide
his business with the income needed to buy resources required for the pro-
duction of Kool-Aid.

The following questions will help to emphasize the important points:

Why would the business owner want to produce Kool-Aid? (in order to
sell it to households and earn money income)

What must the business owner !o to obtain resources needed to produce
Kool-Aid? (he must purchase them from households)

What must the business owner have in order to purchase the services
of productive factors? (money income)

What must households be willing to do if business owners are to be able
to hire productive factors? (households must be willing to sell the
services of their productive factors)
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through
government.

OVERVIEW

This generalization focuses on the idea of wants best satisfied by govern-
ment, why they are best satisfied by government, why members of a society pay
taxes, and what they receive in return.*

We begin with a quick review. Families receive money income for the use
of their productive resources (factors of production). These payments are in
the form of wages and salaries, interest, rent, and profit. In addition to
these payments, a family may receive gifts of money, borrow from a bank, or
draw on past savings, thus enabling them to spend more on consumer goods than
their current money income would allow.

A family may use its money income in three ways--for purchasing consumer
goods and services, for saving, and for paying taxes. We also know that fam-
ilies have many wants, not all of which tivs can satisfy. They must make
choices concerning which ones they will satisfy and which ones they will not.
Some of a family's wants can be satisfied by goods and services produced in the
home and some by using money income to purchase goods and services from busi-
nesses, but others are best satisfied by government. In this generalization
we are concerned with those family wants best satisfied by government.

Why are some wants best satisfied by government? Certain services which
are important to society--such as national defense or lighthouses--usually will
not be provided by private businesses. Why? Businesses are only willing to
provide those goods and services which can be sold for a price in the market
place. While businesses could produce the lighthouse to warn ships of impend-
ing dangers--and all shipowners would benefit--how would the owner of the
lighthouse be able to charge a price for this service? Even if shipowners are
unwilling to pay for the service, once the lighthouse is in operation, it is
impossible to prevent them from using this service. Thus, lighthouses' usually
are owned and operated by government.

Other goods and services best provided by government are available on the
private market, can be made subject to price payments, and can be purchased by
an individual. Why then are they best satisfied by government? Most members
of society feel that all people should receive a minimum amount of certain

*Taxes are used for other purposes and are important policy instruments
but this point shall not be discussed here.
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goods and services. Public education through high schools, certain health serv-
ices such as school nurses, and community sanitation programs are examples.
While these services may be purchased by individuals, not all persons would re-
ceive an education or adequate health services if they were not provided by the
government. Some persons would not have enough money income to provide educa-
tion or medical services for their children. Others, even though they have
enough money, would not be willing to spend enough on education, health, and
sanitation. (By "enough" is meant that level which most members of society
consider minimal.) The point is Oat while most members of a society feel
there are minimal educational, health, and sanitation standards which should be
met by all people, not all people would meet these minimal standards if they
were left as the responsibility of each individual.

What are some of the wants best satisfied by government? Fire and police
protection represent wants that an individual family would find very difficult
tofullfill. Many families can use the same fire station and firemen for.fire
protection and the same police force for police protection. Therefore, it is
not efficient for a family to provide its own private twenty-four-hour police
and fire protection. A family seldom experiences a house fire large enough to
merit a call to the fire station. If a large fire should occur, however, a
family would want and need immediately the services of experienced firemen and
a fire engine. If fire and police protection are provided by government, all
families receive the same protection. They may call upon the police or upon
firemen for protection at any time of night or day.

There are other wants which can be satisifed efficiently by an individual
family but because of other reasons are best satisfied by government. One such
want is that for education. Most families feel that education is important and
that every child should be able to go to school. When schools are built and
education is provided by government, every child has an equal opportunity to
obtain an education through the high school level. If education were available
on a private basis only, many children would be unable to obtain a high school
education either because their parents would not have the money to send them or
because their parents would not be willing to spend as much money on education
as would be required. Therefore, if the members of a society feel it would be
in their best interest to provide all children with an education, the best way
to achieve this is through public education.

How does the government provide these various services to families? Goods
and services provided by government are not free. Families pay for these serv-
ices by paying their taxes. These taxes constitute a form of. income to the
government. The government then uses this tax money to pay for the goods and
services it provides to members of society. The tax money the government spends
goes mainly for the purchase of goods and services made available to members of
the comity as a whole. More specifically, it goes to the workers who pro-
vide those services, for purchasing the goods used by all people, and for pay-
ments to families unable to earn enough income to purchase minimum amounts of
food, clothing, and shelter.

Those goods and services provided by government must be produced just as
any good or service must be produced; this requires the use of productive
resources. The government may do one of two things: 1) it may either purchase
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goods and services from private businesses (the government usually hires pri-
vate businesses to build post offices, schools, city halls, dams, highways, and
other public facilities); or 2) it may produce the goods and services itself
(government hires labor to provide many services, including those of teachers,
policemen, firemen, postal workers, and many others). If it purchases them
from private businesses, money income flows from the government to the private
businessman in the form of price payments. If the government produces its own
goods and services, money income still flows into the private sector but in a
different form. In this case, money income goes directly to the workers em-
ployed in the production of the goods and services and to the owners of the
capital and raw materials used in that production.

How do families decide exactly: 1) what goods and services will be pro-
vided by government, 2) how many goods and services will be provided by
government, and 3) how much of their income will be paid to the government in
the form of taxes? In addition, how are families assured of the availability
of these goods and services? The answers lie in voting and in electing
representatives. The members of a community elect representatives to make the
actual decisions discussed above. These representatives or government offi-
cials voice the ideas and wants of the people who elected them, and in this way
the members of society are represented in government. Some examples of elected
representatives are mayors on the local level, governors on the state level.
and Congressmen and the President on the 1:ederal level.

Next, we present the idea of opportunity cost associated with public goods
or services provided by government. The taxes a family pays reduce the amount
of family income available for the direct purchase of goods and services and/or
saving by the amount of the taxes paid. This tax money collected by the gov-
ernment is then used to satisfy wants such as fire protection, police protec-
tion, public education, avid national defense. The economic cost or opportunity
cost of taxes is the alternative goods and services which could have been pur-
chased or produced. That is, the opportunity cost of the taxes paid by members
of society is the alternative goods and services which could have been purchased
with that money had it not been paid to the government in the form of taxes.

Given scarce resources, the opportunity cost of governmental goods and
services is the other goods and services which could have been produced with
those resources. To the extent that additional resources are allocated to the
public sector, more public goods and services will be available. However, rel-
atively fewer resources will be available to the private sector, and relatively
fewer private goods and services will be produced. Of course, the opposite
conclusions would hold true if relatively more resources were allocated to the
private sector rather than to the public sector.

The opportunity cost principle also operates within the public sector as
well as between the public and private sectors. Assuming a fixed amount of
resources available for the public sector, then the opportunity cost of a par-
ticular batch of public goods is the other public goods and services which
could be produced with the given resources.
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Economic Generalization IV

Some of people's wants for goods and serviced are satisfied through
government.

TEACHING GUIDE
Kindergarten

Economic Vocabulary

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible prAuct but whicl. satisfy a consumer's wants. Exampaes of
consumer services are fire protection, house painting, shoe repair, and
babysitting.

Government income - the money income received by government which is gen-
erally in the form of taxes paid by households and businesses.

Moza - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply imaudes checking accounts,
coins, and paper bills.

Taxes - involuntary payments of money from individuals and businesses to
government.

Wages - money paid to a person in exchange for his labor services.

Economic Concepts

1. Government provides important services wanted by most families..

We want to acquaint the children with some of the goods and services pro-
vided by government in the community around them--but particularly those
related to the school. Although most of these are probably familiar to
them, we want them to realize that they are provided by the government for
everyone.

Suggested Activity: Play a "Goods and services we receive from our govern-
ment" game. As the children respond to the question, "What goods and serv-
ices are provided by government?" depict each good or service on the black-
board with simple sketches. See illustration on page 31.
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equipment and supplies

administrative
personnel

parks

signal lights

schools

firemen and fire trucks

teachers

policemen and
police cars

maintenance
personnel

To make the game more meaningful, the teacher should ask questions such as
the following:

Why doesn't each family provide its own fire protection? Would it be
too expensive? (yes) Who benefits from the city's fire department?
(everyone in the city)

Why doesn't each family provide education for its own children? (too

expensive) Could each family provide all the equipment and material
found in your schcrl? (probably not)

Why do people want to serve as policemen, firemen, or teachers? (to

earn money income) Who pays them their wages or salaries? (govern-
ment) Where does the government get the money income needed to pay
them? (taxes from households) Dor your family pay taxes to govern-
ment? (yes) What does your family _eceive from government? (many
goods and services--have children name some)
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Economic Generalization V

Households may save part of their money income.

OVERVIEW

This generalization focuses on the concept of saving-why we save and how
saving affects our consImption of goods and services. Until this time we have
assumed that a household uses its money income for two purposes--paying taxes
and purchasing consumer goods and services. With the introduction of saving we
have Feveral ways to tile this income. We can pay taxes, purchase goods and
services, and save.* Let us review what we mean by household money income.
The money income a household receives consists of payments--wages and salaries,
rent, interest, or profit--for the services of the factors of production.

First we must define sayirai and then ask what saving implies about our
consumption of goods and services. Saving is that part of current money income
remaining after taxes have been paid and after goods and services have been
purchased. When a family saves part of its income, it is forgoing present con-
sumption for future consumption. That is, it purchases fewer goods and serv-
ices now, thus increasing its ability to purchase goods and services in the
future. Why do families do this?

There are several reasons for saving. A family may wish to save now so it
can satisfy important wants in the future. One example would be saving for a
vacation next year. A longer range example is saving for retirement, old age,
or for the purpose of leaving an inheritance to your family. Another example
is saving so that unexpected needs for money can be met in the future, such as
medical expenses resulting from an unforseen illness or accident.

It is interesting to look at the connection between the sources of money
income and the ways in which money income is used. We have seen in past gener-
alizations how families receive income by selling their productive services and
how their income consists of wages and salaries, interest, rent, profit, and
transfer payments. Just as the form in which we receive income is determined
mainly by the type of productive service we sell, what we do with our income
determines where it flows. After the government has received our tax payments,
that part of income spent on present consumption flows to business through the
purchase of goods and services, and the remainder--saving--is reserved for
future consumption.

An important decision to be made when we consider saving as an alternative
tt consumption is what part of our income we will save. A family receives a

*Households also can use part of their money income to make voluntary con-
tributions--for example, to churches, Red Cross, cancer fund, Boy Scouts.
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certain limited money income. The first thing it usually does is pay taxes.
After taxes have been paid there is a certain amount left over which may be
used for purchasing consumer goods and services now or saved and used at some
lacer date. We know a consumer's wants are unlimited and that he must make
decisions as to which goods and services he will purchase with this limited
inccme.

When saving is considered as an additional way to use income, another
decision is required. This decision concerns what part of a family's income
should be spent now and what part saved and spent at some future time. Since
we have examined already some of the reasons for saving, we can see why people
will postpone present consumption for the purpose of a higher level of future
consumption.

We can now ask: What happens to that part of our income which we do not
spend (which we save)? First of all, there are many forms in which we may hold
our savings. We may keep it in a safe place at home, we may put it in a bank,
or we may purchase stocks and `ponds.

Interest payments were mentioned earlier as a reward for saving. If we
keep our money at home, we do not receive interest payments. If savings are
kept in the bank, however, we receive interest payments in exchange for the use
of our money. The bank uses our money and acts as a financial intermediary.
It takes the money which people deposit as savings and makes loans to families
or businesses whose present needs for goods and services exceed the money they
have to purchase them.

The bank may lend money to a businessman to buy a machine required for the
production of goods. The bank also may help your family by loaning them money
to buy a house or a car. Whenever a family or business borrows money from a
bank, it agrees to repay the money at some designated time.

We have seen that when a family saves part of its income, it reduces cur-
rent consumption in favor of increased future consumption. On the other hand,
borrowing money from the bank has the opposite effect on consumption. If a
family borrows money from the bank to buy a car, it increases current consump-
tion at the cost of future consumption because in the future the money borrowed
from the bank will have to be repaid. So, saving increases future consumption
at the cost of present consumption; borrowing increases present consumption at
the cost of future consumption.

In summary, a household receives money income in the form of wages and
salaries, rent, interest, and profit. These payments for the services of the
factors of production are paid by the businesses to households. These factor
payments are not the only source of funds for households. They also may re-
ceive transfer payments or borrow money from the bank. The following sketch
shows sources of money income going to families or households and how they dis-
pose of their income. A household does three things with its income: saves
part, spends part on goods and services, and spends part on taxes.
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SOURCES AND USES OF HOUSEHOLD INCOME

Payments to households
by businesses

Wages and salaries

Rent

Interest

Profits

Additional sources
-4

Bank borrowings/.

Transfer payments
government
other households
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Savings $
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Government- -
(Government
receipts)

Consumer goods
and services- -
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bank deposits)



Economic Generalization V

Households may save part of their money income.

TEACHING GUIDE
Kindergarten

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting, shoe repair, and
babysitting.

Household income - the total of the money payments received by household
members .)rimarily for the performance of services or for the production
of goodE.

Household saving - household income which is not used to pay taxes and not
used to purchase consumer goods and services.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service stated in money terms.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land; and
the tools, equipment, buildings, etc., are called capital. The three- -
land, labor, and capital--are referred to as the factors of production,
because all productive effort requires one cr more of these factors.

Saving - the portion of current income which in not paid out in taxes or
in the purchase of consumer gocds.

Savinps - the total accumulation over a period of time of a household's
financial assets.

Taxes - involuntary payments of money from individuals and businesses to
government.
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Economic Concepts

1. Household saving is that part of current moue income which is not used to
pay taxes and is not spent on consumer goods and services.

Review: It has been noted that a family's income is received mainly from
the sale of productive services furnished by the household to business. In
turn, most of this household income is spent on the purchase of consumer
goods and services. It has been noted also that part of household income
must be paid to the government in the form of taxes. Now another dimension
needs to be added to the use made of income by a household. Households may
decide to save a portion of their income.

What is meant by household saving? Household saving is that part of house-
hold inl!ome which is not used to pay taxes or to purchase consumer goods
and services. While most tax payments are compulsory in nature, households
decide how the income remaining after taxes will be used, that is, what pro-
portion to spend on consumer goods and services and what proportion to save.

Household saving should be regarded simply as that part of household income
which is not used to pay taxes and not used to purchase consumer goods.
Assuming tax payments are given, the more that a household spends on con-
sumer goods, the less it can set aside as saving. Or, to put it another
way, the more a given household saves at a particular point in time, the
less it spends on consumer goods.

Saving, then, reduces the amount of income available to a household for the
current purchase of consumer goods and services. However, it increases the
amount of consumer goods and services which can be purchased in the future
by that household. The specific reason why people save varies widely, but
the general reason is that of increasing future consumption at a cost of
present: consumption. We may have a specific objective in mind like a new
car, a college education, a vacation, or retirement. We may be saving for
a "rainy day." In any case, saving decreases present consumption and
permits increases in future consumption.

Suggested Activity: To convey the idea that money income can be spent
either on consumer goods and services

*
or saved, we want to confront the

children with a realistic situation. We want to provide them with a money
income and a variety of goods that may be purchased with that income. They
will have to decide whether to use their income for immediate consumption .

or to save it in order to consume more in the future. Before this activity
is started, it would be advisable to inform the children's parents of what
is going to be done and ask for their cooperation. A sample letter to
parents is found on page 39 following this generalization.

Three main elements are necessary for this activity:

1. A store selling a variety of items with prices ranging from lc to 10C.

*This activity disregards taxes.
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For children of kindergarten age, it would probably be best to keep al-
most all items in the lc to 5C price range, with only a few costing
more than 5C. Discuss with the children the types of goods they would
like to have in the store--they may include gum, licorice, candy bars,
model airplanes, necklaces, ringsi. plastic cars, bracelets, mirrors,
etc. After the goods have been obtained, put price tags on each item.
Allow the children to help as much as possible with setting up and
running the store.

2. An income of 10C per child to be distributed in pennies with each child
receiving six pennies on Monday and one penny each succeeding day, Tues-
day through Friday. This money can be obtained from the school fund if
possible or from the children if necessary. The teacher can collect
the pennies that are not spent at the end of the activity each day and
pass them out to the children the nExt day along with the additional
penny of income.

3. Lastly, a chart to keep a record of what is happening as the project
progresses. One such as the following allows the children to color
in the pennies as they receive them and X-them out as they are spent.
Therefore, those pennies which are colored in but not X-ed out have
been saved.

Name Monday Tuesday Wednesday Thursday Friday

Billy fR
i:, A, 0]) 0 C5)

Annie '

. .. ..,.

rlrill'' I. E) E) (D E)

Susan
fl .1., 4e gin,

41..-...

.

E) 0 G)

I AAAA f A/00..0.00A le4eVito
Etc.

AL.A.Novs....... A.. .4). elf.. 1 A.. 1.4%**%. IA pi. --

During the week, let children discuss the number of pennies they have spent
and the kinds of consumer goods they have purchased as well as the pennies
they have not spent, that is, the number of pennies they have saved. If
children have saved some pennies, they should indicate the more expensive
good they can purchase or the increased amount of purchases which they can
undertake during the latter part of the week. Since the period covered is
a week and since saving makes possible greater consumption in the future,
all pennies must be spent by the end of the week. If desired, this activ-
ity can be repeated a second time, allowing comparison of the children's
spending and saving behavior for the two weeks.
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(Sample letter to parents)

Dear Parents:

As you know, our kindergarten class has been learning about economic ideas that
matter in our lives. We have talked about income and how we never have enough
money income to get everything we want. We have to make choices.

Now we are going to practice using income in class. Each child will be given
six pennies (from the school fund) on the first day, then one penny each suc-
ceeding day, to the total of f;en pennies for the week.

Our "store" will be in our room. Each child has the ,:hoice of getting what
he wants--candy, cookies, a balloon, etc., each day. On Friday, the more ex-
pensive items will be sold--such as: a whistle, a ring, a "monster," etc.
If the child has bought candy and cookies at the first of the week, he may
not have enough money saved to buy these more durable items. Then during the
second week, the "store" will be open and the income paid to each child's
account again, so that we may find out whether the children have learned to
postpone immediate wants to save for future wants.

Your part in this project will be two-fold. First, I ask that you do not lec-
ture your child about how to spend his income at the school "store." Second,
I ask that you refrain from buying the child items that will be in our "store"
on Friday. Each child must learn that the cost of what he buys at the first
of the week includes what he must do without at the end of the week if he has
not saved some if hie income.

It is our hope that your child will benefit from this experience. Your cooper-
ation will, we are sure, make this a more meaningful classroom activity.

Sincerely yours,

Your teacher
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Economic Generalization I

Because of limited income, ce.-Isuming units must choose which of their man;
wants for goods and servicea they will satisfy through purchases in the
market place.

OVERVIEW

Most of the many wants of consuming units (households) for goods and serv-
ices are satisfied through purchases in the market place. Since the money
income of consuming units is limited, choices must be made as to which wants
for goods and services will be satisfied.

The first generalization focuses on the major economic ideas that:

I. All wants for goods and services cannot be satisfied.
2. There is a need for :41oice-making.

At this point a distinction should be drawn between economic and noneconomic
waists. First, economic wants are limited to those wants satisfied through the
use of goods and services which are produced with scarce resources. Such goods
as sunshine, air, and ocean water normally are not scarce goods and thus do not
present an economizing problem. Second, many wants cannot be satisfied through
the acquisition of scarce goods and services. Such wants are for nonmaterial
things. They include the desire for friendship, a happy marriage, or religious
satisfaction. Economists, as social scientists, are not concerned with how
nonmaterial wants are satisfied.

The distinction between goods and services also must be made clear. Goods
are tangible objects--such as toys, soap, and shoes--while services are produc-
tive acts which satisfy our wants but do not result in tangible objects. For
example, a doctor, a dentist, a repairman, and a shoeshine boy all perform
services. When we buy and use such goods or services, we act as consumers.

We know everybody has many wants which can be satisfied with goods and
services, but in general what else can be said about them? First, as you look
at all members in society you become aware of the great variety of wants that
exist. It seems difficult, if not impossible, to conceive of listing all the
wants of people. Among a host of other factors, age differences, sex differ-
ences, climatic differences, educational differences, and social differences
help to account for the differences in people's wants. Second, most wants can
be satisfied by a variety of foods or services. The desire for travel can be
satisfied by different forms of transportation services: horse, bicycle,
motorcycle, car, train, bus, boat, airplane, etc. Equally long lists of goods
and services can be made which will satisfy our wants for food, clothing,
shelter, and entertainment. Third, the list of people's wants for goods and
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services seems to be an unending one, and it seems impossible to provide all
the goods and services required to satisfy all of people's wants for them.

Ample evidence exists to quickly convince us that there are not enough
goods and services to satisfy all the wants of everyone. The typical consuming
unit (household) faces an almost immediate restraint when it attempts to sat-
isfy its wants through the acquisition of goods and services. Families are
limited by their money income, for only those goods and services can be ob-
tained which can be paid for. Since money income is limited and since money
prices must be paid to obtain goods and services, income and prices are re-
straining forces limiting the number and kinds of goods and services which can
be acquired.

Because of income and price restraints, consuming units cannot satisfy all
of their wants for goods and services. Since all wants cannot be satisfied and
since wants vary in importance, families must choose which wants will be
satisfied. The particular choices made will be determined in large part by the
size of the family income, the prices of different goods or services, and the
abil!ty of different goods or services to satisfy the wants.

Wise choice-making is necessary in order to obtain the most satisfaction
possible from the purchase of goods and services. The opportunity cost of
goods and services purchased is not their money price but the other goods and
services which could have been purchased with the limited money income. Choices
must be made in order to purchase those goods and services which provide the
consuming unit with the most satisfaction in relation to the amount of money
income spent for them.
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Economic Generalization I

Because of limited income, consuming units must choose which of their many
wants for goods and services they wiZZ satisfy through purchases in the
market place.

TEACHING GUIDE
First Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of con-
sumer services are fire protection, house pairting, shoe repair and
babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Money - anything which is generally acceptable in exchange for goods and
services. The money supply includes checking accounts, coins, and paper
bills.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Price - the value of a gcod or sev.ice stated in money terms.

Economic Concepts

1. Families have many wants for goods and services. A family's wants for goods
and services may differ from the wants of other families.

In the first grade, we use the family as the basic consuming unit. While
discovering the great number and variety of wants of a family, we can make
distinctions between economic and noneconomic wants and between goods and
services. Hopefully, this will be a review of material learned in kinder-
gariten.* We can then extend the ideas to compare families' wants and note
similarities and dissimilarities resulting from the size and composition of

*For children who have not been exposed to this in kindergarten, reference
should be made to the Teaching Guide for Kindergarten, Generalization I, Con-
cept 1, "Mountain of Wishes."
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each family and the ages and sexes of its members. Such comparisons also
can demonstrate that although wants may be similar, there are often many
different ways in which theae wants can be satisfied. That is, there may
be many different goods or services that will satisfy a given want.

Suggested Activity: In order to convey the above points, each child can
make a book in the shape of a house with a separate page to represent each
member of his family. The children can print the names or draw pictures
of each family member at the top of the pages. Underneath the names, the
word "consumer" can be placed to show that everyone consumes goods and
services.

Have each child fill in each page with goods and services which the members
of his family have or would like to have. This can be done by printed
words, pictures cut from magazines, or drawings by the children and can in-
clude such things as food, clothing, and shelter which everyone most likely
has in some form but, nevertheless, continually wants. This activity
should demonstrate great numbers of wants and variety because of the dif-
ferences of ages and sex of family memtdrs. General similarities may also
be evident. Comparison of several books will probably reveal more similar-
ities as well as greater variety and include differences because of the
sizes of the children's families. At this point, questions may help the
children make comparisons to illustrate the ideas:

What kinds of things do families want?

Do they want both goods and services? (yes) What are some examples of
these?

Do all families want the same goods and services?

Why do families want different goods and services? (because of differ-
ences in sizes, compositions, ages, etc.)

If families do have an identical want, do they all satisfy it in tne
same way? Do all families buy the same kind of food in order to
satisfy a want for food? (no, there are many NJays to satisfy a
particular want)
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2. Family income is the most important determinant limiting the arcumt and
kinds of goods and services consumed by a family.

The money income of all families is limited in relation to all the goods
and services they want. Money prices must be Acid to businesses in order
to obtain most goods and services. Such payments use most of the money
income of families and leave less for further purchases of goods and services.
Although no family can satisfy all of its wants for gooes and services,
because of the wide range of incomes some families can satisfy more
wants than other families can. Some families are able to satisfy fewer of
their many wants for goods and services--and probably satisfy these wants
differentlythan are families with higher incomes.

Suggested Activity: Before we talk about the use of family income, the
children should have an idea of where family income comes from. Parents
can be involved in helping the child to learn this concept. (A letter from
teacher to parents can help pave the way and explain that the children will
be studying the relationship between limited family income and the many
wants for goods and services. It should be made clear that we don't want
to know personal details, such as the level of income, but only such things
as how many producers the family has and who receives income.)

After parents have been introduced to what is being done, have the children
write letters to their parents with questions such as:

Do you work inside or outside the home?

Do you produce goods or services?

Do you receive income for your work?

Does anyone else in our family receive income?

When the information has been obtained, the children can draw pictures
illustrating various aspects of it. Two pages could now be added to the
children's books--one illustrating "producers inside ...le home" and U.-a
other "producers outside the home." You can point out that, although
everyone is a consumer, only some earn income by producing goods or ser-
vices outside the home. You can also help the children discover how many
of their parents earn income by producing goods and how many earn income
by producing services.

Now that the children have discovered the sources of their families' in-
comes, we can deal with the satisfaction of wants for goods and services
through the use of these incomes. Children should be aware of the prices
that must be paid in order to obtain goods and services from businesses.
They should now also know that they and their families have only a cer-
tain amount of income with which to purchase these goods and services.
Using their own experiences, it can be shown through questioning, that just
as they probably cannot purchase everything they would like to have with
their allowances, their families cannot obtain all the goods and services
they want with their money income.
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How do we obtain goods and services from businesses? (pay money prices)

What must be used to purchase goods and services? (money income)

Can you buy all the goods and services you want? (no) Why not?
(money income is limited)

Do you think your family can buy all the goods and services it wants?
(no) Why not? (family income is limited)

3. Since a family cannot satisfy all of its wants for goods and services, it
must choose which wants to satisfy and how to satisfy them.

Given their wants, the prices of the goods and services that could satisfy
them, and the amount of income available for this purpose, families must
decide which wants to satisfy, in what order, and how to satisfy them.
Some wants are more important than are other wants. Furthera-re, a given
want may be satisfied in many different ways. Since goods vary in the
amount of satisfaction they will provide and since the prices of them are
likely to differ, these--as well as available income--are important factors
to be considered when deciding how to spend family income.

Suggested Activity: Have children draw or cut out pictures (at school or
at home) of five goods or services (each costing 25Q or less) that they
would like to have. Put the appropriate prices on each item. Have the
children decide which they want the most, ;second most, etc. Then divide
the class into three groups. Give each child in one group an allowance of
10Q,
Tell

each
the

child in another group 25Q, and each child in the third group
children to consider the allowance (money income) they have and

50Q.

the prices of the goods that they want. Have them decide which goods they
would purchase.

Can you purchase all the goods you want? Why or why not?

How many can you purchase?

Can you purchase the item you wanted most? If not, why not? (money
income is less than the price of the item)

What goods couldn't you purchase? If you had purchased once of these
goods (prot'Iding its price was within the child's allowance), what
other goods couldn't you have purchased?

tfou may want to use several children as examples for the class.)
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Economic Generalization II

Scarce resources are required for the production of goods and services.

OVERVIEW

This generalization focuses on the major economic idea that before goods
and services can be consumed they must be produced, and their production re-
quires the use of scarce and versatile productive resources. The two key terms
here are scarcity and versatility of productive resources.

We began with the understanding from Generalization I that because of
limited income and prices of consumer goods, consumers cannot satisfy every
want; therefore, consumers need to make decisions concerning which goods and
ser Ices to purchase. Before consumers can purchase any of these goods and
sel ces, however, they must be produced.

Basically, the production of goods and services involves he use of scarce
productive resources such as labor, buildings, natural resource6, tools, ma-
chinery, and management. For example, even in the case of the "little red
schoolhouse," the production of educational services requires the use of manag-
ers (school board and administrators), labor (teachers, custodians, etc.),
natural resources ((paper, pencils, crayons, chalk, etc.), and capital goods
(buildings, blackboards, desks, furnace, etc.).

What exactly is meant by scarce productive resources? The idea of scar-
city means that there are not enough productive resources (natural resources,
capital goods, labor, and managerial knowhow) to produce all the goods and
services wanted by consumers. Therefore, just as choices have to be made con-
cerning which goods and services you as a consumer will purchase for consump-
tion (because not all of your wants can be satisfied), choices must be made as
to which goods and services will be produced with the resources.
Obviously, there are not enough productive resources to produce all the goods
and services everyone wants.

Resources are versatile as well as scarce. That is, most resources can be
used in the production of marl than one good or service, and most goods or
services can be produced with different combinations of resources. For 1-

stance, assuming the requisite skills or the ability and willingness to acquire
them, the labor services of a woman or man may 'be utilized as an elevator oper-
ator, teacher, writer, factory worker, etc. Again, the important point is that
labor services are scarce and if they are utilized in the production of one
good or service, they are not available for the production of alternative goods
and services. Much the same case exists for other scarce productive factors.
For instance, land may be used as a building site, for growing corn or other
crops, or for a playground. These are but a few examples of how a given produc-
tive resource may be used in the production of a variety of )ods and services.
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It is also important to realize that most goods or services cam be pro-
duced with different combinations of productive resources. The production of a
given amount of corn involves the use of land, labor, and capital; but this
amount of corn may be produced with either a lot of labor, a little capital,
and land--or a little labur, a lot of capital, and land. As is true of corns
many goods may be produced with different proportions of land, labor, and
capital.

Since there are not enough productive resources available to produce all
the goods and services wanted by everyone (scarcity) and since most productive
resources can be utilized in the production of many different goods and in dif-
ferent proportions (versatility), wise choices c2 decisions must be made con-
cerning what goods and services will be produced and how resources will be used
in their production. For whenever a resource is committed to the production of
a particular good, we should realize that other goods which could have been
produced with this resource must be forgone. This is an illustration of the
opportunity cost of using resources to produce a particular good.

Most of us would aeree that land, labor, capital, and managerial knowhow
should be combined so as to produce the greatest quantity of goods and services
which will best satisfy both the individual and collective wants of consuming
units. Resource misuse or waste occurs when a given resource is used to pro-
duce a good which is of less importance than other goods which could have been
produced with this resource. Misuse or waste of resources also occurs when a
given good is produced with resource combinations which involve the use of rel-
atively more scarce and valuable resources rather than the use of relatively
more abundant and less valuable resources.
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Economic Generalization II

Scarce resources are required for the production of goods and services.

TEACHING GUIDE
First Grade

Economic Vocabulary

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of consu-
mer services are fire protection, house painting, shoe repair, and
babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Producers - people who produce or assist in the production of goods or
services.

Production - the process of combining productive resources in order to make
goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used .1n the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital- -are referred to as the factors of
production, because all productive effort requires one or more of these
factors.

Scarcity - the condition resulting from the fact that people's wants for
goods and services exceed the capacity of resources to produce them.

Economic Concepts

1. Goods and services must be produced before they can be consumed.

The gist of this concept is that the production of gok is involves the use
of productive resources which are land, labor, and capital.

Suggested Activity: Engage the children in a "What we make (produce) at
cm' house" game. Have the children tell what their mother, father, and
other memt'ers of their family--including themselvesproduce in the way of
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goods and services. List those mentioned and ask whether they are goods
or services. Discuss with the children the typical resources employed in
taking care of a lawn. Point out to them that both labor and capital may
be used. For instance, the father provides the labor required to mow the
lawn. However, he may use a number of capital goods including a power
mower, rake, clippers, etc.

To assist children in understanding that production must precede consump-
tion and that production involves the use of resources, discuss the fol-
lowing questions:

Why can't you eat a cake before your mother makes it?

What resources are used in making a cake? (these might include butter,
eggs, flour, aalt; and equipment or tools such as an oven, measuring
cup, spoons, bowls, mixer, pans, etc.; mist important, mother must
provide her labor services)

2. Resources used in the production of goods and services are scarce.

The important point here is that the supply of available resources is too
limited to produce all the goods and services wanted.

Suggested Activity: Continue the discussion "What we produce at our house"
and elicit answers aimed at bringing out the problem of scarcity. Appro-
priate questions are:

What prevents your mother from baking 100 cakes? (not enough resources)
Would she have time? Would she have enough flour?

Where would she bake dinner if she had the oven full of cakes all the
time? (if she kept the oven full of cakes, she would need another
oven for dinner, that is, more capital needed)

3. Productive resources are versatile. Manz goods can be produced using var-
ious combinations of these resources.

The versatility of productive resources can be shown by using land as an
example. Land may be used for erecting a building, for the growing of
crops, or for a parking lot. Most goods and services can be produced with
varying mixes of cvailable resources; for example, the growing of corn can
be accomplished by using little land, by having the plants close together,
and by using large amounts c.sf fertilizer and laoor. Corn can al-o be grown
by using more land with larger spaces between plants and by using less fer-
tilizer and cultivating it by means of a tractor.

Suggested Activity: The making of a cake can be used to illustrate this
idea. Suppose that because of the lack of chocolate (scarcer than flour
or sugar, etc.) a limited number of chocolate cakes may be made. In this
case another type of cake or cookies not requiring chocolate may be made.
Most of the ingredients that go into making cake are used in making bread.
The flour used in both cake, bread, and cookies can be made into paste for
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sticking paper together. The teacher may conduct a short discussion con-
cerning the alternative uses of scarce resources:

If your mother has all the ingredients for a chocolate cake except the
chocolate, can she make a chocolate cake? (no) How about a cake
that doesn't require chocolate? (yes)

What other uses does flour have? (cookies, pie crust, bread) What
other foods are made with flour? (noodles, gravy, etc.)

4. Since productive resources available to families are limited, not all wants
for goods or services can. be satisfied. Therefore, choices must be made as
to which goods or services will be produced within the home.

As is the case for most persons, children view money income rather than
productive resources as the major factor limiting the amount of goods and
services consumed by people. But production must precede consumption, and
production involves combining resources. Therefore, since resources are
limited, production and consumption are limited, and choices among possible
alternatives have to be made.

Suggested Activity: In order to emphasize the importance of scarce re-
sources in the production of goods or in the performance of services, chil-
dren might discuss the various things that father might do on Saturday, his
day off from his regular job. For instance, the following tasks might con-
front father:

Build a treehouse
Mow the grass
Repair a bicycle tire
Trim the shrubbery
Paint the house

Put up screens
Replace the TV antenna
Repair the highchair
Build a doghouse

After children have discussed the various jobs father can be called unn to
do around the house, the following questions may be examined to point out
the need for choices:

Can father do all the things noted above? (no) Why not? (limited re-
sources--primarily his labor time)

Why not hire someone else to do these jobs? (may not want to spend
limited income for them)

How should father use his labor services? Does he have to make choices?
(yes)

Should father try to get another job on Saturday and hire someone else
to do the jobs around the house?
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Does father want some free time for leisure, that is, to watch a ball
game, go fishing, play golf, or take a nap? (probably)

Does father have to make a choice between spending his time performing
services for the family a' putting aside some of this time for
relaxation? (yes)
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APPENDIX B
First Grade

Specialization: Specialization and the division of labor increase the quantity
of goods and services that can be produced with a given amount
of resources.

This appendix focuses on the division of labor and its effect on the amount
of goods which can be produced.

We have learned in previous generalizations that productive resources are
necessary for producing goods and services, that they are limited, and that they
may be used in various ways. Therefore, it is important that we use these re-
sources in the most efficient manner. At the same time it is possible to dis-
cover new resources and to find new, more efficient ways of using existing
resources. One important productive resource is human labor. We shall see how
specialization and the division of labor enable this human labor to be used
most efficiently to produce a greater quantity of goods and services.

Each person has different interest, abilities, and knowledge. The divi-
sion of labor takes advantage of the special qualifications of an individual.
That is, a person works in an area or does a job which best suits his interest
and abilities. One of the easiest ways to see how the division of labor works
is to examine the average family household. Each member of a family usually
has certain tasks which he performs for the benefit of the whole household.
Father's job may be to mow the lawn; mother's, to cook the meals; and sister's,
to make the beds. If there were no division of the work, each member would--
amnng other things--have to cook his own meals, make his own bed, and wash his
own dishes. It is easy to see, then, how dividing these jobs among the various
members of the family affords a more efficient way of performing tasks within
the home.

Businesses that produce goods and services also svIcialize and make even
more use of the division of labor. They usually produce a specific good or a
limited number of goods and leave the production of other goods and services to
other businesses. This in itself is specialization. In addition, they divide
the different tasks performed in the production of these few goods among vari-
ous workers. That is, instead of each man producing a complete product, each
man works on one specific part of a product. For instance, in a shoe factory
one man may be responsible for putting heels on shoes, one for cutting the
leather, and another for sewing the parts together. Rather than each man in
the factory making a whole pair of shoes, each man performs a part of the job.
As a result, more shoes are produced.

Why? One man may be efficient and fast at one part of the job and another
at a different part. By having each man perform the task at which he is fastest
and best, more higher quality shoes may be produced than if each man had to
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perform every task involved. In addition, when the tasks involved in the pro-
duction of a good are divided among several workers, those workers become faster
and more efficient by -ontinually performing that specific task. An automo-
bile factory is a more obvious example. Here there are engines to be made and
assembled, seats to be upholstered, and cars to be painted, as well as many
other jobs. It is not likely that one person would be extremely efficient at
all of these tasks, but by dividing tfe tasks among maGy people, cars can be
produced more efficiently.

What do we gain, as a society, from the division of labor and specializa-
tion? First of all, throogh specialization and the division of labor we are
able to produce more goods of higher quality. This results from the most effi-
cient use of human lal:or. Each person performs a task he is trained for and is
able to do both quickly and efficiently. Instead of a good produced entirely
by one person, we have a good which is produced by several persons--each doing
a specific part in the production, with each person more proficient than the
others at the specific task he performs. These various people working together
can produce more goods, better goods, and produce them faster than if each man
produced the entire good by himself.

Another important result of specialization and the division of labor is
the greater dependence of one person on others. The family which produces a
limited number of the goods and services it desires depends upon businesses and
other persons working outside the home to produce those goods and service5,
which it does not produce itself, but which must be purchased from businesses.

Since specialization also occurs in the business world, dependence arites
within and among businesses. With different workers within a factory performing
different tasks, the amount of final goods and services produced depends upon
the coordination of the efforts of all the workers. Because different businesses
produce different goods or types of goods, the total amount produced is influ-
enced by the coordination among businesses.

Economic Vocabulary

Division of labor - the separation of production into various tasks per-
formed by different workers, allowing specialization and the develop-
ment and use of higher and more productive human skill.

Efficiency - producing a maximum amount of goods and services with a giien
amount of resources or producing a given amount of goods and services
with a minimum amount of resources.

Specialization - the concentration of effort on a particular aspect of
production (job or product) permitting persons and regions to use to
best advantage any peculiar differences in skill and resources.

Application to First Grade

Specialization within the home increases the efficiency (that is, producing
a maximum amount of final goods and services with a limited amount of
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resources) in the production of goods and services. This is illustrated
by the activity of the first economic concept of Generalization II. The
list of jobs performed by various members of a family indicates the amount
of specialization in each household. For example, father might mow the lawn,
paint the fence, trim the hedge, and wash the car. Mother could wash the
dishes, sweep the floor, buy the groceries, and clean the bathroom. Each
person performs different types of jobs or specializes. Such specialization
is more efficient for a number of reasons. First, Mother and Father do
jobs for which they are best suited. Also, both will improve at the tasks
as they do them again and again. For instance, mother, after shopping
at a grocery store a number of times, learns where th:_ items are placed
and can save time picking them out. Also, she i..ay be better at choosing
the best values.

The specialization of family members also will save on the amount of
tools and equipment required for a job. If each fami_ly member attempted
to cook his own dinner at the same time as everyone else, the kitchen
might get rather crowded. Each person would need spoons, pots and pans,
and other cooking utensils as well as burners and ovens. This adds
considerably to the amount of productive resources (that is, labor and
capital) required.

In order to emphasize the idea of specialization, the teacher may discuss
the following points:

Have the children discuss specific jobs of different members of their
families.

Are some family members better at doing certain jobs than other members?
(yes) For example, is Father or Mother better at mowing the grass?
cooking the meals?

Ask the children if they ha';e any specific jobs to do around the home.
If so, ask them if they think they can do the job any better now than
when they first began. Do you think most people improve at a job
as they become more accustomed to it? (yes, because they learn how
to do the job better and in less time, thus more efficiently)

What would happen if the whole family attempted to do the same job at
the same time? for example, if everyone tried to cook dinner at
the same time? (see above)
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Economic Generalization III

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

OVERVIEW

Business organizations are responsible for producing most goods and serv-
ices desired by households. As has been noted, the production of goods and
services requires the use of scarce productive factors. If businesses are to
produce goods and services, they must have some means to obtain the services of
productive factors. In the United States, most productive factors are privately
owned by households and if businesses are to command their services, they must
offer households a reward. Businesses do offer rewards in the form of prices
paid to households for the use of their productive factors. In turn, the
prices paid for productive services become the major source of household income.
These relationships can be seen below:

HOVSEHO'DS BUSINESSES

business expenditure
---- household income

"----services of productive factors

Questions arise concerniLig why households should exchange the services of
productive factors for money income and why businesses should pay money income
to purchase factors and utilize them in the production of goods and services.
The answer to these questions leads us to an examination of another flow--the
flow of money payments from households to businesses, and a return flow of
goods and services to households as depicted below:

consumer goods and services

/..---------household expenditure
business income

HOUSEHOLDS
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Households are willing to sell the services of their productive factors to
businesses for money income since this money income can be used to buy goods
and services desired by households. Fundamentally, households accept money in-
come in exchange for their productive services because they know this money in-
come can be exchanged for goods and services.

Business owners are willing to hire productive factors and use them to
produce goods and services for sale to households because, by doing this, own-
ers of b3sinesses expect to earn income for their own household. If business-
men are to be successful in achieving this end, they must use the resources to
produce those products which can be sold to households for a price which will
cover payments made to the factor owners as well as to provide a reasonable re-
turn to the businessman for his time, effort, and risk involved in organizing
and operating the business.

The circular flow diagram (below) depicting households and businesses
presents a simplified picture of the operation of the United States economy.
This diagram represents a beginning step in explaining the dual role of house-
holds as buyers of consumer goods and services from business organizations and
as suppliers of the services of productive factors to businesses.* In this
diagram, the services of productive factors may be viewed as flowing from
households to business units in exchange for money income which enables house-
holds to purchase goods and services produced by businesses. In turn, as
households purchase goods aid services, businesses are provided with money
income which becomes available for the purchase of productive resources from
households.

consumer goods and services

-----household expenditure
business income

041
-it

1 IC business expenditure

\\,....
household income

services of productive factors-

HOUSEHOLDS BUSINESSES

*
A more complex circular flow diagram also would include flows among bus-

inesses, between businesses and government, and between households and
government.
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Economic Generalization III

Households earn money incor by selling the services of their productive
resources to buc'nesses and, in turn, use household income to purchase
goods tnd services from businesses.

TEACHING GUIDE
First Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of consu-
mer services are fire protection, house painting, shoe repair, and
babysitting.

Household incozne - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Labor services - the services which members of households perform for busi-
nesses, usually in return for household income. Labor service is one of
the productive resources.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service stated in money terms.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital--are referred to as the factors of
production, because all productive effort requires one or more of these
factors.
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Economic Concept

1. The sale c, proactive resources to bus7Alesses provides households with
their major source of money income.

In th- Unitk St-tes, most of the goods and services consumed by households
are purolv..;ed from business firms Of cc se, households must have rioney
income f) make such - hases. ti. hot mainly obtain money income
through the sale of services of productive resources owned by the
household. Thus, the amount of income a househol can earn is closely re-
lated to the amount and quality of prod A.ve resources which that house-
hold is able and willing to furnish in tr.c market place to busine9F Lirms.
In turn, the income a household receives from the sale of productive re.
sources largely determines the amount and kinds of consumer goods and serv-
ices which that household can buy in the market pl"ce.

Suggested Activity: Have children discuss various tasks -.4hich they and
their father and r-,thtl,.r perform in the home. Emphasize the point that
these are important. productive tasks but that they are performed for the
immediate family and, therefor, do not result in increased money income
for the family.

Next, discuss the fact that most families have one or more members who
work for some business. Children should be aware that many factors in-
fluence a person in choosing a particular job but that earning money income
is the main reason people work outside the home. Children should be intro-
duced to the circular flow concept by having them draw simple diagrams
showing father leaving home for a day of work at some business firm and
then returning home with his money income reward.

Nr-

and
satarics

ft tabor services

Questions noted below should be asked:

Does father pPy mother for preparing meals and keeping the house tidy?
(no) If father did pay mother, would this increase the amount of in-
come available to the household? (no)

If your parents are working outside the home, why did they choose their
particular jobs? Would they be willing to work for a business firm
if they did not receive money income? (no, unless it was volunteer
work)
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Why are business firms -'filling to hire workers such as your mother and
father and them .money inccme? (so they can produce goods and
services to s " to households and earn money income)

If one person is les productive than another, should his wages be less?
(yes, althoug' this always true)

2. Households use the m: a )art of their money income received from businesses
to purchase consumer goods ar 1 services from businesses.

The crux of this dim nsion is that money income earned by working outside
the hot is available to purchase from bue,inesses the consumer goods and
services wanted by the household. Family producers work outside the hone
mainly so that they can earn income whiC1 then can be exchanged for con-
sumer goods and servicer

Suggested Acti%Ity: Havr the children act out the father's role as income
earner and the mother's role as purchaser of consumer goods for the house-
hold. Pay the children with play money to indicate the wages or salary
father receives for working out-H.de the home. Have the childrer discuss
v_rious goods which mother might_ purchase with this money, and draw thQ
following flow diagram.

groceries
(consumer goods)

L---------IgNipa,consumption expenditures

They should also discuss the questi_as below:

Why is father willing to accept money in exchange for his labor services?
(children should understand that money is wanted by workers because
money is commonly accepted by all people in society; that is, money
can be easily exchanged for a great variety of goods and services
which households desire)

What would happen to household money income if mother as well as father
worked outside the home? (it would increase) if father got better
job or a promotion? (it would increase) What would happen to the
amount of consumer goods that the family could purchase? (they would
purchase more)

What might happen to the number of household tasks that mother might be
able to do? (she would have less time and might not be able to do
as much) What might happen to the amount of leisure time available
for mother? (it would decrease)

63



3. Some families receive money income even though no member of the family is
paid for producing goods and services outside the hor,e.

The point here is that to exist in a highly industrialized society, fam-
lies must have some source of money income even if there is no one currently
at work producing goods and services outside the home. In a market econ-
omy, the price tag of a consumer good indicates the amount of money which
must be exchanged to obtain this good. Households which do not have any
members employed outside the home may receive money income in the form of
unemployment benefits, old age pen.Aons, relief, gifts, or payments to
disab:,ed veterans.

Suggested Activity.: Discuss with the children various factors which might
prevent people from working. These factors may include: 1) age--too
young or too old to work, 2) persons who are presently unemployed but are
looking for work, 3) persons who are disabled and unable to work, and 4)
families without a father and where it is difficult, if not impossible,
for the mother to leave the home to work.

Ask questions such as:

Do all families have scme person working outside the home? (no) Why
not? (note above factors)

Are all families poor who do not have a member working outside the home?
(not necessarily--may have accumulated wealth in forms of savings,
stocks, bonds, etc.)

Where might families who do not have savings or a member earning an
income obtain an income so that they may purchase goods and services?
(unemployment compensation, social security, other governmental wel-
fare programs)
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through
government.

OVERVIEW

This generalization focuses on the idea of wants best satisfied by govern-
ment, why thcly are best satisfied by government, why members of a society pay
taxes, and what they receive in return.*

We begin with a quick review. Families receive money income for the use
of their productive resources (factors of production). These payments are in
the form of wages and salaries, interest, rent, and profit. In addition to
these payments, a family may . eceive gifts of money, borrow from a bank, or
draw on past savings, thus enabling them to spend more on consumer goods than
their current money income would allow.

A family may use its money income in three ways--for purchasing consumer
goods and services, for sieving, and for paying taxes. We also know that fam-
ilies have many wants, not all of which they can satisfy. They must make
choices concerning which ones they will satisfy and which ones they will not.
Some of a family's wants can be satisfied by goods and services produced in the
home and some by using money income to purchase goods and services from busi-
nesses, but others are best satisfied by government. In this generalization
we are concerned with those family wants best satisfied by government.

Why are some wants best satisfied by government? Certain services which
are important tc society--such as national defense or lighthouses--usually will
not be provided by private businesses. Why? Businesses are only willing to
provide those goods and services which can be sold for a price in the market
place. While businesses could produce the lighthouse to warn ships of impend-
ing dangers--and all shipowners would benefit--how would the owner of the
lighthouse be able to charge a price for this service? Even if shipowners are
unwilling to pay for the service, once the lighthouse is in operation, it is
impossible to prevent them from using this service. Thus, lighthouses usually
are owned and operated by government.

Other goods and services best provided by government are available on the
private market, can be made subject to price payments, and can be purchased by
an individual. Why then are they best stisfied by government? Most members
of society feel that all people should receive a minimum amount of certain

*Taxes are used for other purposes and are important policy instruments
but this point shall not be discussed here.
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goods and services. Public education through high schools, certain health serv-
ices such as school nurses, and community sanitation programs are examples.
While these services may be purchased by individuals, not all persons would re-
ceive an education or adequate health services if they were not provided by the
government. Some persons would not have enough money income to provide educa-
tion or medical services for their children. Others, even though they have
enough money, would not be willing to spend enough on education, health, find
sanitation. (By "c,iough" is meant that level which most members of society
consider minimal.) The poi.at is that while most members of a society feel
there are minimal educational, health, and sanitation standards which should be
met by all people, not all people would meet these minimal standards if they
were left as the responsibility of each individual.

What are some of the wants best satisfied by government? Fire and police
protection represent wants that an individual family would find very difficult
to fulfill. Many families can use the same fire station and firemen for fire
protection and the same police force for police protection. Therefore, it is
not efficient for a family to provide its own private twenty-four-hour police
and fire protection. A family seldom experiences a house fire large enough to
merit a call to the fire station. If a large fire should occur, however, a
family would want and need immediately the services of experienced firemen and
a fire engine. If fire and police protection are provided by government, all
families receive the same protection. They may call upon the police or up'n
firemen for protection at any time of night or Cay.

There are other wants which can be satisfied efficiently by an individual
family but because of other reasons are best satisfied by government. One such
want is that for education. Most families feel that education is important and
that every child should be able to go to school. When schools are built and
education is provided by government, every zhild has an equal opportunity to
obtain an education through the high school level. If education were available
on a private basis only, many children would be unable to obtain a high school
education either because their parents would not have the money to send them or
because their parents would not be willing to spend as much money on education
as would be required. Therefore, if the members of a society feel it would be
in their best interest to provide all children with an education, the best way
to achieve this is through public education.

How does the government provide these various services to families? Goods
and services provided by government are not free. Families pay for these serv-
ices by paying their taxes. These taxes constitute a form of income to the
government. The government then uses this tam money to pay for the goods and
services it provides to members of society. The tax money the government spends
goes mainly for the purchase of goods tend services made available to members of
the community as a whole. More specifically, it goes to the workers who pro-
vide those services, for purchasing the goods used by all people, and for pay-
ments to families unable to earn enough income to purchase minimum amounts of
food, clothing, and shelter.

Those goods and services provided by government must be produced just as
any good or service must be produced; this requires the use of productive
resources. The government may do one of two things: 1) it may either purchase
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goods and services from private businesses (the goverment usually hires pri-
vate businesses to build post offices, schools, city halls, dams, highways, and
other public facilities); or 2) it may produce the goods and services itself
(government hires lahor to provide many services, including those of teachers,
policemen, firemen, postal workers, and may others). If it purchases them
from private businesses, money income flows from the government to the private
businessman in the form of price payments. If the government produces its own
goods and services, money income still flows into the private lector but in a
different form. In this case, money income goes directly to the workers em-
ployed in the productian of the goods and services and to the owners ef the
capital and raw materials used in that production.

How do families decide exactly: 1) what goods and services will be pro-
vided by government, 2) how many goods and services will be provided by
government, and 3) how much of their income win be paid to the government in
the form of taxes? In addition, how are families assured of the availability
of these goods and services? The answers lie ia voting and in electing
representatives. The members of a community elect representatives to make the
actual decisions discussed above. These representatives or government offi-
cials voice the ideas and wants of the people who elected them, and in this way
the members of society are represented in government. Some enamples of elected
representatives are mayors cn the local level, governors on the state level,
and Congressmen and the President on the federal level.

Next, we present the idea of opportunity cost associated with public goods
or services provided by government. The taxes a family pays reduce the amount
of family income available for the direct purchase of goods and services and/or
saving by the amount of the taxes paid. This tax money collected by the gov-
ernment is then used to satisfy wants such as fire protection, police protec-
tion, public education, and national defence. The economic cost or opportunity
cost of taxes is the alternative goods and services which could have been pur-
chased or produced. That is, the opportunity cost of the taxes paid by members
of society is the alternative goods and services which could have been purchased
with that money had it not been paid to the government in the form of taxes.

Civen scarce resources, the opportunity cost of governmental goods and
services is the other goods and services which could have been produced with
those resources. To the extent that additional resources are allocated to the
public sector, more public goods and services will be available. However, rel-
atively fewer resources will be available to the private sector, and relatively
fewer private goods and aervices will be produced. Of course, the opposite
conclusions would hold true if relatively more resources were allocated to the
private sector rather than to the public sector.

The opportunity cost principle also operates within the public sector as
well as between the public and private sectors. Assuming a fixed amount of
resources available for the public sector, then the opportunity cost of a par-
ticular batch of public goods is the other public goods and services which
could be produced with the given resources.
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Economic Generalization IV

Sane of people's wants for goods and services are satisfied through
government.

TEACHING GUIDE
First Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair and
babysitting.

Governmental enterprise - a business owned and operated by government.

Household income - the t:,cal of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Market place - an organized situation (not necessarily an actual place)
permitting buyers and sellers to deal with one another. Productive re-
sources, goods, and services are traded, generally with money acting
as the medium of exchange.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a-medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. Th"
three--land, labor, and aapital--are referred to as the factors of
production, because all productive effort requires one or more of these
factors.

Taxes - involuntary payments of money from individuals and businesses to
government.



Economic Concepts

1. While most family wants for goods and services are satisfied by purchases
from businesses, some wants for goods and services are satisfied by
government.

The point of this dimension is that there are some goods and services that
people want which can be obtained through government. People acting to-
gether, rather than individually, can obtain servLces that they could not
provide easily for themselves. Examples of such services are: police and
fire protection; and provision and maintenance of sidewalks, streets,
schools, and parks.

Suggested Activity: With the aid of sketches similar to the ones below,
conduct a short discussion on the theme "What government provides us."

firemen and fire trucks

traffic lights

schools

administrative
personnel

maintenance
personnel

parks

equipment and supplies

teachers

roads
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Pertinent questis might include:

Does each child make his own rules of behavior in the home? (no) in

the school? (no) in the city? (no) Who makes the rules? (parents,
teachers and principals and government) Who enforces the rules or
laws? (parents, teachers, policemen) Why do you think there are
rules?

Why doesn't each family make its own laws and the father or mother act
as a policeman to enforce them? (everyone's laws might be different
and they couldn't be enforced--might be very confusing) Why does the
government provide police services? (to enforce the laws and protect
all citizens)

WI*, doesn't each family provide its own fire protection? (too expen-
sive) Do you think this would be expensive? (yes) Could one fami-
ly keep a fire truck and firemen busy all the time? (no, they may
never need a fire truck and firemen)

Discuss the problems involved if each family owned the sidewalks and
streets in front of its Dome. What if they did not properly main-
tain these? (there would be no way to force them to repair the
streets) What if they charged other people for walking on the side-
walk or driving on the street? (everyone would have to stop many
times to pay tolls)

2. As is the case for households overnment must have a source of mone in-
come if it is to provide goods and services to households.

In the United States, very few of the goods provided by government to
households are produced in state or governmental enterprises. If the
people wish their government to provide services, that is, postal service,
fire and police protection, etc., the necessary resources must be purchased
in the market place. Thus, if government is to provide goods and services
to households, it must either purchase goods from businesses or it must
hire persons to perform the desired. services. In either case the govern-
ment must have a source of money income, and this it obtains mainly through
its powers of taxation.

Suggested Activity: Have tho: children discuss and tne teacher list the
various materials, equipment, buildings, and labor required for providing
their education in a public school. (See drawings on next page.)
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land

maintenance
personnel

vteachers

SCHOOL

equipment and supplies

administrative
personnel

Following the discussion, examine the questions listed below:

What group of elected officials determines whether a school will be
built and detemines how the school will be equipped and staffed?
(school board)

Must the school board purchase land for new schools? (yes)

Does the school board build the school building or hire a private con-
struction firm to do this? (hires private firm)

Does the school board produce needed blackboards, erasers, and chalk or
does it purchase them from private firms? (purchases them from pri-
vate firms) If possible, identify these firms. (labels on the var-
ious goods should identify the firms)

Must the school board hire people to be teachers, administrators, and
maintenance men? (yes)
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After discussion of the previous questions, introduce children to simple
flow diagrams depicting the relationships involved in obtaining land,
buildings, equipment, and the staff required for the operation of the
school.

First the sr:hool board must obtain the land on which to build the new
school by purchasing it from households.

sale of

money paymentslage.

After the land has been obtained, the school board must hire private busi
nesses to build the new school building. Then equipment and supplies must
be purchased from businesses. The school board also must pay wages and
salaries to households to obtain the labor services of administrators,
teachers, and maintenance personnel.

oat NA_ labor services

wages and
salaries

money
payments t:Zga

ibuildings

11gequipmentsupplies
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After children understand that many goods and services are required to
operate a school and after they understand that these goods and services
must be purchased by the school board from businesses and households, chil-
dren should be introduced to the idea that school boards obtain most of
their needed money income through tine collection of taxes from households
and businesses. A circular flow diagram should be drawn depicting this
flow of taxes from households and businesses to the school board and the
return flow of educational services to households.

tax payments _tiftel
payments ---ligg

educational
services

In order to reinforce the understandings contained in the circular flow
diagrams, the teacher should discuss the following questions:

Why must money income be available for use by the school board? (so

that they can hire the services of productive factors and purchase
goods and services)

That would happen if the amount of money income of the school board was
reduced sharply? (the amount of educational services provided would
have to be reduced)

How does the school board obtain its money income? (through taxes)

From what source does the school board mainly obtain its money income?
(household and business property taxes)

What happens to the amount of household income available to buy con-
sumer goods and services when part of household income must be paid
to the school board for taxes? (there is less household income
available for purchases of other goods and services)

If children waste materials furnished to them or destroy buildings and
equipment, what will their families have to do to replace or repair
them? (pay more taxes or give up other government goods and services
that could have been provided if repairs weren't necessary)
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Economic Generalization V

Households may save part of their money income.

OVERVIEW

This generalization focuses on the concept of saving--why we save and how
saving affects our consumption of goods and services. Until this time we have
assumed that a household uses its money income for two purposes--paying taxes
and purchasing consumer goods and services. With the introduction of savirg we
have several ways to use this income. We can pay taxes, purchase goods and
services, and save.* Let us review what we mean by household money income.
The money income a household receives consists of payment--vages and salaries,
rent, interest, or profit--for the services of the factors of production.

First we must define saving and then ask what saving implies about our
consumption of goods and services. Saving is that part of current money innome
remaining after taxes have been paid and after goods and services have been
purchased. When a family saves part of its income, it is forgoing present con-
sumption for future consumption. That is, it purchases fewer goods and serv-
ices now, thus increasing its ability to purchase goods and service r in the
future. Why do families do this?

There are several reasons for saving. A family may wish to save now so it
can satisfy important wants in the future. One example would be saving for a
vacation next year. A longer range example is saving for retirement, old age,
or for the purpose of leaving an inheritance to your family. Another example
is saving so that unexpected needs for money can be met in the future, such as
medical expenses resulting from an unforseen illness or accident.

It is interesting to look at the connection between the sources of money
income and the ways in which money income is used. We have seen in past gener-
alizations how families receive income by selling their productive services and
how their income consists of wages and salaries, interest, rent, profit, and
transfer payments. Just as the form in which we receive income is determined
mainly by the type of productive service we sell, what we do with our income
determines where it flows. After the government has received our tax payments,
that part of income spent on present consumption flows to business through the
purchase of goods and services, and the remainder--saving--is reserved for
future consumption.

An important decision to be made when we consider saving as an alternative
to consumption is what part of our income we will save. A family receives a

*Households also can use part of their money income to make voluntary con-
tributions--for example, to churches, Red Cross, cancer fund, Boy Scouts.
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certain limited money income. The first thing it usually does is pay taxes.
After taxes have been paid there is a certain amount left over which may be
used for purchasing consumer goods and services now or saved used at some
later date. We know a consumer's wants are unlimited and that he must make
decisions as to which goods and services he will purchase with this limited
income.

When saving is considered as an additional. way to use income, another
decision is required. This decision concerns what part c.' a family's income
should be spent now and what part saved and spent at some ilture time. Since
we have examined already some of the rersons for saving, we can see why people
will postpone present consumption for the pirpose of a higher level of future
consumption.

We can now ask: What happens to that part of our income which we do not
spend (which we save)? First of all, there are many forms in which we may hold
our savings. We may keep it in a safe place at home, we may put it in a bank,
or we may purchase stocks and bonds.

Interest payments were mentioned earlier as a reward for saving. If we
keep our money at home, we do not receive interest payments. If savings are
kept in the bank, however, we receive interest payments in exchange for the use
of our money. The bank uses our money and acts as a financial intermediary.
It takes the money which people deposit as savings and makes loans to families
or businesses whose present needs for goods and services exceed the money they
have to purchase them.

The bank may lend money to a businessman to buy a machine required for the
production of goods. The bank also may help your family by loaning them money
to buy a house or a car. Whenever a family or business borrows money from a
bank, it agrees to repay the money at some designated time.

We have seen that when a family saves part of its income, it reduces cur-
rent consumption in favor of increased future consumption. On the other hand,
borrowing money from the bank has the opposite effect on consumption. If a
family borrows money from the bank to buy a car, it increases current consump-
tion at the cost of future consumption because in the future the money borrowed
from the bank will have to be repaid. So, saving increases future consumption
at the cost of present consumption; borrowing increases present consumption at
the cost of future consumption.

In summary, a household receives money income in the form of wages and
salaries, rent, interest, and profit. These payments for the services of the
factors of production are paid by the businesses Lo households. These factor
payments are not the only source of funds for households. They also may re-
ceive transfer payments or borrow money from the bank. The following sketch
shows sources of money income going to families or households and how they dis-
pose of their income. A household does three things with its income: saves
part, spends part on goads and services, and spends part on taxes.
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Economic Generalization V

Household's may save part of their money income.

TEACHING GUIDE
First Grade

Economic Vocabulary

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tar
gible product but which satisfy a consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair, and
babysitting.

Household income - the total of the money payments received by household
members primarily for the performance of services or fot the production
of goods.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service stated in money terms.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capial--are referred to as the factors of
production, because all productive effort requires one or more of these
factors.

Saving - the portion of current income which is not paid out in taxes or in
the purchase of consumer goods.

Savings - the total accumulation over a period of time of a household's
financial assets.

Taxes - involuntary payments of money from individuals and businesses to
government.

Economic Conce ts

1. Household saving is that part of current money income whin is not, used to
pay tuxes and is not spent on consumer _goods and services.
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Review: It has been noted that a family's income is received mainly from
the sale of productive services furnished by the household to business.
In turn, most of this household incom,a- is spent on the purchase of consumer
goods and services. It also has been noted that part of household income
must be paid to the government in the form of taxes. Now another dimension
needs to be added to the use made of income by a household. HotIseholds may
decide to save a portion of their income.

What is meant by household saving? Household saving is that part of house-
';Iold income which is not used to pay taxes or to purchase consumer goods
and services. While most tax payments are compulsory in nature, households
decide how the income remaining aftei taxes will be used, that is, what
proportion to spend on consumer goods and services and what proportion to
save.

Household saving should be regarded simply as that part of household income
which is not used to pay taxes and not used to purchase consumer goods.
Assuming tax payments are given, the more that a hous'zhold spends on consumer
goods, the less it can set aside as saving. Or, to put it another way,
the more a given household saves at a particular point in time, the less
it spends on consumer goods.

Saving, then, reduces the amount of income available to a household for
the current purchase of consumer goods. However, it increases the amount
of consumer goods which can be purchased in the future by that household.
The specific reason why people save varies widely, but the general reason
is that of increasing future consumption at a cost of present consumption.
We may have a specific objective in mind like a new car, a college educa-
tion, a vacation, or retirement. We may be saving for a "rainy day." In
any case, saving decreases present consumption and permits increases in
future consumption.

Suggested Activity: In the first grade we again want to confront the chil-
dren with a somewhat realistic situation* to help them understand that money
income (after taxes) Js used for the purchase of consumer goods and serv-
ices; and the part that is not spent in this manner is'saved, permitting
increased consumption in the future. To do this, we will need: 1) money
income for each child, 2) a classroom store where they can spend their
money income, and 3) charts to keep a record of how much each child is
spending and saving.

Before beginning this activity, a letter could be written to inform the
children's parents of what will be happening and to ask for their coopera-
tion. A sample of such a letter is found on page 39 following Generaliza-
tion V for Kindergarten. If each child is to bring in the 10Q required,
he can write short letters to his parents, such as: "Dear Mommy, May I
have ten pennies for our economics project on saving? Judy." These ten
pennies are to be distributed to the children during the week: six on
Monday and one each day, Tuesday through Friday.

*This activity will disregard taxes and so will not be realistic in that
respect.
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The teacher should obtain the goods to be sold in the store (gum, suckers,
licorice, model airplanes, comic books, whistles, necklaces, mirrors, etc.
--anything appropriate costing from one to ten cents). The ,,:hildren,
working in committees, can set up the store with some help and supervision
from the teacher. They can decide how to display the goods; they can put
price tags on each one; and they may even advertise the products with slo-
gans and pictures. To avoid overstocking some of the more expensive (100
items, a sample can be displayed and orders can be taken if more than one
will be needed.

The third essential element is a chart on which each child may record his
daily transactions. Following are a sample card and a completed example.

Sample Student Card

Name

MONDAY TUESDAY

---

WEDNESDAY THURSDAY FRIDAY

Income
(number
of pennies)

Purchases
(number
of pennies)

Total saving
(number
of pennies)
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Cheri

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY

Income
(number
of pennies)

41110 ©

ats CD

END
G) O (i-s) G)

Purchases
(number
of pennies)

e® e0
IC

1C
O G
00

Total saving
(number
of pennies)

(DC5)

0])@.)
0 ©

iC 1C

In the example above, Cheri spent 2C on Monday and saved 4C. Another penny
of iacome along with her 4c of saving made 5c available to her on Tuesday.
She spent 3C and her saving was then 2C. She made no purchases on Wednes-
day, bringing her saving to 3c. She spent her penny of income on Thursday,
leaving her saving at 3C. With her penny income on Friday she had a total
of 4c to spend which was 3c more than she could have spent if she had not
saved at all during the week.

During the first day of the activity, the teacher can act as a storekeeper
after giving each child his six pennies of income. On subnequent days,
children can run the store as the teacher continues to pass out the pennies.
Have the children fill in their charts each day immediately after deciding
how to use their income. They should be allowed to discuss among themselves
what they have done and to consume and use the goods they have purchased.
The teacher can collect the saved pennies each day and distribute them again
the next day along with that day's income.

Throughout the exercise, the children should be entirely free to make their
own decisions. It is imperative that the teacher does not tell the chil-
dren how their money income should be used. This must be left up to each
child to decide for himself,

. Saving is not necessarily a virtue to a child
who might get greater pleasure-out of present consumption than he would out
of waiting for something in the future. If a child spends all 6C on Monday
and regrets his action on Tuesday when he only has lc, he has experienced
the consequences of his choice. This may or may not alter his decisions
in similar situations in the future.

Since the period covered by this activity is a week and since saving makes
possible greater consumption in the future, all pennies must be spent by
the end of the week. If desired, this activity can be repeated, allowing
comparison of the children's spending and saving behavior for the two weeks.
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Economic Generalization I

Because of limited income, f.unsuming units must choose which of their many
wants for goods and services they will satisfy through purchases in the
market place.

OVERVIEW

Most of the many wants of consuming units (households) for goods and serv-
ices are satisfied through purchases in the market place. Since the money
income of consuming units is limited, choices must be made as to which wants
for goods and services will be satisfied.

The first generalization focuses on the major economic ideas that:

1. All wants for goods and services cannot be satisfied.
2. There is a need for choice-making.

At this point a distinction should be drawn between economic and noneconomic
wants. First, economic wants are limited to those wants satisfied through the
use of goods and services which are produced with scarce resources. Such goods
as sunshine, air, and ocean water normally are riot scarce goods and thus do not
present an economizing problem. Second, many wants cannot be satisfied through
the acquisition of scarce goods and services. Such wants are for nonmaterial
things. They include the desire for friendship, a happy marriage, or religious
satisfaction. Economists, as social scientists, are not concerned with how
nonmaterial wants are satisfied.

The distinction between goods and services also must be made clear. Goods
are tangible objects--such as toys, soap, and shoes--while services are produc-
tive acts which satisfy our wants but do not result in tangible objects. For
example, a doctor, a dentist, a repairman, and a shoeshine boy all perform
services. When we buy and use such goods or services, we act as consumers.

We know everybody has many wants which can be satisfied with goods and
services, but in general what else can be said about them? First, as you look
at all members in society you become aware of the great variety of wants that
exist. It seems difficult, if not impossible, to conceive of listing all the
wants of people. Among a host of other factors, age differences, sex differ-
ences, climatic differences, educational differences, and social differences
help to account for the differences in people's wants. Second, most wants can
be satisfied by a variety of goods or services. The desire for travel can be
satisfied by different forms of transportation services: horse, bicycle,
motorcycle, car, train, bus, boat, airplane, etc. Equally long lists of goods
and services can be made which will satisfy our wants for food, clothing,
shelter, and entertainment. Third, the list of people's wants for goods and
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services seems to be an unending one, and it seems impossible to provide all
the goods and services required to satisfy all of people's wants for them.

Ample evidence exists to quickly convince us that there are not enough
goods and services to satisfy all the wants of everyone. The typical consuming
unit (household) faces an almost immediate restraint when it attempts to sat-
isfy its wants through the acquisition of goods and services. Families are
limited by their money income, for only thob goods and services can be ob-
tained which can be paid for. Since money income is limited and since mouey
prices must be paid to obtain goods and services, income and prices are re-
straining forces limiting the number and kinds of goods and services which can
be acquired.

Because of income and price restraints, consuming units cannot satisfy all
of their wants for goods and services. Since all wants cannot be satisfied and
since wants vary in importance, families must choose which wants will be
satisfied. The particular choices made will be determined in large part by the
size of the family income, the prices of different goods or services, and the
ability of different goods or services to satisfy the wants.

Wise choice-making is necessary in order to obtain the most satisfaction
possible from the purchase of goods and services. The opportunity cost of
goods and services purchased is not their money price bct the other goods and
services which could have been purchased with the limited money income. Chlices
must be made in order to purchase those goods and services which provide tie
consuming unit with the most satisfaction in relation to the amount of money
incnme spent for them.
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Economic Generalization I

Because of limited income, consuming units must choose which of their many
wants for goods and services they will satisfy through purchases in the
market place.

TEACHING GUIDE
Second Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting, shoe repair,
and babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Household income - the total of the money payments received by household
members primarily for the performance of a service or for the produc-
tion of goods.

Opportunity cost - the other goods and services which are forgone when a
particular good or service is purchased or produced.

Price - the value of a good or service stated in money terms.

Economic Concepts

1. Consuming_ units have many wants for goods and services. The wants of one
consuming unit may differ from the wants of other consuming units.

In discussing the neighborhood at the second grade level, it is necessary
to concentrate In the individuals and families within it, since, essen-
tially, they are the "neighborhood." Neighborhoods do not have definite
physical, political, or social boundaries recognized by law as do cities
or families. But neighborhoods are "real" to people, occupying an inter-
mediate position between city groups and family groups.

People have many wants for goods and services, whether considered as indi-
viduals or grouped together as families. Wants are determined by people's
tastes which are influenced by such factors as age and sex. The ways in
which wants are satisfied depend on tastes, income, family size and compo-
sition, and the goods and services available to consumers and their prices.
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Consuming units have wants which are both similar to and different from the
wants of other consuming units. But even similar wants are likely to be
satisfied differently. For example, a want for transportation may be ful-
filled by a black Cadillac or a pink Ford. Furthermore, people's tastes
change, so therefore their wants and the ways in which they are satisfied
can also change. Such changes can be due to increasing age; changing size
and composition of families; income changes; and availability of different
goods and services and changes in their prices.

Suggested Activity: To convey the above points, we will establish two fami-
lies who live in the same neighborhood and are at the same income level.
This will enable us tr dwell on differences because of family size and
composition; while at the same time we hold income constant and so, for most
practical purposes, ignore it.

Family1.:1 Family B

Father
Mother
Baby girl Father
Second grade twins Mother

(boy and girl) Second grade boy
Sixth grade girl Grandfather
6 family members 4 family members

Have each child draw a different picture so that there will be a picture of
each family member of both families, a house for each family, and things
found in and around the houses. Pictures in this latter category can depict
food, clothing, household furnishings, a service such as milk delivery
being performed, and other goods and services generally wanted by a house-
hold or a family consuming unit. Displays of each family and its br.iongings
can introduce discussion on the many goods and services each has or wants,
how they differ within and between families, and why they might be different

Appropriate questions might include:

How many members does each family have?

Do both families, want the same things?

Which family probably wants more food? (Family A) clothing? (Family A)
Why? (it is largsr so there are more people to feed and clothe)

Do both families want the same kinds of food and clothing? (no) Do
both families want baby food and diapers? (no, only Family A)

The teacher might also help children imagine some of the goods and services
grandfather may have wanted as a little boy--horse, buggy, straw hat, oil
lamp, etc. Pictures of such items along with discussion of goods
and services grandfather did not have--television, radio, electric lights,
cars, airplanes, etc.--may help children to see a few of the many differ-
ences between then and now.
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When grandfather war a little boy, do you think wanted the same things
you want now? (probably not)

Could he have the saL things you have? (no) Why not? (many goods and
services were not available then)

2. Since the income of consumin: units is limited not all wants for goods and
services can be satisfied. Therefore, choices must be made as to which
goods and services will be purchased.

No consuming unit has enough income ts-, purchabc all the goods and services
it would like to have. Each purchase of a good or service requires the
payment of a money price and reduces the income remaining for further
purchases. As a result, consuming units must decide which goods and serv
ices they want most and purchase them in that order. In making such deci-
sions, a consuming unit must consider the importance of various wants, the
income available, and the prices of all the alternative goods and services
which might be purchased.

Suggested Activity: Children should discuss the sources of income of
Families A and B before they discuss spending it. Although we want the
families to have approximately the same total income, the teacher should
designate different ways of earning it. We can say that Father A works as
manager of a department store while Mother A works in the home and does not
earn money income. On the other hand, both Mother and Father B work for
businesses. Father B is a baker, producing goods, and Mother B performs a
service as a clerk in a drug store. Grandfather B may also receive a small
pension check. In this manner, we have producers of goods and producers of
services who earn money income, workers at home who do not earn money in-
come, and others (children and grandfather) who are too young or too old to
work and who are primarily consumers.

We can now pretend that Mrs. A and Mrs. B are going to the neighborhood
supermarket to buy one day's food for their families. Using the master
list such as the one provided on page 91 following this generalization, the
children--under the teacher's direction--can make out a shopping list for
each family (assume that they have salt, pepper, sugar, etc.). The chil-
dren should understand that Mother A will have to purchase more food than
Mother B. In addition, she will probably buy less expensive items since
she does not have too much more money income to spend than Mother B has.

3. The opportunity (re0,1) cost of purchasing particular goods and services is
the alternative golds and services which could have been purchased with the
limited money income.

The opportunity cost principle can be introduced at this point. When pur-
chasing a good or a service, the buyer should realize that the money cost
of it is the money price which must be paid in order to obtain it. The
opportunity (real) cost, however, is not stated in money terms. It is the
other good or service which could have been purchased instead, of the one
that was purchased. It is the possible alternatives forgone because of the
purchase of a particular good or service.
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Suggested Activity: The children can now list or draw pictures of other
goods and services, in addition to food and clothing, that Families A and
B might like to purchase--a new car, a vacation trip, a color television,
a.dishwasher. Since both families have the same income and Family A had to
spend more of its income on food and clothing, this family will probably
have less to spend on these other items. They may forgo these items by
purchasing other goods and services they want such as food and clothing.

Which family has to use more of its money income to purchase food and
clothing? (Family A)

After the families have the food and clothing they want, which family
will probably have the most income left over to purchase other goods
and services? (Family B)

By purchasing more food and clothing, does Family A have to give up
other goods and services? (yes)
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MASTER SHOPPING LIST

Most of the information below is for the teacher's use only and is purely
suggestive. When presented to the children, only the name of the item and the
total cost to each family need be used.

It should be emphasized that this is a list from which choices should be made- -
the "families" obviously will not require everything on the list.

If the items are purchased, the
following amounts must be purchased:

Item Price Family A Family B

Dairy Products

.25/qt

.40/doz

4 qts = 1.00

.40

2 qts = .50

.40

milk
eggs

small
x-large .50/doz .50 .50

cheese
spread

butter

.60

.80 /lb

.60

.80

.60

.80
oleo .30 /lb .30 .30

ice cream .60/half gal .60 .60

Vegetables

.30/can 2 cans = .60 .30green beans
tomatoes 'JO each 3 = .30 2 = .20
carrots .20/pkg .20 .20
lettuce .30/head .30 .30

Starches

.60/5# .60 .60potatoes
rice .30/box .30 .30
noodles .20/bag .20 .20
rolls (dinner) .30/pkg .30 .30
hamburger buns .25/8 2 pkgs = .50 .25
bread .30/loaf .30 .30

continued
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Item Price Family A Family B

Meat

bacon
brand X .70 /lb

brand Y .50 /lb

sandwich meat

.70 .70

.50 .50

bologna .60 /lb 3 lb = 1.80 2 lb = 1.20
ham .80 /lb 3 lb = 2.40 2 lb = 1.60

hamburger .50 /lb 4 lb = 2.00 3 lb = 1.50
chicken .30 /lb 4 lb = 1.20 3 lb = .90
pork chops .90 /lb 4 lb = 3.60 3 lb = 2.70
club steak 1.00 /lb 4 lb = 4.00 3 lb = 3.00
T-bone 1.20 /lb 4 lb = 4.80 3 lb = 3.60
beef tenderloin 2.10 /lb 4 lb = 8.40 3 lb = 6.30

Beverages

orange juice
fresh .30/qt 2 qt = .60 .30
frozen .20/qt 2 qt = .40 .20

coke .50/6-pk 2 6-pk = 1.00 .50
Kool-Aid .10/pkg 2 pkg = .20 .10
lemonade .10/qt 2 qt = .20 .10

Baby Food

cereal .10/jar 1 jar = .10
fruit .10/jar 2 jars = .20
vegetable .10/jar 2 jars = .20
meat .25/jar 1 jar . .25

Miscellaneous

cereal
cold .35/box
hot .25/box

peanut butter .20/small jar
jelly .30/jar
soup

brand p .15/can
brand q .20/can

crackers (saltines) .30/box
graham crackers .40/box
cookies

brand s .40/pkg
brand t .60/pkg

.35 .35

.25 .25

.20 .20

.30 .30

3 cans = .45 2 cans = .30
3 cans = .60 2 cans = .40

.30 .30

.40 .40

.40 .40

.60 .60
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Economic Generalization II

Scarce resources are required for the production of goods and services.

OVERVIEW

This generalization focuses on the major economic idea that before goods
and services can be consumed they must be produced, and their production re-
quires the use of scarce and versatile productive resources. The two key terms
here are scarcity and versatility of productive resources.

We began with the understanding from Generalization I that because of
limited income and prices of consumer goods, consumers cavnot satisfy every
want; therm ore, consumers need to make decisions concerning which goods and
services to purchase. Before consumers can purchase any of these goods and
services, however, they must be produced.

Basically, the production of goods and services involves the use of scarce
productive resources such as labor, buildings, natural resources, tools, ma-
chinery, and management. For example, even in the case of the "little red
schoolhouse," the production of educational services requires the use of manag-
ers (school board and administrators), labor (teachers, custodians, etc.),
natural resources (paper, pencils, crayons, chalk, etc.), and capital goods
(buildings, blackboards, desks, furnace, etc.).

What exactly is meant by scarce productive resources? The idea of scar-
city means that there are not enough productive resources (natural resources,
capital goods, labor, and managerial knowhow) to produce all the goods and
services wanted by consumers. Therefore, just as choices have to be made con-
cerning which goods and services you as a consumer will purchase for consump-
tion (because not all of your wants can be satisfied), choices must be made as
to which goods and services will be produced with the limited resources.
Obviously, there are not enough productive resources to produce all the goods
and services everyone wants.

Resources are versatile as well as scarce. That is, most resources can be
used in the production of more than one good or service, and most goods or
Earvices can be produced with different combinations of resources. For in-
stance, assuming the requisite skills or the ability and willingness to acquire
them, the labor services of a woman or man may be utilized as an elevator oper-
ator, teacher, writer, factory worker, etc. Again, the important point is that
labor services are scarce and if they are utilized in the production of one
good or service, they are not available for the production of alternative goods
and services. Much the same case exists for other scarce productive factors.
For instance, land may be used as a building site, for growing corn or other
crops, or for a playground. These are but a few examples of how a given produc-
tive resource may be used in the production of a variety of goods and services.
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It is alsu important to realize that most goods or services can be pro-
duced with different combinations of productive resources. The production of a
given amount of corn involves the use of land, labor, and capital; but this
amount of corn may be produced with either a lot of labor, a little capital,
and land--or a little labor, a lot of capital, and land. As is true of corn,
many goods may be produced with different proportions of land, labor, and
capital.

Since there are not enough productive resources available to produce all
the goods and services wanted by everyone (scarcity) and since most productive
resources can be utilized in the production of many different goods and in dif-
ferent proportions (versatility), wise choices or decisions must be made con-
cerning what goods and services will be produced and how resources will be used
in their production. For whenever a resource is committed to the production of
a particular good, we should realize that other goods which could have been
produced with this resource must be forgone. This is an illustration of the
opportunity cost of using resources to produce a particular good.

Most of us would agree that land, labor, capital, and managerial knowhow
should be combined so as to produce the greatest quantity of goods and services
which will best satisfy both the individual and collective wants of consuming
units. Resource misuse or waste occurs when a given resource is used to pro-
duce a good which is of less importance than other goods which could have been
produced with this resource. Misuse or waste of resources also occurs when a
given good is produced with resource combinations which involve the use of rel-
atively more scarce and valuable resources rather than the use of relatively
more abundant and less valuable resources.
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Economic Generalization II

Scarce resources are required for the production of goods and services.

TEACHING GUIDE
Second Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes aro consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting, shoe repair, and
babysitting.

Consuming unit - a person or group (household) which uses goods and
services.

Opportunity cost - the other goods and services which are forgone when a
particular good or service is purchased or produced.

Production - the process of combining productive resources in order to make
goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land; and
the tools, equipment, buildings, etc., are called capital. The three- -
land, labor, and capital--are referred to as the factors of production,
because all productive effort requires one or more of these factors.

Scarcity - the condition resulting from the fact that people's wants for
goods and services exceed the capacity of resources to produce them.

Supply - the amount of productive resources or goods and services which is
available.

Economic Concepts

1. Before consumers can consume goods and services, thlgoods and services
first must be produced from scarce productive resources.

The gist of this concept is that the production of all goods and services
requires scarce resources. These goods and services must be produced be-
fore consumers can use them.
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Suggested Activity: The neighborhood supermarket sells many goods and
services. One such good is frozen orange juice. To bring out the perti-
nent points of this dir,ension, the teacher will find that a discussion on
the subject of "How we get our frozen orange juice" will prove helpful.
To assist in the discussion, the teacher should draw or have the children
draw the series of pictures shown below to represent the use of productive
resources to produce the orange juice we purct,ame at the supermarket.

FARMER produces a good

grows and picky, oranges

TRUCKER performs a service

transports juice to supermarket

NER

purchases
orange juice

."

FACTORY WORKERS produce a good

use machinery tv squeeze oranges, process
and refrigerate orange juice

PRODUCER
performs a service

mixes orange juice

9694

SUPERMARKET EMPLOYEES
perform a service

display orange juice for
customers to see

CONSUMER consumes a good

drinks
orange juice



Appropriate questions are:

What activities must be performed before a consumer can have orange
juice for breakfast? (oranges must be picked and made into orange
juice; trucker must transport it to supermarket so consumers can
purchase it)

What limits the number of oranges which can be grown? (the number of
trees and amount of land used)

What limits the amount of orange juice the factory can produce? (the
number of oranges)

What if more orange juice is wanted than the supermarket has for sal.?
the factory has produced? or the trucker has transported? (more
land must be used to produce more oranges so that the factory can
produce more orange juice for the trucker to transport and the
supermarket to sell)

The children should see the following steps involved in making frozen
orange juice available to the consumer:

RESOURCES USED BY THE FARMER PRODUCT

Land (orange trees and the land
they grow on)

Labor (his own and helpers)
Capital (ladders, baskets, trucks)

RESOURCES USED BY THE FACTORY OWNER

Land (for factory)
Labor (his own and factory workers)
Capital (building, machinery, and

equipment for squeezing,
processing, and refrigerating)

RESOURCES USED BY THE TRUCKER

Land (roadway for his truck)
Labor (his own)
Capital (truck, bridges, pavement)

RESOURCES USED BY THE SUPERMARKET OWNER

Land (for market and parking)
Labor (his own and employees)
Capital (building, cabinets, shelves)

Oranges

Frozen orange juice

Transportation of frozen
orange juice to super-
market

Makes frozen orange juice
available to customers

Now that we have established the need for production and the role of pro-
ductive resources in the process of making frozen orange juice, we should
convey the fact that these resources are, indeed, scarce. The scarcity of
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labor can be shown by looking at the numerous want ads in the local
newspapers. Many labor services are wanted by business, but the supply is
limited--labor is scarce. The globe can be used to discuss the scarcity of
land or natural resources. Although there is much land represented on the
globe, there is just that limited amount shown--there is no more. And only
a small portion of that land has the appropriate terrain and climate for
growing oranges. Furthermore, there are many other uses for the land on
which oranges are grown. Productive resources are scarce.

2. Productive resources are versatile.

The significance of this dimension is that the uses of resources are not
restricted to that with which we commonly associate them. For instance,
the land we pave to make a road could have been used for housing, a park, or
for orange trees. In addition, many goods can be produced by various com-
binations of resources. For example, to grow orange trees you may use many
combinations of land, labor, and capital.

Suggested Activity: Continue the discussion "How we get our frozen orange
juice." The farmer raising orange trees uses productive resources to pro-
duce oranges for the factory.

What are productive resources? (land, labor, and capital used to pro-
duce goods and services)

What productive resources do the farmer, factory owner, trucker, or
supermarket owner have? (see above)

How does each one use these resources? (see above)

Can each use only two of these resources? (no, all are needed)

Why might the farmer use more capital (spraying equipment, mechanical
pickers) rather than hire more workers? (labor is more limited than
capital and, so, more expensive to use) When would he buy more land?
(when he can sell many more oranges than he can grow on the land he
has) If he bought more land, what else might he need? (more labor
and equipment to work on it)

3. Since resources cre both scarce and versatile decisiuns must be made as to
which goods will be produced and which resources will be used to produce
them.

On a moment's reflection, most of us can identify many additional goods and
services which we would like to obtain from business firms. We also can
note additional goods and services which we would like government to
provide, Why aren't all of our wants fulfilled? 'The obvious answer, of
course, is that fulfillment of our wants requires the production of goods
and services. In turn, the production of goods and services requires that
productive resources be available. The simple fact is that the supply of
resources is too limited (scarce) to produce all the goods and services
required to satisfy all of our wants.
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Suggested Activity: As noted in the overview, one dimension of versatility
concerns the fact that most resources can be used in the production of more
tLan one good. To illustrate the related ideas of scarcity and versatility,
have the children suppose that consumers want more orange juice. Let us
also suppose that all available resources (land, labor, and capital) are
presently employed in the production of various goods and services. Keep-
ing the above conditions in mind, the teacher might explore the following
questions. (A felt board presentation of "before" and "after" may be help-
ful in the discussion of some of these questions.)

Why might orange juice producers want to increase the amount of orange
juice available to consumers? (to increase their money income by
selling more orange juice)

Discuss the relationship between an increase in the supply of orange
juice and changes needed in the supply of oranges and orange trees.
(must have more oranges and maybe more orange trees in order to pro-
duce more orange juice)

If more orange trees are to be grown, will additional productive re-
sources (land, labor, capital) be used? (yes)

How can the number of orange trees be increased if all available land
and labor are presently employed? (must grow less of something else)

Suppose that in order to increase the supply of orange trees, farmers
decided to reduce the amount of land used for raising grapefruit.
Suppose also that workers are shifted from growing grapefruit to
growing oranges.

What does this tell us about resources? (they are versatile--can be
used in the production of more than one good)

Are all resources versatile? (most, if not all)

What type of choices were made by consumers? (what goods and how
much of them to purchase) by farmers? (what products and how
much of them to produce) by workers? (where to sell their labor
services)

In what sense were resources scarce? (not enough to produce all the
oranges and all the grapefruit wanted)

What was the opportunity cost of increasing the supply of orange
juice? (the grapefruit that have to be given up)

Suppose that in Florida there were available considerable idle land and
workers suitable for the gorwing of orange trees.

Under these conditions would it be necessary to reduce the production
of grapefruit in order to increase the production of oranges? (no)
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What would be the opportunity cost? (cost would be anything else
that might have been produced with the land and workers--if there
is absolutely no other use for these resources, then there is no
opportunity cost)

If resources were idle in Florida, would this indicate that resources
were not scarce and that all wants of consumers had been satisfied?
(no--resources are always "scarce" because there is only a certain
amount at any time while consumers' wants are never limited)
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APPENDIX C
Second Grade

Specialization: Specialization and the division of Labor increase the quantity
of goods and services that can be produced with a given amount
of resources.

This appendix focuses on the division of labor and its effect on the amount
of goods which can be produced.

We have learned in previous generalizations that productive resources are
necessary for producing goods and services, that they are limited, and that they
may be used in various ways. Therefore, it is important that we use, these re-
sources in the most efficient manner. At the same time it is possible to dis-
cover new resources and to find new, more efficient ways of using existing
resources. One important productive resource is human labor. We shall see how
specialization and the division of labor enable this human labor to be used
most efficiently to produce a greater quantity of goods and services.

Each person has different interest, abilities, and knowledge. The divi-
sion of labor takes advantage of the special qualifications of an individual.
That is, a person works in an area or does a job which best suits his interest
and abilities. One of the easiest ways to see how the division of labor works
is to examine the average family household. Each member of a family usually
has certain tasks which he performs for the benefit of the whole household.
Father's job may be to mow the lawn; mother's, to cook the meals; and sister's,
to make the beds. If there were no division of the work, each member would- -
among other things--have to cook his own meals, make his own bed, and wash his
own dishes. It is easy to see, then, how dividing these jobs among the various
members of the family affords a more efficient way of performing tasks within
the home.

Businesses that produce goods and services also specialize and make even
more use of the division of labor. They usually produce a specific good or a
limited number of goods and leave the production of other goods and services to
other businesses. This in itself is specialization. In addition, they divide
the different tasks performed in the production of these few goods among vari-
ous workers. That is, instead of each man producing a complete product, each
man works on one specific part of a product. For instance, in a shoe factory
one man may be responsible for putting heels on shoes, one for cL.tting the
leather, and another for sewing the parts together. Rather than each man in
the factory making a whole pair of shoes, each man performs a part of the job.
As a result, more shoes are produced.

Why? One man may be efficient and fast at one part of the job and another
at a different part. By having each man perform the task at which he is fastest
and best, more higher quality shoes may be produced than if each man had to
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perform every task involved. In addition, when the tasks involved in the pro-
duction of a good are divided among several workers, those workers become faster
and more efficient by continually performing that specific task. An automo-
bile factory is a more obvious example. Here there are engines to be made and
assembled, seats to be upholstered, and cars to be painted, as well as many
other jobs. It is not likely that one person would be extremely efficient at
all of these tasks, but by dividimg the tasks among many people, cars can be
produced more efficiently.

What do we gain, as a society, from the division of labor and specializa-
tion? First of all, through specialization and the division of labor we are
able to produce more goods of higher quality. This results from the most effi-
cient use of human labor. Each person performs a task he is trained for and is
able to do both quickly and efficiently. Instead of a good produced entirely
by one person, we have a good which is produced by several persons--each doing
a specific part in the production, with each person more proficient than the
others at the specific task he performs. These various people working together
can produce more goods, better goods, and produce them faster than if each man
produced the entire good by himself.

Another important result of specialization and the division of labor is
the greater dependence of one person on others. The family which produces a
limited number of the goods and services it desires depends upon businesses and
other persons working outside the home to produce those goods and services
which it does not produce itself, but which must be purchased from businesses.

Since specialization also occurs in the business world, dependence arises
within and among businesses. With different workers within a factory performing
different tasks, the amount of final goods and services produced depends upon
the coordination of the efforts of all the workers. Because different businesses
produce different goods or types of goods, the total amount produced is influ-
enced by the coordination among businesses.

Economic Vocabulary

Division of labor - the separation of production into various tasks per-
formed by different workers, allowing specialization and the develop-
ment and use of higher and more productive human skill.

Efficiency - producing a maximum amount of goods and services with a given
amount of resources or producing a given amount of goods and services
with a minimum amount of resources.

Specialization - the concentration of effort on a particular aspect of
production (job or product) permitting persons and regions to use to
best advantage any peculiar differences in skill and resources.

Application to Second Grade

Specialization in the neighborhood makes it possible to produce goods
and services more efficiently, namely, to produce the maximum amount of
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final goods and services with a limited amount of resources. Specializa-
tion was illustrated in the first activity of Generalization II of the
second grade, "How we get our frozen orange juice." The different activi-
ties involved in making orange juice available to consumers are examples of
some of the types of specialization which take place.

The first illustration shows people specializing in growing and picking
oranges. The oranges are squeezed, processed, and made into frozen orange
juice in a factory which specializes in producing frozen orange juice. In
addition, within the factory the tasks are divided among many workers, each
of whom specializes in one small part of the whole production process. The
trucker specializes in transporting the orange juice from the factory to
the neighborhood supermarkets, which specialize in displaying and selling
goods to customers.

Specialization permitsus to take advantage of the differences among pro-
ductive factors by employing each in the manner for which it is best suited.
Individual skills and talent can be utilized to a fuller extent, leading to
even greater proficiency as n task is continually repeated and practiced.

In our examples, one man can pick oranges better than he can drive a truck
while another drives a truck better than be can pick oranges or do some
other job. A tall man may be better equipped to stack cans on the high
shelves in the neighborhood, supermarket, and be will be able to do the job
better as he repeats it. Areas of the country specialize in the production
of certain kinds of goods as well. Oranges, for instance, are grown in
Florida and California, where the soil and climate are suitable, and are
transported throughout the rest of the country.

To help the children understand specialization and how it promotes more
efficient production of goods and services, the teacher may discuss the fol-
lowing questions with the children:

Are there any businesses around your neighborhood? If so, what goods
and services do they produce? Do the businesses specialize in goods,
or do they specialize in services?

Do different people do different jobs in the production of orange juice?
(yes)

What types of specialization do you see? (picking oranges, transporting
oranges, etc.) Could one man do all of these jobs? (no)

If each man did all of these jobs, do you think very much frozen orange
juice could be produced? (probably not)

Do we get more orange juice when the men work together and each man does
a different job? (yes)

Does each man becme more efficient at his job the longer he does it?
(yes)
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Economic Generalization III

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

OVERVIEW

Business organizations are responsible for producing most goods and serv-
ices desired by households. As has been noted, the production of goods and
services requires the use of scarce productive factors. If businesses are to
produce goods and services, they must have some means to obtain die services of
productive factors. In the United States, most productive factors are privately
owned by households and if businesses are to command their services, they must
offer households a reward. Businesses do offer rewards in the form of prices
paid to households for the use of their productive factors. In turn, the
prices paid for productive services become the major source of household income.
These relationships can be seen below:

HOUSEHOLDS BUSINESSES

business expenditure
household income

''".___---services of productive factors

Questions arise concerning why households should exchange the services of
productive factors for money income and why businesses should pay money income
to purchase factors and utilize them in the production of goods and services.
The answer to these questions leads us to an examination of another flow--the
flow of money payments from households to businesses, and a return flow of
goods and services to households as depicted below:

consumer goods and services

,...---household expenditure
business income

HOUSEHOLDS BUSINESSES
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Households are willing to sell the services of their productive factors to
businesses for money income since this money income can be used to buy goods
and services desired by households. Fundamentally, households accept money in-
come in exchange for their productive services because they know this money in-
come can be exchanged for goods and services.

Business owners are willing to hire productive'. factors and use them to
produce vads and services for dale to households because, 'by doing this, own-
ers of businesses expect to earn income for their own household. If business-
men are to be successful in achieving this end, they must vse the resources to
produce those products which can be sold to households for a price which will
cover payments made to the factor owners as well as to provide a reasonable re-
turn to the businessman for his time,.effort, and risk involved in organizing
and operating the business.

The circular flow diagram (below) depicting households and businesses
presents a simplified picture of the operation of the United States economy.
This diagram represento a beginning step in explaining the dual role of house-
holds as buyers of consumer goods and services from business organizations and
as suppliers of the services of productive factors to businesses.* In this
diagram, the services of productive factors may be viewed as flowing froM
households to business units in exchange for money income which enables house-
holds to purchase goods and services produced by businesses. In turn, as
households purchase goods and services, businesses are provided with money
income which becomes available for the purchase of productive resources from
households.

consumer goods and services

household expenditure
business income

business expenditure
household income

BUSINESSES.

services of productive factors

*A more complex circular flow diagram also would include flows among bus-
inesses, between businesses and government, and between households and
government.
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Economic Generalization III

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

TEACHING GUIDE
Second Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects need to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goode.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting, shoe repair, and
babysitting.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service stated in money terms.

Production - the process of combining productive resources in order to make
goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital--are referred to as the factors of pro-
duction, because all productive effort requires one or more of these
factors.

Rental income - the money payments received for temporary use of a house,
land, or some other property.

Wages - money paid to a person in exchange for his labor services.
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Economic Concepts

1. Household income is dependent mainly upon the sale of productive resources
to business.

In Economic Generalization II we reviewed the idea that businessmen use
scarce resources in the production of goods and services. The resources
include land, labor, and capital. To this we add the idea that in the
United States the greater part of thgse resources are owned directly or
indirectly by members of households. Childrei also are introduced to the
idea that the size of household income depends mainly upon the amounts and
kinds of productive factors a household has available for sale to business
firms.

Suggested Activaz: Children should refer to the pictures in Economic
Generalization II which depict resources employed in the production and
distribution of orange juice. For instance, children might draw a circu-
lar flow diagram showing a member of a household providing labor services
to the orange juice factory in exchange for money payments to the
household.

wages and
salaries

labor services

After the diagram has been completed, the children should discuss the
following questions:

Why would the owner of the business (orange juice factory) want to hire
laborers? Are they needed in the production of orange juice? (yes)

*Many natural resources and especially capital goods arc owned by busi-
nesses rather than by households. However, businesses, in turn, are owned by
members of households, which hold corporate stocks and bonds.
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Can the owner of the business force labor to work for him: (no)

What u...st the businessman do to obtain the services of labor?
(purchase it by paying wages or salaries)

If a household provides labor services to buisnesses, what do they
receive in return? (money income in the form o wage or salary
payments)

When businesses hire labor and pay wages, does this represent a business
expenditure? (yes) an income to households? (yes)

Next, suppose that during summer vacation the son as well as the father goes
to work at the factory. Children might draw a circular flow diagram such
as the one below indicating two persons providing labor services to the
factory in ere:hange for a greater amount of money income.

wages and
father

-sonVisalcrriss
oat

tabor services

After the children complete the second diagram, the teacher should discuss
the following questions with them:

Why would the owner of the factory be willing to hire additional labor?
(in order to produce more orange juice)

Why would the son want to work in the factory during the summer?
(to earn money income)

What will happen to household income when the son as well as the father
works? (it will increase)

Would you expect the son to earn as much as the father? (no) Why?
(probably not as experienced and skilled)
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Next, suppose that the abassit family is able to rent some of their idle
land to the factory. Have tne children draw a circular flew diagram illus-
trating the exchange of the services of land for money payments (rental
income).

wages and
salaries

j-father--8
8072 lemele

rental income-

----Land eervicee

services

After the diagram has been completed, the teacher should discuss the fol-
lowing questions:

How might additional land be useful in the production of orange juice?
(to build addition to factory)

Who owns the land? (households) What must the owner of the factory be
willing to do to obtain the use of this land? (make money payments- -
rent--to households)

What happens to household income when the members of the family provide
the services of land as well as labor to the ownet of the factory?
(it increases)

2. The goods and services which households can purchase from businesses depend
upon household income.

As noted in Economic Generalization I, consuming units have many wants for
goods and services. Since money prices must be paid to obtain goods and
services in the market place, the prices of the goods and service° and the
amount of money income available to a household determine the extent to
which members of a household can satisfy their wants for goods and services.

Suggested Activity: Have the children draw a circular flow diagram such as
the one on the next pagr depicting the mother of the household exchanging
money for goods purchase- from a grocery store.
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consumer goods and services

consumption expenditures

After the children have completed the diagram, the teacher should ask the
following questions:

How did the household earn the income now being spent on groceries? (by
selling the services of their productive resources to businesses)

Why did members of the household wish to earn income? (in order to pur-
chase goods and services)

Could the household buy more consumer goods when the son as well as the
father worked? (yes) when the services of ]and as well as labor
were provided to the business? (yes)

What would happen to the production of orange juice if no one was willing
to provide their labor services? (it would stop) What would happen
to the production of all goods and services if no one was willing to
provide his labor services? (all production would stop) Under
these circumstances, what would happen to household income? business
income? household expenditure? business expenditure? (all would
decrease or stop)

If people stopped buying orange juice, would the factory owner continue
to use land, labor, and capital to produce orange juice? (no)

Would the orange juice factory owner be able to earn an income by
producing orange juice? (no) If the orange juice factory will no
longer hire labor services, what will happen to household members who
worked there? (they will become unemployed and must sell their
labor services to some other business)

Suppose people folnd money growing on trees. Suppose every household
stopped selling the services of their productive resources to
businesses. Without productive resources, business can no longer
produce goods and services, and all factories close down. What good
is all the money now? (it is no good) Can people eat it? (no)
Can they wear; it? (no) Can they live in it? (no)
(Note: Money is useful as long as it can be exchanged for goods
and services.)
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through --I
government.

OVERVIEW

This generalization focuses on the idea of wants best satisfied by govern-
ment, why they are best satisfied by government, why members of a society pay
taxes, and what they receive in return.*

We begin with a quick review. Families receive money income for the use
of their productive resources (factors of production). These payments are in
the form of wages and salaries, interest, rent, and profit. In addition to
these payments, a family may receive gifts of money, borrow from a bank, or
draw on past savings, thus enabling them to spend more on consumer goods than
their current money income would allow.

A family may use its money income in three ways--for purchasing consumer
goods and services, for saving, and for paying taxes. We also know that fam-
ilies have many wants, not all of which they can satisfy. They must make
choices concerning which ones they will satisfy and which ones they will not.
Some of a family's wants can be satisfied by goods and services produced in the
home and some by using money iLTome to purchase goods and services from busi-
nesses, but others are best satisfied by government. In this generalization
we are concerned with those family wants best satisfied by government.

Why are some wants best satisfied by government? Certain services which
are important to society--such as national defense or lighthouses--usually will
not be provided by private businesses. Why? Businesses are only willing to
provide those goods and services which can be sold for a price in the market
place. Whiie businesses could produce the lighthouse to warn ships of impend-
ing dangers -and all shipowners would benefit--how would the owner of the
lighthouse be able to charge a price for this service? Even if shipowners are
unwilling to pay for the service, once the lighthouse is in operation, it is
impossible to prevent them fron using this service. Thus, lighthouses usually
are owned and operated by government.

Other goods and services best provided by government are available on the
private market, can be made subject to price payments, and can be purchased by
an individual. Why then are they best satisfied by government? Most members
of society feel that all people should receive a minimum amount of certain

*Taxes are used for other purposes and are important policy instruments
but this point shall not be discussed fiere.
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goods and services. Public education through high schools, certain health serv-
ices such as school nurses, and community sanitation programs are examples.
While these services may be purchased by individuals, not all persons mould re-
ceive an education or adequate health services if they were not provided by the
government. Some persons would not have enough money income to provide educa-
tion or medical services for their children. Others, even though they have
enough money, would not be willing to spend enough on education, health, and
sanitation. (By "enough" is meant that level which most members of society
consider minimal.) The point is that while most members of a society feel
there are minimal educational, health, and sanitation standards which should be
met by all people, not all people would meet these minimal standards if they
were left as the responsibility of each individual.

What are some of the wants best satisfied by government? Fire and police
protection represent wants that an individual family would find very difficult
to fulfill. Many families can use the same fire station and firemen fol fire
protection and the same police force for police protection. Therefore, it is
not efficient for a family to provide its own private twenty-four-hour police
and fire protection. A family seldom experiences a house fire large enough to
merit a call to the fire station. If a large fire should occur, however, a
family would want and need immediately the services of experienced firemen and
a fire engine. If fire and police protection are provided by government, all
families receive the same protection. They may call upon the police or upon
firemen for protection at any time of night or day.

There are other wants which can be satisfied efficiently by an individual
family but because of other reasons are best satisfied by government. One such
want is that for education. Most families feel that education is important and
that every child should be able to go to school. When schools are built acid
education is provided by government, every child has an equal opportunity to
obtain az education through the high school level. If education were available
on a provate basis only, many children would be unable to obtain a high school
education either because their parents would not have the money to send them or
because their parents would not be willing to spend as much money on education
as would be required. Therefore, if the members of a society feel it would be
in their best interest to provide all children with an education, the best way
to achieve this is through public education.

How does the government provide these various services to families? Goods
and services provided by government are not free. Families pay for these serv-
ices by paying their taxes. These taxes constitute a form of income to the
government. The government then uses this tax money to pay for the goods and
services it provides to members of society. The tax money the government spends
goes mainly for the purchase of goods and services made available to members of
the community as a whole. More specifically, it goes to the workers who pro-
vide those services, for purchasing the goods used by all people, and for pay-
ments to families unable to earn enough income to purchase minimum amounts of
food, clothing, and shelter.

Those goods and services provided by government must be produced just as
any good or service must be produced; this requires the use of productive
resources. The government may do one of two things: 1) it may either purchase
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goods and services from private businesses (the government usually hires pri-
vate businesses to build post offices, schools, city halls, dams, 10.gbways, and
other public facilities); or 2) it may produce the goods and serviezq itself
(government hires labor to provide many services, including those of teachers,
policemen, firemen, postal workers, and many others). If it purchases them
from private businesses, money income flows from the government to the private
businessman in the form of price payments. If the government produces its own
goods and services, money income still flows into the private sector but in a
different form. In this case, money income goes directly to the workers em-
ployed in the production of the goods and services and to the owners of the
capital and raw materials used in that production.

How do families decide exactly: 1) what goods and services will be pro-
vided by government, 2) how many goods and services will be provided by
government, and 3) how much of their income will be paid to the government in
the form of taxes? In addition, how are families assured of the availability
of these goods and servic.ls? The answers lie in voting and in electing
representatives. The members of a community elect representatives to make the
actual decisions discussed above. These representatives or government offi-
cials voice the ideas and wants of the people who elected them, and in this way
the members of society are represented in government. Some examples of elected
representatives are mayors on the local level, governors on the state level,
and Congressmen and the President on the federal level.

Next, we present the idea of opportunity cost associated with public goods
or services provided by government. The taxes a family pays reduce the amount
of family income available for the direct purchase of goods and services and/or
saving by the amount of the taxes paid. This tax money collected by the gov-
ernment is then used to satisfy wants such as fire protection, police protec-
tion, public education, and national defense. The economic cost or opportunity
cost of taxes is the alternative goods and services which could have been pur-
chased or produced. That is, the opportunity cost of the taxes paid by members
of society is the alternative goods and services which could have been purchased
with that money had it not been paid to the government in the form of taxes.

Given scarce resources, the opportunity cost of governMental goods and
services is the other goods and services which could have been produced with
those resources. To the extent that additional resources are allocated to the
public sector, more public goods and services will be available. However, rel-
atively fewer resources will be available to the private sector, and relatively
fewer private goods and services will be produced. Of course, the opposite
conclusions would hold true if relatively more resources were allocated to the
private sector rather than to the public sector.

The opportunity cost principle also operates within the public sector as
well as between the public and private sectors. Assuming a fixed amount of
resources available for the public sector, then the opportunity cost of a par-
ticular batch of public goods is the other public goods and services which
could be produced with the given resources.
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through
government.

TEACHING GUIDE
Second Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting. shoe repair, and
Imbysitting.

Government income - the total of money payments received by government,
generally in the form of taxes.

Market place - an organized situation (not necessarily an actual place)
permitting buyers and sellers to deal with one another. Productive
resources, goods, and services are traded, generally with money acting
as the medium of exchange.

Money - anything which is generally acceptable in exchange fer goods and
services. Among other functions, money serve' as a medium of exchange
and as a standard of value. The money supply Includes checking accounts,
coins, and paper bills.

Private goods and services - goods and services purchased by households
directly from private businesses.

Production - the process of combining productive resources in order to
make goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital--are referred to as the factors of
production, because all productive effort requires one or more of these
factors.
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Public goods and services - goods and services provided by government.

Taxes - involuntary payments of money from individuals and businesses to
government..

Economic Concepts

1. Most people in a soci.ety believe that some of their wants for goods and
services should be satisfied by government.

Two major points are stressed in this concept:

a. Families, through their elected representatives, determine the kinds
and amounts of goods and services to be provided by government.

b. Families' wants for governmental goods and services are influenced by
two opposing sets of forces: 1) a desire for a greater variety and
higher quality of governmental services; and 2) a dislike for paying
additional taxes required by government for financing the production
or purchase of goods and services desired.

In Economic GeneralizationgI and II, emphasis has been focused on the many
wants of families for goods and services; the inability of families to
satisfy all of these wants because of the scarcity of resources; and
finally, the need for choice-making by families to determine which wants
are to be satisfed. Up to this point, the examination has involved only
those wants of households for goods and services which were produced either
in the home or purchased from a business firm operating in the private
sector. Now we wish to turn to an examination of those wants of households
for goods and services which are usually satisfied through government.

Suggested Activity: Have the children design a mural depicting the govern-
mental services provided in their neighborhood, including the services of
policemen, firemen, and postmen. Other services might include the fur-
nishing of water as well as the disposal of used water, collection and
disposal of rubbish, the provision of education for children, the establish-
ment and maintenance of parks, and the building and maintenance of streets.

After the children have completed their mural, they should discuss the fol-
lowing questions:

Do all neighborhoods have sidewalks? (no) Should they have them?

Are streets well maintained? (generally) Could they be improved? (yes)

Are there parks in all neighborhoods? (no) Should there be?

Are schools fairly new, adequately staffed, and supplied with new teach-
ing materials and equipment? (some are; others are not)



In order to better understand the many resources required to provide govern-
mental services, the children might examine a single governmental service
in more depth. For example, they might design a mural depicting the land,
buildings, labor, equipment, and materials used in providing a service, say,
police protection.

2. Famines' wants for goods and services provided by government (public goods)
compete with families' wants for goods and servicesEatitifidLhaugh direct
purchases from private businesses (private goods).

At this point the teacher should refer to the ideas contained in Economic
Generalizaticn II. The fact that the production of all goods and services
(public or private) requires the use of scarce and versatile resources
should be stressed. Since most resources are quite versatile, they may be
used in the production of either public or private goods.

However, there are not sufficient resources to satisfy all wants for both
public and private goods. Therefore, if families decide they want more
public goods, they must be willing to forgo the private goods which could
have been produced with the resources required for the production of the
public goods. On the other hand, if people do decide that they want more
private goods, they must be willing to forgo the public goods which other-
wise could have been produced.

Suggested Activity: Using the mural, have children indicate alternative
private uses which could have been made of the resources required to pro-
vide the public services pictured; for example, the labor services of the
policeman or.fireman could be employed in a manufacturing firm. The police
car could be used as a family car or as a taxi. Similar possibilities
exist for land use, a building, a radio, etc.

3. If families want public _goods and services, they must provide government
with money income.

Children should be reminded that government, in terms of its command over
productive resources or goods, is in much the same position as are house-
holds or businesses. If government is to provide households with public
goods and services, it must either produce them by hiring factors of pro-
duction or purchase already produced goods from some business. In either
case, it must have sufficient money income to pay the price charged for
them in the market place.

The money income of government consists mainly of tax payments received
from households.* Tax payments provide government with the means to
obtain the goods and services which families want government to provide.
Children should understand that government must have additional income if
it is to provide more or improved public goods. This means that families

*Government also receives substantial sums in the form of tax payments
by businesses.
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must be willing to give up more of their household income in the form of
tax payments to government, retaining a smaller amount for spending or pri-
vate goods than would otherwise be the case.

Suggested Activity: Have the childrer draw a circular flow diagram showing
households earning income from the sale of their labor services to
businesses. (See example below.)

wages and
salaries15

14441111=.1k Labor services

Next, have them draw a circular flow illustrating Mother disposing of house-
hold income by purchasing consumer goods. (See example below.)

.405112 Kconsumer goods' and services

expeneitures---16

Now suppose that all faMilies have agreed to have the dirt road in front
of their homes paved and that they will provide government with the funds
needed to improve the roads. Have children include government in their
circular flow diagrams showing that households pay taxes to government,
which uses this income to pay a road construction firm to pave the road.
This firm uses the money income received from government to purchase the
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factors of prc.duction needed to do the job. So, by working through govern-
ment, households give up some of their money income in the form of tax
payments and are provided with a paved road (public good) in front of their
homes.

consumer goods

cmsumption expenditures

government At
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Economic Generalization V

Households may save part of their money income.

OVERVIEW

This generalization focuses on the concept of saving--why we save and how
saving affects our consumption of goods and services. Until this time we have
assumed that a household uses its money income for two purposes--paying taxes
and purchasing consumer goods and services. With the introduction of saving we
have several ways to use this income. We can pay taxes, purchase goods and
services, and save. Let us review what we mean by household money income.
The money income a household receives consists of payments--wages and salaries,
rent, interest, or profit--for the services of the factors of production.

First we must define saving and theta ask what saving implies about our
consumption of goods and services. Saving is that part of current money income
remaining after taxes have been paid and after goods and services have been
purchased. When a family saves part of its income, it is forgoing present con-
sumption for future consumption. That is, it purchases fewer goods and serv-
ices now, thus increasing its ability to purchase goods and services in the
future. Why do families do this?

There are several reasons for saving. A family may wish to save now so it
can satisfy important wants in the future. One example would be saving for a
vacation next year. A longer range example is saving for retirement, old age,
or for the purpose of leaving an inheritance to your family. /mother example
is saving so that unexpected needs for money can be met in the future, such as
medical expenses resulting from an unforseen illness or accident.

It is interesting to look at the connection between the sources of money
income and the ways in which money income is used. We have seen in past gener-
alizations how families receive income by selling their productive services and
how their income consists of wages and salaries, interest, rent, profit, and
transfer payments. Just as the form in which we receive income is determined
mainly by the type of productive service we sell, what we do with our income
determines where it flows. After the government has received our tax payments,
that part of income spent on present consumption flows to business through the
purchase of goods and services, and the remainder--saving--is reserved.for
future consumption.

An important decision to be made when we consider saving as an alternative
to consumption is what part of our income we will save. A family receives a

*Households also can use part of their money income to make voluntary con-
tributions--for example, to churches, Red Cross, cancer fund, Boy Scouts.
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certain limited money income. The first thing it usually does is pay taxes.
After taxes have been paid there is a certain amount left over which may be
used for purchasing consumer goods and services now or saved and used at some
later date. We know a consumer's wants are unlimited and that he must make
decisions as to which goods and services he will purchase with this limited
income.

When saving is considered as an additional vay to use income, another
decision is required. This decision concerns what part of a family's income
should be spent now and what part saved and spent at some future time. Since
we have examined already some of the reasons for saving, we can see why people
will postpone present consumption for the purpose of a higher level of future
consumption.

We can now ask: What happens to that part of our income which we do not
spend (which we save)? First of all, there are many forms in which we may hold
our savings. We may keep it in a safe place at home, we may put it in a bank,
or we may purchase stocks and bonds.

Interest payments were mentioned earlier as a reward for saving. If we
keep our money at home, we do not receive interest payments. If savings are
kept in the bank, however, we receive interest payments in exchange for the use
of our money. The bank uses our money and acts as a financial intermediary.
It takes the money which people deposit as savings and makes loans to families
or businesses whose present needs for goods and st.xviqes exceed the money they
have to purchase them.

The bank may lend money to a businessman to buy a machine required for the
production of goods. The bank also may help your family by loaning them money
to buy a house or a car. Whenever a family or business borrows money from a
bank, it agrees to repay the money at some designated time.

We have seen that when a family saves part of its income, it reduces cur-
rent consumption in favor of increased future consumption. On the other hand,
borrowing money from the bank has the opposite effect on consumption. If a
family borrows money from the bank to buy a car, it increases current consump-
tion at the cost of future consumption because in the future the money borrowed
from the bank will have to be repaid. So, saving increases future consumption
at the cost of present consumption; borrowing increases present consumption at
the cost of future consumption.

In summary, a household receives money income in the form of wages and
salaries, rent, interest, and profit. These payments for the services of the
factors of production nre paid by the businesses to households. These factor
payments are not the only source of funds for households. They also may re-
ceive transfer payments or borrow money from the bank. The following sketch
shows sources of money income going to families or households and how they dis-
pose of their income. A household does three things with its income: saves
part, spends part on goods and services, and spends part on taxes.
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SOURCES AND USES OF HOUSEHOLD INCOME

Payments to households
by businesses

Wages and salaries

Rent N`A

Interest

Profits

Additional sources

Bank borrowingsr4

Transfer payments
government
other households

Taxers $

_)10Consumption
r expenditures $

Nu
Savings $
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Economic Generalization V

Household's may save part of their money income.

TEACHING GUIDE
Second Grade

Economic Vocabulary

3usiness (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a
tangible product but which satisfy a consumer's wants. Examples of
consumer services are fire protection, house painting, shoe repair, and
babysitting.

Dissave - to spend more than one's current income during any period of time.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Interest - the price of borrowed money; money payments made by households
or banks for the use of money.

Loan - money borrowed from a person or bank.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service stated in money terms.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land;
and the tools, equipment, buildings, etc., are called capital. The
three--land, labor, and capital--are referred to as the factors of
production, because all productive effort requires one or mare of these
factors.

Saving - the portion of current income whict is not paid out in taxes or
in the purchase of consumer goods.
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Savings - the total
financial assets.

Taxes - involuntary
government;

Economic Concepts

accumulation over a period of time

payments of money from individuals

of a household's

and businesses to

1. Household saving is that part of current money income which is not used to
pay taxes and is not spent on consumergoods and services.

Review: It has been noted that a family's income is received mainly from
the sale of productive services furnished by the household to business.
In turn, most of this household income is spent on the purchase of con-
sumer goods and services. It has also been noted that part of household
income must be paid to the government in the form of taxes. Now another
dimension needs to be added to the use made of income by a household:
Households may decide to save a portion of their income.

Household saving should b, egarded simply as that part of current house-
hold income which is not tu,. Id to pay taxes and is not used to purchase
consumer goods. Assuming tax payments are made, the more that a household
spends on consumer goods, the less it can set aside as saving. Or, to put
it another way, the more a given household saves at a particular point in
time, the less it spends on consumer goods.

Saving, then, reduces the amount of income available to a household for the
current purchase of consumer goods. However, it increases the amount of
consumer goods which can be purchased in the future by that household.
The specific reason why people save varies widely, but the general reason
is that of increasing future consumption at the cost of present consumption.
We may have a specific objective in mind like a new car, a college educa-
tion, a vacation, or retirement. We may be saving for a "rainy day."
In any case, saving decreases present consumption and permits increases in
future consumption.

The income saved by a family may be held in various forms. The activity in
this section stresses bank saving. Children should recognize that banks
are usually willing to pay monetary rewards (interest) to persons deposit-
ing mcney in savings accounts. Income saved might also be in a tin can,
or in a mattress; or it might be used to purchase stocks, bonds, or life
insurance. The main thing to be emphasized is that saving is that part of
household income which remains after taxes have been paid and consumer
goods and services have been purchased.

Families also may spend more than their current income by borrowing from
banks. However, such loans must be repaid in tne future. In addition,
interest must be paid to the bank for the use of the money. Children
should understand that fsmi)ies will have less of their current income to
spend on consumer goods and services during the period in which the loan
is being repaid.
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Suggested Activity: This activity attempts to draw together many of the
main ideas found in past generalizations and to add those related to saving.
We want to confront the children with a realistic problem which illustrates
the economic choices involved in the use of limited income. To do this, we
will create a store which sells real goods ranging in price from lc to 25C,
and a bank where children can deposit their savings or dissave by borrowing
4C at a time.

Before the activity starts, two letters should be sent to parents. Have
the children write a short note requesting 25c for their unit on the use of
income. The teacher should attach a letter explaining the activity that is
about to begin. (See the sample letter on page 133.) Every child .ovld
participate in this activity, so if, for some reason, a child cannot bring
the 25C, obtain it from the PTA or school fund.

After the teacher has collected the money, children should be assigned work
activities for which they will be paid wages of 5c per day for a weekly in-
come of 25C. Tasks could be assigned to individual students or to groups
of students who could pick up paper inside or outside the school, clean
erasers and blackboards, etc. Some students could earn their wages by
helping to set up and operate the store and the bank for this activity.

The teacher should obtain different kinds of goods which children usually
want (gum, candy, toys, comic books), ranging in price from 1C to 25C.
Initiall , only one of each of the more expensive items (15C, 20c, o: 250
will be needed since the children will not have sufficient income to pur-
chase them until later in the week. Children who are saving part or all of
their income should be asked to indicate which of the more expensive items
they intend to purchase. However, as is the case for the typical consumer,
each child should be given the right to change his mind as the week
progresses. If possible, the teacher should purchase items from a store
which will allow the return of unsold items.

The children can then assume major responsibility for establishing the
store by setting it up, naming it, and operating it. With the teacher's
assistance, they can attach the proper price tags to each item and display
all the goods, using pictures and slogans to advertise if they wish.

The children who operate the business should keep daily records of what
items are sold, how many of each are sold, and the price at which they are
sold. Sub-total receipts should be determined for each of the items sold,
and these sums should be added to arrive at total business receipts for
each day. The teacher should take care of the finds at the end of each
day. The form which might be used to keep business records is noted on
the following page.
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Name of Business

Monday

List of Items Price Quantity Receipts

1.

2.

3.

4.

5.

6.

7.

Ill\i"V"4\14°14"1"VIVAftwtgiAMAVIVAIWAito'AAmkN

Identical charts should be provided for Tuesday through Friday.
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Next, have the children select a committee which will name, set up, and
operate a bank. These children will be responsible for keeping records of
amounts saved and borrowed and the amounts of interests paid and received.
An example of how these forms might be drawn is noted below:

Bank Name Student Saving

Student
Names Saving

Monday Tuesday

With-
drawal Saving

With-
drawal

3.

4.

Bank Name Student Borrowing

Student
Names

Monday Tuesday

Borrowed Interest Borrowed Interest Repayment* Etc.

*Note: There must b' a "repayment' column for Tuesday through Friday.
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After the money has been collected, the goods have been purchased, the
school store and bank have been established, and the children have completed
the first day of work, the teacher should pay each child his wages of 5q.
Then, it should be explained that the children have the following choices:

a. They can spend their current income of 5q at the'school store.

b. They can save part or all of their income and add this to the income
which they will earn during the week. This will allow them to purchase
more expensive items later in the week.

The children should be informed that they will receive 1q interest as
a reward for each nickel which is in the bank on Friday, the day
interest is paid. Each child should receive a booklet indicating the
total savings they have deposited in the bank. Children operating the
bank should keep these books up to date. An example of information
contained in these booklets follows:

`student's Name
Saving Book

Day Saving
With-

drawals
Total
Savings Interest

Savings
plus

Interest

Monday

Tuesday

Wednesday

Thursday

Friday
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c. They can borrow 4c at the bank and spend this as well as their daily
income. However, if they borrow 4C from the bank, they must repay the
4C plus 1C interest cost on the following day. No child may borrow on
two consecutive days or on the final day of the game. Each child
should receive a booklet, similar to the one foPnwing, which the
bankers should keep up to date.

Student's Name
Borrowing Book

Day Loan

Interest
on

Loan

Total
Owed
to Bank

Payment
nc Loan

and Interest'

Monday

Tuesday

Wednesday

-
,:lursday

Friday

All the children's accounts must be closed by the end of the week, the
period covered by this activity. All loans plus interest must be repaid
to the bank and choices must be made and income and savings spent since
saving was undertaken in order to permit greater consumption in the future.
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Finally, each child should receive a form on which he can record his income,
purchases, savings, borrowings, and interest payments. The children will
need the teacher's assistance with this form on the first day, but children
working in small groups should be able to make the proper entries on sub-
sequent days. An example of how this form might be drawn is noted below:

Student's Name
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Monday

Tuesday

Wednesday

Thursday

Friday

After the completion of each day's activity, a period should be set aside
for discussion. Appropriate points to be discussed would include:

Have the children note what they did to earn their income. Have them
also discuss what various members of houc.eholds do to earn income.

Have the children note how they decided to use their income. How much
was spent on consumer goods and hcw lch was saved?

Have those children who did not spend all of Their income on consumer
goods explain why they saved part of their income.
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Suppose one of the children borrows 4c and spends this as well as his 5c
of daily income. How does the child benfit by borrowing? (he can
buy a more expensive item and can consume a greal.er amount of goods)
What are the disadvantages of borrowing? (he must pay back the
amount borrowed plus interest the next day which means he has less
income then to buy goods and services)

Suppose the children have to spend part of their daily income on a
brother, sister, or a friend. How would this affect the number and
price of items they purchase for themselves? (fewer and lower priced
items would be purchased) How would this affect their saving?
(saving would Lend to decrease) Would they expect a household with
eight members to make different saving and spending choices than a
household with four members? (yes) Why? (see the above)

Suppose that a student is ill and cannot work for two days. Suppose
he is not paid if he cannot work. What will happen to his income?
(it will be less than if he had not been sick) How might this
affect his spending and saving decisions? (his spending and saving
will be less thwl if he was not ill) Suppose that a worker in a
household becomes ill or loses his job. What will probably happen to
household income? (it will be less) saving? (less) spending?
(probably less) borrowing? (probably more) :spending past saving?
(will probably increas:0

Suppose that each child has two jobs and earns 10c a day or 50c a week.
How would this affect s7)anding and saving decisions? (will be more
money income to spend and save; both saving and spending will tend
to increase) Would this also be the case for a household? (yes)



(Sample letter to parents)

Dear Parents:

Our class is about to undertake an activity which will draw together many of
the ideas learned in uur study of economics. We want to confront the children
with a realistic proble ) which illustrates the economic choices involved in the
use of limited income and emphasizes that we can never have all the goods and
services we would like to have.

In order to carry out this activity, we would like each child to bring 25C which
will be used to pay him 5C wages each day of the week. We will set up a store
where items with prices ranging from le to 25c will be on sale each day. There
will also be a bank established where the children can deposit any savings or
can borrow a few cents at a time.

As the children earn their income, they will have to decide: 1) whether tc
spend all or part of it, and what they will purchase, or 2) whether they will save
to purchase more expensive items later in the week. They may also borrow and
thus may consume more than 5c will buy in one day; however they will have to use
the next day's income to repay the loan and interest charge.

Your cooperation in this project will help to make it meaningful to the children.
I ask that you do not lecture your child about how to spend his income at the
school store and that you refrain from buying your child items that will be
available in our store. Each child must learn that the cost of what he buys is
the other things he can no longer buy because he has spent his limited income.

Sincerely yours,

Your teacher
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Economic Generalization I
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OVERVIEW

Most of the man wants of consuming units (housaholds) for goods and serv-
ices are satisfied through purchases in the market place. Since the money
income of consuming units is limited, choices must be made as to which wants
for goods and services will be satisfied.

The first generalizaticn focuses on the major economic ideas that:

1. All wants for goods and services cannot be satisfied.
2. There is a need for choice-making.

At this point a distinction should be drawn between economic and noneconomic
wants. First, economic wants are limited to those wants satisfied through the
use of goods and services which are produced with scarce resources. Such goods
as sunshine, air, and ocean water normally are not scarce goods and thus do not
present an economizing problm. Second, man_ wants cannot be satisfied through
the acquisition of scarce goo's ani services. Such wants are for nonmaterial
things. They include the desire for friendship, a happy marriage, or religious
satisfaction. .fccllomists, as social scientists, are not concerned with how
nonmaterial wants are satisfied.

The distincticn between ;ood:: and sery 'es also must be made clear. goods
are tangible ')bjects -such as toys, soap, and shoes--while services are produc-
tive acts which satisfy cur wants but do riot result in tangible objects. For
example, a doctor, a dentis , a 1--,)airman, and a shoeshine boy all perform
services. When ue buy and use suet. goods or services, we act as consumers.

We know everybody has many wants which can b( satisfied with goods and
services, but in general wIwt else can be said about them? First, as you look

all members in society yoe become aware of Cle great variety of wants that
exist. It seems difficult, if not impossible, to conceive of listing all the
wants of people. Ar-ong a host of other factors, age differences, sex differ-
ences, climatic differences, educational differences, and social differences
Felp t ) Lccount for the differences in people's warts. Second, most wants can
he satisfied by a variety of goods or services. The desire for travel can be
satisfied by different forms of transportation services: horse, bicycle,
motorcycle, car, train, bus, boat, airplane, etc. Equally long lists of goods
and services can he made which will satisfy our wants for food, clothing,
shelter, and entertainment. Third, the list of people's wants for goods and
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services seems to be an unending one, and it seems impossible to provide all
the goods and services required to satisfy all of people's wants for them.

Ample evidence exists to quickly convince us that there are not enough
goods and services to satisfy all the wants of everyone. The typical consum: ig
unit (household) faces an almost immediate restraint when it attempts to sat-
isfy its wants through the acquisition of goods and services. Families are
limited by their money income, for only those goods and services can be ob-
tained which can be paid for. Since money income is limited and since mJney
prices must be paid to obtain goods and services, income and prices are re-
straining forces limiting the number and kinds of good and services which can
be acquired.

Because of income and price restraints, consuming units cannot saAsfy all
of their wants for goods and services. Since all wants cannot be satfsfied and
since wants vary in importance, families must choose which wants will be
satisfied. The particular choices made will be determined in large part by the
size of the family income, the prices of different goods or services, and the
ability of different goods or services to satisfy the wants.

Wise choice-making is necessary in order to obtain the most satisfaction
possible from the purchase of goods and services. The opportunity cost of
goods and services purchased is not their oney price but the other goods and
services which could have been purchased with the limited money income. Choices
must be made in order to purchase those goods and services which provide the
consuming unit with the most satisfaction in relation to the amount of money
income spent fcr them.
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Economic Ge:-eralization I

Because of lim'ted ir-ome. cc? :T:'.g a s m74s, wh-::ch of their many
Llants f< 'goo-.2 and services ,:at-7Pfy thrc-'ji purcha,:es in the
market place.

TEACH_AG GUIDE
Third Grade

nor:_ aic vc.,cahul ary

Business (firm) an orgarizat_on engaged in tLa buying and hiring of re-
rce5- 'Ind the production and sale of good and si::rvices.

Consumer goods ngihle objects used to satl.,fy consumer 1,-ants. Objects
such as food, automobile', toys, soap, and shoes are consumer goods.

Consumer services productive acts of labor which do not result in a tan-
gible product but which satisfy a consume-'s wants. Examples o_ con-
sumer services are fire protection, boys, painting, shoe repair, and
babysitting.

Consuming unit - a person or group (hotiseh--1) which uses goods o7 services.

Freedel.: of consumer choice - consumers' 1112rty--within a broad range of
legal and social sanctions and within Cir. limits of their household
income--.:o buy that collection of goode' and services which they feel is
most appropriate to satisfy their wants.

Household Lncome - the total of the ro.lay payments received by household
members primarily for the performance of services or for the production
of goods.

Labor force - those persons sixteen years old or over, working or seeking
work. Total labor force less armed forces equals civilian labor force.

Money - anything which is generally acceptable in exchange for goods ant;
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Opportunity cost (real cost) - the other goods and services which are for-
gone when a particular good or service is purchased or produced.

Price - the value of a good in money terms.

Production - the process of combining productive resources in order to
make goods and services.
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Economic Concepts

1. People living in spend much of their time producing goods and serv-
ices required to satisfy, directly or indirectly,. the many wants of mem-
bers of the community.

A city may be viewed as a huge productive apparatus designed to turn out a
large number and variety of goods raid services for use by members of the
community. The vast magnitude of the task of satisfying city dwellers'.
wants for goods and services 19 indicated by examining the large number )f
businesses whi& produce many different types of goods and services and
employ large numbers of workers.

6uggested Activity: To help the children see that many people are employed
it the production of goods end services in the city, we will use informa-
tion pertaining to their own families. The children should be able to
supply the information requested but, if not, it might be obtained from
the school records. We want to discover the number of adults in each fam-
ily who are earning income, wh.re they work, and what kinds of goods and
services they produce.

The teacher she .L: r'lulate the results while discussing the following
questions:

How many .louseho.ds have two members? three members? four? five?
more than five?

How many families have one income earner? How many have more than one?

Of the income earners, how many are men? How many are women?

Note the number of fire s organizations.

Note the different kinds of goods or services prod'irled by these firms.

Do these firm3 produce goods or do they produce services?

Indicate some of the different kinds of tasks that workers perform.

Are many of the goods or services produced by members of the households
sold to people living outside Des Moines, Iowa? Do households in
Des Moines purchase gcuds and :7,ervices produce i by firms outside
city?

As the above questions are uiscussed, the teacher shrwad emphasize the
great variety of tasks involved in producing man:- goods and services needed
by families in a city. The teacher also should emphasize that information
obtained from a small :Jess of students in a restrl,:ted neighborhood pro-
vides only a partial view of economic activities undertaken in a city.
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2. Even though a great number and variety of goods and services are produced
within a city, the supply still falls short of satisfying the many wants of
members of the community for goods and services.

Given the great number of productive activities undertaken by workers in
the community and given the vast number and bewildering assortment of goods
available in stores, it is easy to see why children and many adults find it
difficult to understand why they cannot satisfy all of their wants for goods
and services. The first and most apparent reason that comes to mind is the
fact that household', must operate with a limited income. (In the next
generalization we will discover why household income is limited, but at
this point, we will just accept the fact that it is.)

People's wants are unlimited, and limited income prevents them for pur-
chasing all the goods and services necessary to satisfy their wants. As
some wants are satisfied, others become important. Still other wants are
continual; for example, if you have just eaten dinner, does that mean you
will never want more food: Even though vast quantitie8 and varieties of
goods and services are produced in the United States, there can never be
enough produced to satisfy all the wants of all the households. The gap is
even more evident within one particular city where many goods and services
purchased by members of the community are produced in other cities through-
out the country.

Suggested Activity: Have the children think about all the things they would
like to have and everything their families want.

Do you have all the goods and services you want? (no) Why not?
(jimited income)

Are there some goods and services which members of your family would
like to have but are unable to purchase? (yes) Why? (limited in-
come)

Now have the children imagine that everyone can go into stores and take the
goods and services they want without paying for them.

Would there be enough goods to satisfy all the wants of all the people?
(no)

After all the goods have been taken, would households still want more
goods? (yes)

If all the food were taken from the supermarkets this morning, would
there be any for people to take this afternoon or tomorrow? (no)

3. Since all wants for goods and services cannot be satisfied, households must
choose which wants will be satisfied.

Children should be aware that most, if indeed not all, households cannot
satisfy all of their many wants for goods and services. They should under-
stand that households satisfy most of their wants for goods and services
through purchases from business and that households must have money income



to pay prices charged for these goods. Children should be exposed to three
dimensions which influence households as they determine which of their wants
for goods and services they will satisfy: tastes, income, and prices.

a. Household income available to purchase goods and services is limited
relative to the kinds and amounts of goods and services desired. There-
fore, households ^.annot satisfy all of their wants, and since some watts
are more important than others, households must decide which goods they
will purchase. Obviously, households with more income can satisfy more
wants than can households with less income. For example, a movie actor,
a star baseball player, or the president of a mcjor corporation may
purchase an expensive house wIth a swimming pool and have several high-
priced cars to use as transportation in between his trips by airplane.
He also is able to afford the finest clothes, expensive furniture for
his house, and the choice of an expensive school for educating his
children, as well as provide them with trips to Europe and other parts
of the world. On the other hand, households existing on a teacher's
income will be able to satisfy fewer wants for goods and services and
satisfy them in different ways. They will tend to live in inexpensive
houses located on smaller lots and do their swimming in the public
pool. They may buy fewer and less expensive pieces of furniture, buy
fewer and less expensive cars, visit Yellowstone Park or the Chicago
Museum, and travel by automobile rather than by plane.

b. Even for households which have the same income, variation will exist in
the kinds and amounts of goods and services purchased. This situation
exists because of differences in tastes of individuals and the freedome
of individuals to determine their own pattern of consumption.

For instance, three children might have a dime to spend as they please.
Given differences in tastes, one child might buy a strawberry ice cream
cone; the second child might buy a chocolate ice cream cone; and the
third child might buy a pencil, a candy bar, or save the dime. The
important point is the fact that each child, given his tastes, is the
best judge of which use of the dime will provide him with the most sat-
isfaction.

c. Children also should recognize the important role played by prices in
choice-making. For example, suppose that a family wishes to satisfy its
want for food. Suppo2:e also that the family has set aside a certain
amount of income for the purchase of food products. Now the family
must decide what kinds and amounts of food to purchase. For instance,
should it buy steaks or hamburger or a combination of the two? Should
it buy butter or oleo? Should it buy caviar or fish sticks? Suppose
that the members of the family have no strong preference between steaks
and hamburgers, between butter and oleo, and between caviar and fish
sticks. Then which of these foods are they likely to choose? (the
less expensive of the two) Do differences in prices affect their
choice? (yes;

Suggested Activity: Have each child make a list of goods which he does not
have but would like to have. Have them do this for some other member of
their family as well. The list will indicate that many wants of households
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for goods and services are not satisfied. Put price tags on the goods
wanted by children. Then provide children with money income (play money)
of varying amounts but which is insufficient to purchase all the goods and
services wanted. Have .:he children decide which good(s) they would pur-
chase. Following this activity, the questions noted belvw :aay be dis,:ussed:

Do all members of a family want additional goods or services? (yes)
Do they all want the same kinds of goods or services? 61o) Why do
different people want different goods and services? (different tastes
because of age, sex, etc.)

Does the size of the family income influence which wants will most likely
be satisfied? (yes) Why? (since all wants can't be satisfied, they
will be satisfied in order of importance and the larger the family in-
come, the more wants that will be satisfied)

Does the siz> of :a child's allowance or the amount of family income in-
fluence the kinds and amounts of goods and services purchased? (yes)

Do prices of goods and services influence the kinds and amounts of goods
purchased by an individual? (yes) by a family? (yes; the prices of
cars influence the number of cars a family has and the type--Ford,
Plymouth, Chevrolet, Cad-1,11ac, Lincoln, Chrysler)

4. When income is used by a household to buy a particular good, other goods
which could have been purchased with this income must be forgone by the
family since family income is limited in relation to family wants.

Children should begin to understand that the opportunity (real) cost of a
good purchased is not its money price b't the alternative goods which could
have been purchased with this money. While money enab3.es people to purchase
many different kinds of goods, th--! amount available to us is limited rel-
ative to our wants for goods and services. Thus, when we as individuals,
families, or governmental officials decide to use money income to purchase
one good or service, we have, in effect, decided to forgo some other good
or service.

Suggested Activity: Children could discuss what might be a reasonable sum
for their weekly allowance. They also might note possible goods which the
family, considered as a whole, may have to give up to provide children with
this allowance every week. After children have decided what the hypothet-
ical allowance will be, they can decide which of the goods on their lists
(developed above) they might be able to purchase. With price tags on these
goods, they will be forced to make choices as to which good or service they
will purchase. They should be aware that the act of choosing means they
have one good and cannot have some others. That is, the opportunity cost
of choosing (purchasing) a particular good is the other goods they no longer
can purchase.

The teacher may discuss the following questions:

Even if all ice cream cones cost 10Q, why do some people buy vanilla
while others buy strawberry? (differences in preference)
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Suppose that a person likes both candy bars and ice cream cones and that
the price of each is 10c. If that person has only 10c to spend on
candy bars and ice cream ..ones, does he have to make a choice? (yes)

Why? (he doesn't have enough money to buy both a candy bar and en
ice cream cone) If he buys the ice cream cone, what can't he by (the
candy bar) What is the opportunity cost of the ice cream cone? (the

candy bar he could have b:m;ht instead)
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Economic Generalization II

Scarce resources are required for the production of goods and services.

OVERVIEW

This generalization focuses on the major economic idea that before goods
and services can be consumed they must be produced, ana their production re-
quires the use of scarce and versatile productive resources. The two key terms
here are scarcity and versatility of productive resources

We began with the understanding from Generalization I that because of
limited income and prices of consumer goods, consumers cannot satisfy every
want; therefore, consumers need to make decisions concerning which goods and
services to purchase. Before consumers can purchase any of these goods and
services, however, they must be produced.

Basically, the production of goods and services involves the use of scarce
productive resources such as labor, buildings, natural resources, tools, ma-
chinery, and management. For example, even in the case of the "little red
schoolhouse," the production of educational services requires the use of manag-
ets (school board and administrators), labor (teachers, custodians, etc.),
natural resources (paper, pencils, crayons, chalk, etc.), and capital goods
(buildings, blackboards, desks, furnace, etc.).

What exactly is meant by scarce productive resources? The idea of scar-
city means that there are not enough productive resources (natural resources,
capital goods, labor, and managerial knowhow) to produce all the goods and
services wanted by consumers. Therefore, just as choices have to be made con-
cerning which goods and services you as a consumer will purdhase for consump-
tion (because not all of your wants can be satisfied), choices must be made as
to which goods and services will be produced with the limited resources.
Obviously, there are not enough product: f resources to produce all the goods
and services everyone wants.

Resources are versatile as well as scarce. That is, most resources can be
used in the production of more than one good or service, and most goods or
services can be produced with differe...t combinations of resources. For in-
stance, assuming the requisite skills or the ability and willingness to acquire
them, the labor services t-)f a woman or man may be utilized as an elevator oper-
ator, teacher, writer, factory worker, ,2tc. Again, the important point is that
labor services are scarce and if they are utilized in the production of one
good or serv':e, they are not available for the production of alternative goods
and services. Much the same case exists for other scarce productive factors.
For instance, land may be used as a building site, for growing corn or other
crops, or for a playground. Those are but a few examples of how a given produc-
tive resource may be used in the production of a variety of goods and services.
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It is also important to realize that most goods or services can be pro
duced with different combinations of productive resources. The production of a
giNen amount of corn involves the use of land, labor, and capital; but this
amount of corn may be produced with either a lot of labor, a little capital,
and land--or a little labor, a lot of capital, and land. As is true of corn,
many goods may be produced with different proportions of land, labor, and
capital.

Since there are not enough productive resources available to produce all
the goods and services wanted by e-yeryone (scarcity) and since most productive
resources can be utilized in the production of many different goods and in dif
ferent proportions (versatility), wise choices or decisions must be made con
cerning what goods and services will be produced and how resources will be used
in their production. For whenever a resource is committed to the production of
a particular good, we should realize that other goods which could have been
produced with this resource must be forgone. This is an illustration of the
opportunity cost of using resources to produce a particular good.

Most of us would agree that land, labor, capital, and managerial knowhow
shoulc be combined so as to produce the greatest quantity of goods and services
which will best satisfy both the individual and collective wants of consuming
units. Resource misuse or waste occurs when a given resource is used to pro
duce a good which is of less importance than, other goods which could have been
produced with this resource. Misuse or waste of resources also occurs when a
given good is produced with resource combinations which involve the use of rel
atively more scarce and valuable resources rather than the use of relatively
more abundant and less valuable resources.
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Economic Generalization II

Scarce resources are required for the production of goods and services.

TEACHING GUIDE
Third Grade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy n consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair, and
babysitting.

Consuming unit - a person or group (household) which uses goods or services.

Efficiency - producing the greatest amount of goods and services wanted by
consumers with a given amount of productive resources.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Opportunity cost (real cost) - the other goods and services which are for-
gone when a particular good or service is purchased or produced.

Production - the process of combining productive resources in order to make
goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land; and
the tools, equipment, buildings, etc., are called capital. The three- -
land, labor, and capital -- -are referred to as the factors ofprolustion,
because all productive effort requires one or more of these factors.

Scarcity - the condition which exists because of the fact that people's
wants for goods and services exceed the capacity of resources to produce
them.
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Economic Concepts

1. Many, goods and services are prodt.-zed in the city. All such_production in-
volves the combination of scarce resources.

There are many demands for productive resources in a city. Goods and serv-
ices must be produced prior to consumption, and they are produced to sat-
isfy the many wants of households for goods and services. Some goods and
services are produced within the home; some are produced by government; and
the great majority are produced by businesses. But regardless of who does
the producing, scarce resources are necessary for it to be undertaken, for
goods and services are nothing but the land, labor, and capital directly or
indirectly embodied in them.

Suggested Activity: In the activity accompanying Generalization I for the
third grade, the children discovered the many different places their family
members worked to earn income as well as some of the goods and services they
helped to produce. From this point, the discussion can be extended to deal
with the many resources required for all the production.

Have the children tar- to their parents to find out some of the major re-
sources employed by the businesses for which they work. It can be concluded
that most production involves labor, land (for plants, parking lots, natural
resources), and capital (buildings, machinery, raw materials). However,
vast differences may be seen in the necessary types of labor skills, kinds
of machinery and buildings, and types of land required as well as the
amounts of each of these productive factors employed. One obvious example
within Des Moines, Iowa, would be the large amounts of rubber employed by
Firestone and the large supplies of paper used by the Meredith Pu'olishing
Company. (Teachers may use local industries for their examples.)

What resources are used by the businesses your family members work for?

Do they all employ the same kinds of labor? (no) land and natural
resources? (no) capital? (no)

Do all the businesses use the same amounts of land? (no) labor? (no)

capital? (no)

For this generalization, we can concentrate on the building of a bridge in
Des Moines. This bridge will be built by a private firm but will be paid
for by the government. The children can do research to discover the many
productive factors required to build a bridge--land, many kinds of labor,
cranes, bulldozers, trucks, steel, concrete, etc. Reports to the class and
displays will demonstrate that many productive factors are required for the
production of a bridge.

2. Productive resources are both scarce and versatile. In other words, there
are not enough resources to produce all the goods and services wanted by
consumers, and the resources available have many alternative uses.

There is a limited amount of resources available for production. if a re-
source is employed in producing one good or service, it is not available
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for the production of other goods and services. Since the amount of re-
sources is limited but people's wants for goods and services are not, we
say that resources arc "scarce" relative to the demands for them. In
addition to the scarcity of resources, their versatility is important.
That is, there are many possible uses of every resource. Land can be used
for growing crops, as a building site, parking lot, or playground, while
labor is used in the production of all goods and services. Furthermore, a
particular 11-ood or service can be produced in more than one way--with var-
ious combinations of resources--such as a lot of labor and little capital
or a lot of capital and little labor.

Suggested Activity: Now that we have discovered which productive resources
must be combined to build a bridge, we can deal with alternative uses of
these resources as well as other resources that might be used to build a
bildge.

Using the information gathered earlier by the children, we can talk about
other businesses that could employ the resources needed to build the bridge.
Charts can be made to list or picture their many alternative uses.

Are bridges the only structures that require steel? (no) concrete?
(no) trucks? (no) lator? (no)

Where else could these resource? be employed? (steelbuildings; cars,
machinery and equipment, etc., concrete--roads, sidewalks, pools,
etc., trucks and labor--many, many uses)

Can a resource be used to produce two different things at the same tine?
(no)

Is it possible for us to produce everything we want all at once? (no)
Why not? (not enough resources)

Now have the children imagine what other resources might be used to build a
bridge. For example, wood could be used instead of steel and concrete, or
men with shovels could replace bulldozers, and men with ropes and pulleys
might be used instead of cranes.

If men are employed instead of bulldozers, what resource is being used
more? (labor) Which is being used less? (capital)

Do you think this would be a good way to get the job done? (not to build
a bridge--the job is too big and many men would be needed if bull-
dozers weren't used)

3. Since roductive resources are both scarce an,4 versatile, wise choices-
considering efficiency awl opportunity cost--must be made as to which goods
and services to produce and how the produce them.

Society, like individual consuming units, cann't have everything it wants.
Therefore, decisions must be made as to which goods and services will be
provided and which combinations of resources will be used in their produc-
tion. Since the opportunity cost of any good or service is the alternative
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goods or services forgone, production is most efficient (that is, involves
the least cost) when the greatest amounts of goods and services wanted most
by consumers are produced. Efficiency requires the use of more abundant re-
sources for production rather than relatively scarce resources. For exam-
ple, in the United States, labor is relatively more scarce (and so much
more expensive) than capital. Therefore, production employing a lot of
labor and little machinery is generally less efficient. For if resources
were combined differently, a greater tot:A [mount of goods could be pro-
duced with those resources, and each gocl could be produced more cheaply.

Suggested Activity: Using the information on the alternative uses of the
bridge-building resources and the variety of combinations of resources that
might be employed to produce a bridge, we should emphasize the necessity of
making choices before any production occurs. We then want to make the
point that the real (opportunity) cost of the bridge is the alternative
goods or services which could have been produced with these resources.
This holds true for all other goods produced--the opportunity cost is the
alternatives forgone.

Can we produce all the alternative goods and services? (no) Why not?
(limited resources)

If the resources are required for the production of many goods and serv-
ices, but we don't have enough resources to produce all of them, does
a choice have to be made? (yes)

If there are several ways to produce a good, such as a bridge, do choices
have to be made? (yes)

What other goods besides the bridge could be produced with these re-
sources? (roads, buildings, etc.)

By using these resources to build the bridge, what can't be produced?
(roads, buildings, etc)

What is the cost of the bridge? (the alternative goods or services for-
gone--the roads or buildings, etc.)

Returning to our men versus bulldozers example, we want to try to convey
the idea that some resources are more abundant than others. Because of
this, production is generally more efficient or less expensive and less
wasteful when more abundant productive resources are employed instead of
scarcer resources. In the United States, capital is more abundant than
labor, so production using relatively more capital and less labor is less
expensive and more efficient. (This would not be true in a country with an
overabundance of labor.)

Using the following figures, have the children answer the questions below:

It costs $200 to rent a bulldozer and hire an operator for one day ($25 per
hour). It takes 20 men with shovels to do the work of the bulldozer. Each
man is paid $20 for one day's work ($2.50 per hour).
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much would it cost tc, rent a bulldozer and hire the operator f.Jr one
day's work? ($200)

How much would it cost to employ men with shovels instead of the bull-
dozer? ($400)

What else could the men b.: producing if they weren't employed in zhis
manner? (any good or service that requires labor -if they have the
necessary skills) If they are moving dirt for the bridge, can they
produce these goods or services? (no)

What must be given up if the men are moving dirt for the bridge? (the

other goods and services they could be producing) Ts this a wasteful
use of human resources? (yes)

If we used the bulldozer for the bridge and employed the men in the pro-
duction of other goods and services, do you think we would be able to
produce morP. goods and services? (yes) Would there be as much waste
of resources as there would be if we used men instead cf bulldozers
for the bridge? (no)

Say we just wanted to level a small pat.11 of ground for a garden behind
our house. If one man could do the job in a few hours, would it be
wise to rent a bulldozer and lire an operator to do it? (no)
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NITENDIX D
Third Grade

Specialization 'pecialization and the division of labor increase the quantity
f goods and services that can be produced with a given amount

,f resources.

This appendix focuses on the division of labor and its effect on the amount
of goods which can be produced.

We have learned in previous generalization. that productive resources are
n-cessary for producing goods and services, that they are limited, and that they
may be used in various ways. Therefore, it is important that we use these re-
sources in the most efficient manner. At the same time it is possible to dis-
cover new resources and to find new, more efficient ways of using existing
resources. One important productive resource is human labor. We shall see how
specialization and the division of labor enable this human labor to be used
most efficiently to produce a greater quantity of goods and services.

Each person has different interest, abilities, and knowledge. The divi-
sion of labor takes advantage of the special qualifications of an individual.
That is, a person works in an area or does a job which best suits his interest
and abilities. One of the easiest ways to see how the division of labor works
is to examine the average family household. Each member of a family usually
has certain tasks which he performs for the benefit of the whole household.
Vather's job may be to mow the lawn; mother's, to cook the meals; and sister's,
to make the beds. If there were no division of the work, each member would- -
among other things--have to cook his own meals, make his own bed, and wash his
own dishes. It is easy to see, then, how dividing these jobs among the various
members of the family affords a more efficient way of performing tasks within
the home.

Businesses that produce goods and services also specialize and make even
more use of the division of labor. They usually produce a specific good or a
limited number of goods and leave the production of other goods and services to
other businesses. This in itself is specialization. In addition, they divide
the different tasks performed in the production of these few goods among vari-
ous workers. That is, instead of each man producing a complete product, each
man works on one specific part of a product. For instance, in a shoe factory
one man may be responsible for putting heels on shoes, one for cutting the
leather, and another for sewing the parts together. Rather than each man in
the factory making a whole pair of shoes, each man performs a part of the job.
As a result, more shoes are produced.

Why? One man may be efficient and fast at one part of the job and another
at a different part. By having each man perform the task at which he is fastest
and best, more higher quality shoes may be produced than if each man had to
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perform every task involved. In addition, when the tasks involved in the pro-
duction of a good are divided among several workers, those workers become faster
and more efficient by continually performing that specific task. An automo-
bile factory is a more obvious example. Here there are engines to be made and
assembled, seats to be upholstered, and cars to be painted, as well as many
other jobs. It is not likely that one person would be extremely efficient at
all of these tasks, but by dividing the tasks among many people, cars can be
produced more efficiently.

What do we gain, as a society, from the division of labor and specializa-
tion? First of all, through specialization and the division of labor we are
able to produce more goods of higher quality. This results from the most effi-
cient use of human labor. Each person performs a task he is trained for and is
able to do both quickly and efficiently,. Instead of a good produced entirely
by one person, we have a good which is produced by several persons--each doing
a specific part in the production, with each person more proficient than the
others at the specific task he performs. These various people working together
can produce more goods, better goods, and produce them faster than if each man
produced the entire good by himself.

Another important result of specialization and the division of labor is
the greater dependence of one person on others. The family which produces a
limited number of the goods and servicza it desires depends upon businesses and
other persons working outside the home to produce those goods and services
which it does not produce itself, but which must be purchased from businesses.

Since specialization also occurs in the business world, dependence arises
within and among businesses. With different workers within a factory performing
different tasks, the amount of final goods and services produced depends upon
the coordination of the efforts of all the workers. Because different businesses
produce different goods or types of goods, the total amount produced is influ-
enced by the coordination among businesses.

Economic Vocabulary

Division of labor - the separation of production into various tasks per-
formed by different workers, allowing specialization and the develop-
ment and use of higher and more productive human skill.

Efficiency - producing a maximum amount of goods and services with a given
amount of resources or producing a given amount of goods and services
with a minimum amount of resources.

Specialization - the concentration of effort on a particular aspect of
production (job or product) permitting persons and regions to use to
best advantage any peculiar differences in skill anc resources.

Avulicatior. to Third Grade

Much specialization takes place within the city. Workers specialize in
particular jobs while business firms specialize in the production of
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particular goods or types of goods. An important point here is that in the
production of goods and services different types of specialization require
different combinations of scarce resources. Nearly all types of production
involve land, labor, and capital; however, different qualities as well as
lifferent quantities of each are required.

Examyles of specialization can be seen in the city of Des Moines, Iowa.
Firestone--specializing in the production of rubber products--uses a differ-
cult combination of resources than does the Meredith Publishing ,Company- -
specializing in the production of printed material. While Firestone needs
rubber from rubber trees, nylon, cotton, large furnaces, molding machines,
workers who are able to perform the tasks involved, as well as many other
productive resources, Meredith Publishing Company must have printing presses,
paper, ink, writers, artists, printers, editors, etc. If Firestone and
Meredith produced similar produr s, they would require similar resources;
but since both specialize in different types of products, they use different
types of resources. Hence, because of specialization, vastly different com-
binations of resources are required by different businesses.

Furthermore, when a company specializes in a particular line of products,
it can produce them more efficiently than if it produced "a little bit of
everything." With Firestone producing rubber products and Meredith pro-
ducing printed material, skills and processes are developed and perfected
allowing for faster production and greater output than if one company
attempted to produce both types of products.

Specialization and division of labor, then, lead to more efficient produc-
tion. Society benefits by gaining greater amounts of goods and services
from a given amount of productive resources.

To help the children understand specialization, the teacher may use the fol-
lowing points for a discussion:

Ask the children what types of businesses are in the city where they
live. What types of products are produced? Do the firms specialize?
(probably) in what? (the products they produce)

What types of resources are required by the businesses? Does each busi-
ness require the same amount of each resource? (no) Does each busi-
ness require the same kind and quality of each resource? (no) Why?
(the production of different products requires different amounts,
kinds, and qualities of resources)

Could one business produce all of these products? (no) If one did try
to produce everything, do you think it could produce as much as when
different businesses produce different products? (no)
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Economic Generalization III

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from busl:nesses.

OVERVIEW

Business organizations are responsible for producing most goods and serv-
ices desired by households. As has been noted, the production of goods and
services requires the use of scarce productive factors. If businesses are to
produce goods and services, they must have some means to obtain the services of
productive factors. In the United States, most productive factors are privately
owned by households and if businesses are to command their services, they must
offer households a reward. Businesses do offer rewards in the form of prices
paid to households for the use of their productive factors. In turn, the
prices paid for productive services become the major source of household income.
These relationships can be seen below:

HOUSEHOLDS

business expenditure
household income

BUSINESSES

services of productive factors

Questions arise concerning why households should exchange the services of
productive factors for money income and why businesses should pay money income
to purchase factors and utilize them in the production of goods and services.
The answer to these questions leads us to an examination of another flow--the
flow of money payments from households to businesses, and a return flow of
goods and services to households as depicted below:

1 consumer goods and services

/e---------househoZd expenditure
business income

HOUSEHOLDS BUSINESSES

1_49
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Households are willing to sell the services of their productive factors to
businesses for money income since this money income can be used to buy goods
and services desired by households. Fundamentally, households accept money in-
come in exchange for their productive services because they know this money in-
come can he exchanged for goods and services.

Business owners are willing to hire productive factors and use them to
produce goods and services for sale to households because, by doing this, own-
ers of businesses expect to earn income for their own. household. If business-
men are to be successful in achieving this end, they must use the resources to
produce thcse products which can be sold to households for a price which will
cover payments math to the factor owners as well as tc provide a reasonable re-
turn to the businessman for his time, effort, and risk involved in organizing
and operating the business.

The circular flow diagram (below) depicting households and businesses
presents a simplified picture of the operation of the United States economy.
This diagram represents a beginning step in explaining the dual role of house-
holds as buyers of consumer goods and services from business organizations and
as suppliers of the services of productive factors to businesses.* In this
diagram, the services of productive factors may be viewed as flowing from
households to business units in exchange for money income which enables house-
holds to purchase goods and services produced by businesses. In turn, as
households purchase goods and services, businesses are provided with mane;
income which becomes available for the purchase of productive resources from
households.

-----comwmer oods and services

househld expenditure
business income

HOUSEHOLDS BUSINESSES

business expenditure
1house:4:4d income

--services of productive factors

*A more complex circular flow diagram also would include flows among bus-
inesses, between businesses and government, and between households and
government.
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Economic Generalization III

Households earn money income by selling the services of their productive
resources to businesses and, in turn, use household income to purchase
goods and services from businesses.

TEACHING GUIDE
Third Grade

Economic Vocabulary

Barter - the direct exchange of goods and services without the use of money.

r 'siness (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which Fatisfy a consumer's wants. Examples of con-
sumer services are fire protection, house painting, shoe repair, and
babysitting.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Interest - the price of borrowed money; money payments made by households or
banks for the use of money.

Market place - an organized situation (not necessarill an actual place) per-
mitting buyers and sellers to deal with one another. Productive re-
sources, goods, and services are traded, generally with money acting as
the medium of exchange.

Medium of exchange - something which is used in buying and selling goods,
services, and productive resources. Money functions as a medium of ex-
change.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Price - the value of a good or service expressed in money terms.

Produce - to combine productive resources in order to make goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
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economic jargon, all natural resources
the tools, equipment, buildings, etc.,
land, labor, and capital--are referred
because all productive effort requires

are collectively called land; and
are called capital. The three- -
to as the factors of production,
one or more of these factors.

Rent - money payments for temporary use of a house, land, or some other
property.

Standard of value - a "yardstick" for measuring the relative worth of goods,
services, and productive resources. Money functions as a standard of
value.

Wages - money paid to a person in exchange for his labor services.

Economic Concepts

1. Important relationships link households and businesses. Households own pro-
ductive resources and sell their services to businesses in exchange for
money income.

The important points to be understood in this concept are: 1) that most
resources are owned, in our economy, by households and 2) that most house-
hold income is received in return for providing businesses with the services
of scarce productive resources which are used in the production of goods
and services. This income can be in the form of wages and salaries (in
exchange for labor), rent (for the use of land), or interest (for capital);
and such exchanges make up the "factor market."

The amount of income a household earns in the factor market largely depends
on the quantity and quality of productive factors it is able to sell in the
market. Furthermore, it must be remembered that wages and salaries, rent,
and interest represent business expenditures as well as household income.
Other sources of househOld income include gifts, winnings, and payments from
government that are received but are not in exchange for the services
productive factors.

Suggested Activity: In this generalization, we will continue with our
bridge-building project. Although the government pays a private business
to build the bridge, the business is the one that directly hires the factors
of production. As we have seen, land, labor, and capital are needed to con-
struct the bridge. Using a series of flow diagrams and some questions,
(which can be found on the following pages) we can show that businesses pay
money prices in order to hire these factors from households who own them.
Each of these payments is a form of income to the household and represents
an expenditure to business. After working with these diagrams, the children
should be able to label the flows themselves.
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ogt wages and
salaries

labor services

What do households receive in exchange for their labor services? (wages

and salaries)

If a second member of a household goes to work for a business, what will
happen to household income? (should increase) if a household member
learns an additional skill? (it may increase)

Besides the land needed for the bridge itself, the construction company must
have land on which to put its on building and equipment.

rent

land

What must the business pay for the use of the land? (rent)

Will household income be larger or smaller if the honsehold decides to
rent a piece of land it owns? (larger)
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1InlY74011M interest

What do we call the trucks, bulldozers, materials, and equipment used by
the business to build the bridge? (capital)

What must be paid to households for the money capital which the business
uses to purchase these capital goods? (interest)

We :an new combine these flows into one large representative flow and call
it the factor market:

(--- wages and salaries
factor _I

payments
rent

7-intereet--)1

I labor

land

capital

FACTOR MARKET

factors of
production

What are the factors of production? (land, labor, capital)

Who owns the factors of production? (households

Who wants to hire them? (businesses) Why? (in order to produce goods
and services)
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What must be paid to obtain the services of productive factors? (wages
and salaries, rent, and interest)

Do these payments represent an expenditure for anyone? (yes--businesses)
an income to anyone? (yes--households)

2. Households use their money income to purchase the goods and services that
businesses produce and offer for sale.

Our primary concern in this concept is with the "consumer goods market,"
that is, with the exchanges of household income for goods and services pro-
duced by businesses. Households want to earn money income so that tl-ty can
purchase goods and services that they do not produce in the home. We have
seen that businesses produce these goods and services by combining the re-
sources they purchase from households.

Just as businesses must pay money prices (wages and salaries, rent, inter-
est) in order to obtain the productive factors, households must pay money
prices in order to obtain goods and services from businesses. The amounts
and kinds of goods and services a household is able to purchase from busi-
ness largely depend upon the amount of income received through the sale of
the services of their productive factors to businesses. So, business in-
come from the sale of goods and services also represents household
expenditure.

Suggested Activity: We have seen the major sources of household income- -
wages and salaries, rent, and interest. Now we can use a flow diagram to
depict the primary uses of household income--the purchase of goods and serv-
ices in the "consumer goods market."

consumer goods and services

CONSUMER GOODS MARKET

consumption expenditures

Why do households want monev. income? (in order to purchase goods and
services from business)

Hew do they obtain money income? (by selling the services of their pro-
ductive factors)

How do they use money income? (to purchase goods and services)

What do businesses receive in exchange for the goods and services they
sell? (money income)
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Why do businesses want to sell goods and services? (to earn money
income)

What do businesses do with the money income they receive? (purchase the
services of productive factors in order to produce more goods and
services)

3. Money plays an im ortant role in the exChan e of roductive factors and
goods and services among households and businesses.

We have been talking about how households and businesses earn and use money
income. We now want to study money itself and to learn why it is so essen-
tial to the smooth operation of our economy. First of all, we should under-
stand that, except for misers, people don't want money for its own sake--it
can't be etea, worn, or lived in. But, we do want money for what it stands
for, for what it can do. That is, we want money because we can express the
value of goods and services in terms of money and exchange it for goods and
services we want.

If money did not exist, people might be paid in pigs, cows, horses, or other
goods and services. Such payments would create problems, however, if some-
one received, say, a pig he did not want to consume. Then he would have to
find someone else who wanted a pig and had something else, say clothing, to
exchange. The exchange would still be difficult since the two men would
have to determine how much clothing the pig is worth so an even trade could
be made. A moneyiess economy such as this is known as a barter economy.

Now we can examine the two most important functions of money--a standard of
value and a medium of exchange. As a standard of value, money acts as a
common denominator and enables a comparison of the values of all goods, serv-
ices, and productive factors. The value of all are stated in money terms
rather than in terms of each other. ("one candy bar costs 5C and one piece
of bubble gum costs le rather than "one candy bar costs five pieces of
bubble gum." What happens if you want one piece of bubble gum?)

As a medium of exchange, money is useful as long as people accept it in ex-
change for goods and services of productive factors. People accept money
in exchange for what they are selling because they know that still other
people will accept it in exchange for other things they want.

Suggested Activity: Have the children imagine that there is no money.
Without any money, how will the construction company pay the workers em-
ployed building the bridge? (Our study of money will involve the children's
imaginations and a series of questions.)

What would happen if the company gave each worker a piece of the bridge
to take home? Would there still be a bridge? (no)

What could the workers do with the piece of bridge?

Do you think a worker could exchange pieces of his portion of the bridge
for food, clothing, or other goods and services?



Do you think he would have trouble finding people who would trade food
or clothing for a piece of a bridge? (yes)

What would happa if he couldn't find anyone who would take the piece of
bridge in exchange for some other good or service? (he couldn't ob-
tain the goods and services he wants)

Let's say that although each worker is "given" a piece of the bridge, the
bridge is left intact. The workers then decide to make the people who use
the bridge pay as they cross it, Since there isn't any money, each traveler
would have only whatever he was paid--whatever he helped to produce. Ask
the children what their fathers and/or mothers produce and point out that
this is what their family would have tc exchange (or pay) for the use of
the bridge.

Can you imagine all the different things that people would use tc pay
for using the bridge? How would the workers know who should get
what and how much? (they wouldn't--they would just have to decide
that among themselves)

What happens if a worker gets goods or services he does not went and does
not get goods and services he wants? (he will be unhappy)

Will he still have to find somebody to trade with? (yes)

We can conclude that money is very useful and important. But, we don't
want children to think that we want money for itself:

Why do people want money? (so they can exchange it for goods and serv-
ices) Do they want to eat it? (no) wear it? (no) live in it?
(no) If we couldn't exchange money for goods and services we want,
would we still want money? (no) If a particular storekeeper would
not take money, but would accept only baseballs in exchange for food,
would the customer need money or baseballs in order to purchase food?
(baseballs)

Money is a measure of value and a medium of exchange.

measure of value
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through
government.

OVERVIEW

This generalization focuses on the idea of wants best satisfied by govern-
ment, why they are best satisfied by government, why members of a society pay
taxes, and what they receive in return.*

We begin with a quick review. Families receive money income for the use
of their productive resources (factors of production). These payments are in
the form of wages and salaries, interest, rent, and profit. In addition to
these payments, a family may receive gifts of money, borrow from a bank, or
draw on past savings, thus enabling them to spend more on consumer goods than
their current money income woui.d allow.

A family may use its money income in three ways--for purchasing consumer
goods and services, for saving, and for paying taxes. We also know that fam-
ilies have many wants, not all of which they can satisfy. They must make
choices concerning which ones they will satisfy and which ones they will not.
Some of a family's wants can be satisfied by goods and services prcduced in the
home and some by using money income to purchase goods and services from bust-
nesses, but others are best satisfied by government. In this generalization
we are concerned with those family wants best satisfied by government.

Why are some wants best satisfied by government? Certain services which
are important to society--such as national defense or lighthouses--usually will
not be provided by private businesses. Why? Businesses are only willing to
provide those goods and services which can be sold for a price in the market
place. While businesses could produce the lighthouse to warn ships of impend-
ing dangers--and all shipowners would benefit--how would the owner of the
lighthouse be able to charge a price for this service? Even if shipowners are
unwilling to pay for the service, once the lighthouse is in operation, it is
impossible to prevent them from using this service. Thus, lighthouses usually
are owned and operated by government.

Other goods and services best provided by government are available on the
private market, can be made subject to price payments, and can be purchased by
an individual. Why then are they best satisfied by government? Most members
of society feel that all people should receive a minimum amount of certain

*Taxes are uced for other purposes and are important policy instruments
but this point shall not be discussed here.
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goods and services. Public education through high schools, certain health serv-
ices such as school nurses, and community snitation programs are examples.
While these services may be purchased by indlyiduals, not all persons would re-
ceive an education or adequate health services if they were not provided by the
government. Some persons would not have enough money income to provide educa-
tion or medical services for their children. Others, even though they have
enough money, would not be willing to spend enough on education, health, and
sanitation. (By "enough" is meant that level which most members of society
consider minimal.) The point is that while most members of a society feel
there are minimal educational, health, and sanitation standards which should be
met by all people, not all people would meet these minimal standards if they
were left as the responsibility of each individual.

What are some of the wants best satisfied by governmAant? sire and police
protection represent. wants that an individual family woul& find very difficult
to fulfill. Many families can use the same fire station and firemen for fire
protection and the same police force for police protection. Therefore, it is
not efficient for a family to provide its own private twenty-four-hour police
and fire protection. A family seldom experiences a house fire large enough to
merit a call to the fire station. If a large fire should occur, however, a
family would want and need immediately the services of experienced firemen and
a fire engine. If fire and police protection are provided by government, all
families receive the same protection. They may call upon the police or upon
firemen for protection at any time of night or day.

There are other wants which can be satisfied efficiently by an individual
family but because of other reasons are best satisfied by government. One such
want is that for education. Most families feel that education is important and
that every child should be able to go to school. When schools are built and
education is provided by government, every child has an equal opportunity to
obtain an education through the high school level. If education were available
on a private basis only, many children would be unable to obtain a high school
education either because their parents would not have the money to send them or
because their parents would not be willing to spend as much money on education
as would be required. Therefore, if the members of a socety feel it would be
in their best interest to provide all children with an education, the best way
to achieve this is through public education.

How does the government provide these various services to families? Goods
ail services provided by government are not free. Families pay for these serv-
ices by paying their taxes. These taxes constitute a form of income to the
government. The government then uses this tax money to pay for the goods and
services it provides to members of society. The tax money the government spends
goes mainly for the purchase of goods and services made available to members of
the community as a whole. More specifically, it goes to the workers who pro-
vide those services, for purchasing the goods used by all people, and for pay-
ments to families unable to earn enough income to purchase minimum amounts of
food, clothing, and shelter.

Those goods and services provided by governmen% must be produced just as
any good or service must be produced; this requires the use of productive
resources. The government may do one of two things: 1) it may either purchase
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goods and services from private businesses (the government usually hires pri-
vate businesses to build post offices, schools, city halls, dams, highways, and
other public facilities); or 2) it may produce the goods and services itself
(government hires labor to provide many services, including those of teachers,
policemen, firemen, postal workers, and many others). If it purchases them
from private businesses, money income flows from the government to the private
businessman in the form of price payments. If the government produces its own
goods and services, money income still flows into the private sector but in a
different form. In this case, money income goes directly to the workers em-
ployed in the production of the goods and services and to the owners of the
capital and raw materials used in that production.

How do families decide exactly: 1) what goods and services will be pro-
vided by government, 2) how many goods and services will be provided by
government, and 3) hol7 much of their income will be paid to the government in
the form of taxes? In addition, how are families assured of the availability
of these goods and services? The answers lie in voting and in electing
representatives. The members of a community elect representatives to make the
actual decisions discussed above. These representatives or government offi-
cials voice the ideas and wants of the people who elected them, and in this way
the members of society are represented in government. Some examples of elected
representatives are mayors on the local level, governors on the state level,
and Congressmen and the President on the federal level.

Next, we present the idea of opportunity cost associated with public goods
or services provided by government. The taxes a family pays reduce the amount
of family income available for the direct purchase of goods and services and/or
saving by the amount of the taxes paid. This tax money collected by the gov-
ernment is then used to satisfy wants such as fire protection, police protec-
tion, public education, and national defense. The economic cost or opportunity
cost of taxes is the alternative goods and services which could have been pur-
chased or produced. That is, the opportunity cost of the taxes paid by members
of society is the alternative goods and services which could have been purchased
with that money had it not been paid to the government in the form of taxes.

Given scarce resources, the opportunity cost of governmental goods and
services is the other goods and services which could have been produced with
those resources. To the extent that additional resources are allocated to the
public sector, more public goods and services will be available. However, rel-
atively fewer resources will be available to the private sector, and relatively
fewer private goods and services will be produced. Of course, the opposite
conclusions would hold true if relatively more resources were allocated to the
private sector rather than to the public sector.

The opportunity cost principle also operates within the public sector as
well as between the public and private sectors. Assuming a fixed amount of
resources available for the public sector, then the opportunity cost of a par-
ticular batch of public goods is the other public goods and services which
could be produced with the given resources.
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Economic Generalization IV

Some of people's wants for goods and services are satisfied through
government.

TEACHING GUIDE
Third Gvade

Economic Vocabulary

Business (firm) - an organization engaged in the buying and hiring of re-
sources and the production and sale of goods and services.

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of consum-
er services are fire protection, house painting, shoe repair, und
babysitting.

Government income - the total of money payments received by government,
generally in the form of taxes.

Household income - the total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Income taxes - involuntary payments of money from individuals to government,
the amount of which is based on the amount of income earned by the
individuals.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Opportunity cost - the other goods and services which are forgone when a
particular good or service is purchased or produced.

Private goods and services - goods and services purchased by households
directly from. private businesses.

Produce - to combine productive resources to rake goods and services.

Productive resources (factors) - natural resources, labor, and tools and
equipment that are used in the production of goods and services. In
economic jargon, all natural resources are collectively called land; and
the tools, equipment, buildings, etc., are called capital.. The three- -
land, labor, and capital--are referred to as the factors of production,
because all productive effort requires one or more of these factors.
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Property taxes - involuntary payments of money from households and businesses
to local governments, the amount: of which are based upon the value of
property ow-led by the households and businesses.

Public goods and services - goods and services provided by government.

Sales taxes - involuntary payments of money from individuals to government
when consumer goods and services are purchased. These taxes are gen-
erally paid to state governments.

Taxes - involuntary payments of money from individuals and businesses to
government.

Economic Concepts

1. Households within the city consume many goods and services provided by
government.

Households obtain most goods and services they con6ume by purchasing them
from businesses. But, In addition to these goods and services, the dif-
ferent levels of government provide many important goods and services to
households. Households, acting through elected governmental representatives,
decide which goods and services each level of government will provide and
haw much of each will be provided. The military for national defense, high-
ways, parks, schools, police and ff_re protection, and many other public
goods and services are provided to all households in the United States by
one or a combination of federal, state, and local governments.

Suggested Activity: Have the children discuss goods and services which they
receive from government and which additional goods and services they would
like to receive. Talking to their parents may help them get more ideas.

The children can then make hand puppets to represent citizens of the city
and various governmental workers--the mayor, city manager, policemen, fire-
men, sanitation workers, school principal, teacher, etc. These puppets will
be used in the activities for the concepts that follow,

2. Most households consider it socially and economically desirable for govern-
ment to provide certain goods and services to households.

The majority of people feel that society is better uff if everyone receives
certain goods and services such as education and protection. ALthough many
of these services can be produced by private businesses, many people would
be unwilling or unable to purchase "enough" of them (the minimum amount
society feels everyone should have). Still others are indivisible; that
is, they cannot be divided and sold to individuals--once provided, every-
one benefits from them.

The government provides these "public" goods and services to insure that
they are equally available to everyone even though households do not pay
equal taxes to government to enable provision of these goods and services.
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Since society benefits if everyone is literate, an eighth grade education
is required by law, and public schools are available to all through high
school.

A stable society also depends on the establishment and preservation of law
and order. Public safety requires several types of protection -- police serv-
ices, national defense, fire protection, and health protection -- though
medical and sanitation programs are two of the most important. If each
household had to provide all of these services individually, most would not
do so and thereby might endanger many other households. So, government pro-
vides to households many goods and services which, in addition to aiding
each household, benefit society as a whole.

Suggested Activity Using the puppets the children have made, we want to
create a show such as the following:

Our show starts on a summer day, and people are out in their yards working.
Suddenly, a siren is heard, and a fire truck and police car rush down the
street. Everyone follows to see what is happening.

Mr. Johnson:

Policeman Scott

Mrs. Johnson:

Fireman Jones:

Policeman Scott

Mr. Grant:

Mrs. Butler:
Mrs. Alexander:

Mrs. Butler'

Mr. Grant:

Mr. Butler:

Mr. Alexander:

Mrs. Butler:

My house is burning, my hr./use is burning. Please help
me!

: All right, Mr. Johnson. We're here to help. Is there
anyone inside the house?
No, everyone is out, but all our furniture and clothing
are going to burn.
We'll save as much of it as we can, Mrs. Johnson. Just
stand back.
O.K., everybody! Let's move back and give the firemen
plenty of room to work.

(Several people star* talking as the firemen fight the
fire and the policemen control the crowds.)

It's a good thing the fire department got here so fast.
If it hadn't, the whole house would have burned to the
ground.
Our house next door could have caught on fire, too.
I'm glad the government provides a fire departme.c to
protect all of us.
Can you imagine what would happen if we didn't ha i fire

department?
Some people might buy their on fire truck and hire their
own firemen--but, I couldn't do that!
I couldn't either. It would be too expensive. Anyway,
we don't need a fire department very often.
This is the first fire on this whole street that I can
remember.
Even if some people were able to provide their own pro-
tection, there would be so many others who couldn't.
And that would endanger those who were protected, too.
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Mrs. Alexander: You know, the same things are true for police protection,
garbage and sewage disposal, health and safety inspections,
our clean water supply, and education. If government
didn't provide these services, many people would not be
willing or able to provide them for themselves, and every-
body would be hurt.

Mrs. Grant: Why don't we go to the next city council meeting and
thank the mayor and the city council for providing the
fire and police departments which protect our homes.

3. In order to provide roods and services to households oily government must
have money income which is obtained primarily by taxing households.

We have seen that households must have money income in order to purchase
goods and services from businesses. Likewise, government must have money
income in order to proviae households with goods and services--regardless
of whether government purchases them from business or hires the productive
factors and produces the goods and services.

Government obtains money income by taxing households which pay different
kinds of taxes to various levels of government. Household.: pay taxes on
their money income to the United States or federal government. This tax
money is used, in part, to provide and maintain our military services- -
Army, Navy, Air Force, Marines--for our national defense. State govern-
ments receive the main part of their income by collecting sales taxes and/
or income taxes and use much of this revenue to build and maintain state
highways and to provide other state services.

Property taxes provide most local governments (city, county, and school
district) with money income needed to provide police and fire protection,
sanitation services, roads, parks, and schools (through school board and
school district). So, tax payments made by households are not one kind
but are many different kinds of taxes paid to several levels of government.
In return, households receive many goods and services from each level of
government.

Suggested Activity: The puppet show continues: The scene is city hall.
The mayor, city manager, and council have just completed their regular
business.

Council President Smith:
Mr. Johnson:

Mrs. Johnson:

Mayor Carson:

Is there any other business before we adjourn?
Mr. President, my friends and I have come to
discuss a few matters with you. First, I would
like to thank you end the fire department for the
good job you both did last week on my home.
Yes, and we would like to know why the policemen
and firemen have not received the increase in
income they have asked for.
think we would all like to pay our policemen and

firemen better as well as hire more of them in or-
der to protect our city as it should be protected.
But, let me ask all of you a question first. What
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Mr. Alexander:

Mr. Butler:
Mrs. Grant:

Mrs. Butler:

Mrs. Grant:

Mrs. Alexander:

Mayor Carson:

City Manager Bell:

councilman Wagner:

Councilman Martin:

Councilman Wagner:

City Manager Bell:

other goods and services would you like your gov-
ernment to provide?
Well, I know of a number of streets that should
be improved.
And a new bridge should be built on Sixth Street.
I'd like to have the public auditorium air-
conditioned.
The city could use a couple more parks--one on
the east side and one on the south.
We are going to have to expand the airport very
soon. The city is growing so fast that it will
not be able to handle all the air traffic that
will be required.
0.ar schools are getting awfully crowded, too.
We'll need more classrooms and teachers within
the next few years.
O.K., you have no asked for streets, bridges,
air-conditioning for the auditorium, parks, air-
port expansion, and schools.
In order to provide such goods and serviced, the
government must purchase many factors of produc-
tion--land, labor, and capital.
And, to purchase all of these, the government must
have a money income.
Since our main source of income is taxes, the more
goods and services you want government to provide,
the more taxes you will haw to pay.
When you want more goods an,: services from the
federal government, your federal income taxes
will pr,ably go up.
But, for the city to provide all the goods and
services you want, property taxes would have to
be raised.

(Continued in next concept)

4. Opportunity costs are involved in city government decisions regarding how
much and what kinds of goods and services will be provided to households.

As we have seen previously, because of scarce resources, consumers cannot
satisfy all of their wants for goods and services. If productive re-
sources--land, labor, and capital--are employed in producing one good or
service, they are not available to produce other goods and services.
Furthermore, since the productive resources owned by each household are
limited, the money income which each household can earn through the sale
of their services is limited. Therefore, there is a limit on the amount
of goods and services a household can purchase from businesses.

We say that there are costs involved as a result of these conditions. The
opportunity cost (real cost) of producing a good or service is the other
goods and services which could have been produced with the resources used.
And the opportunity or real cost of purchasing a good or service is the
other goods and services which could have been purchased with that limited
income.
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More of the same kinds of choices and costs are involved when government
enters the picture. The range of choices open to households is now extended
to include public as well as private goods. If households decide they want
more public goods, that is, more goods provided by government, opportunity
costs are involved.

In order to receive more goods and services from local government, house-
holds must be willing to pay increased taxes to provide government with
sufficient income. As a result, households will have less of their money
income left for consumption expenditures and/or savings. So, the oppor-
tunity cost of public goods or services is the private goods and services
which could have been purchased instead. In addition, the opportunity cost
of producing public goods or services is the private goods or services
which could have been produced with the resources involved. And finally,
es with the consumption expenditures of households, the opportunity cost of
providing one public good or service is the other goods or services which
government could have provided instead with its limited resources and income.

Suggested Activity: Continue the puppet show. The discussion between the
council, mayor, city manager, and citizens continues.

Mrs. Butler:
Mayor Carson:

Mr. Butler:

Mrs. Grant:

City Manager Be31:

Mayor Carson:
Mrs. Alexander:

Mayor Carson:
City Manager Pell:

Mrs. Grant:
Councilman Martin:

Mr. Alexander:

Higher taxes! Our taxes are so high already.
But, you're getting many, many goods and services. And,
in order for government to provide more, it must have
a greater income.
He's right. If we want more goods and services from
government, we must give up more of our money income
in taxes to government and purchase fewer private goods.
Then, we're really making choice between purchasing
goods and services from businesses or receiving other
goods and services from government.
Yes--you can say that the opportunity cast of obtaining
goods and services through government is the other
goods and services which could have been purchased
directly from business.
That works the other way as well.
You mean that the oppor.mnity cost of goods and services
purchased from businesses is the other goods and serv-
ices that government could have provided to households?
That's right.
And since the government doesn't have enough money in-
come to provide all the goods and services you would
like to have, you must also make choices.
We can't have everything we want, can we.
No, money income 13 earned from the sale of productive
resources. Since productive resources are limited,
money income is limited, and government as well as
households must make decisions and cho....ces. And there
is always a cost involved.
I see. The opportunity cost of one good or service pro-
vided by government is the other goods and services that
government could have provided instead. Government can't
provide everything at the same time.
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Mayor Carson: Do you understand our problems now?
Everyone: Yes, we think so.
Council President Smith: This meeting is adjourned.

(As everyone leaves, citizens talk among them-
selves.)

Mrs. Butler: Decisions, decisions
Mrs. Alexander: Choices must always be made.

(THE END)

Discussion of the following questions may indicate how much the children
have learned from our puppet show:

Why does government provide certain goods and services to households?
(most people feel that everyone should have certain goods and serv-
ices, and some households cannot or will not provide them for them-
selves because of expense or inability to obtain them in the market
place)

What must government have in order to provide goods and services to
households? (money income) Why does government need money income?
(to purchase goods and services from businesses and to hire produc-
tive factors in order to provide goods and services to households)
How does government get its income? (by taxing households and
businesses.

Can government provide all the goods and services households would like
to receive? (nc) Why? (not enough income or resources) What must
happen if government is to provide more goods and services to house-
holds? (government income must be raised by increasing taxes)

If taxes rise, will households be able to purchase the same amount of
goods and services from businesses? (no, they won't have as much
income left to spend) What do they receive instead? (more goods
and services from government)

If households want to pay less taxes, what must they be willing to give
up? (various goods and services provided by government)

Must choices be made by households and government? (yes) Why? (re-

cause resources and, therefore, income are limited, and so we cannot
have everything we want)

What is the opportunity cost of a good or service? (the other goods
and/cr services we could have had instead)
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Economic Generalization V

Households may save part of their money income.

OVERVIEW

This generalization focuses on the concept of saving--why we save and how
saving affects our consumption of goods and services. Until this time we have
assumed that a household uses its money income for two purposes--paying taxes
and purchasing consumer goods and services. With the introduction of saving we
have several ways to use this income. We can pay taxes, purchase goods and
services, and save.* Let us review what we mean by household money income.
The money income a houlehold receives consists of payments--wages and salaries,
rent, interest, or profit--for the services of the factors of production.

First we must define saving and then ask what saving implies about our
consumption of goods and services. Saving is that part of current money income
remaining after taxes have been paid and after goods and services have been
purchased. When a family saves part of its income, it is forgoing present con-
sumption for future consumption. That is, it purchases fewer goods and serv-
ices now, thus increasing its ability to purchase goods and services in the
future. Why do families do this?

There are several reansons for saving. A family may wish to save now so it
can satisfy important wants in the future. One example would be saving for a
vacation next year. A longer range example is saving for retirement, old age,
or for the purpose of leaving an inheritance to your family. Another example
is saving so that unexpected needs for money can be met in the future, such as
medical expenses resulting from an unforseen illness or accident.

It is interesting to look at the connection between the sources of mmey
income and the ways in which money income is used. We have seen in past gener-
alizations how families receive income by selling their productive services and
how their income consists of wages and salaries, interest, rent, profit, and
transfer payments. Just as the form in which we receive income is determined
mainly by the type of productive service we sell, what we do with our income
determines where it flows. After the government has received our tax payments,
that part of income spent on present consumption flows to business through the
purchase of goods and services, and the remainder--saving--is reserved for
future consumption.

An important decision to be made when we consider saving as an alternative
to consumption is what part of our income we will save. A family receives a

*Households also can use part of their money income to make voluntary con-
tributions--for example, to churches, Red Cross, cancer fund, Boy Scouts.
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certain limited money income. The first thing it usually does is pay taxes.
After taxes have been paid there Is a certain amount left over which may be
used for purchasing consumer goods and services now or saved and used at some
later date. We know a consumer's wants are unlimited and that he must make
decisions as to which goods and services he will purchase with this limited
income.

When saving is considered as an additional way to use income, another
decision is required. This decision concerns what part of a family's income
should be spent now and what part saved and spent at some future time. Since
we have examined already some of the reasons for saving, we can see why people
will postpone present consumption for the purpose of a higher level of future
consumption.

We can now ask: What happens to that part of our income which we do not
spend (which we save)? First of all, there are many forms in which we may hold
our savings. We may keep it in a safe place at home, we may put it in a bank,
or we may purchase stocks and bonds.

Interest payments were mentioned earlier as a reward for saving. If we
keep our money at home, we do not receive interest payments. If savings are
kept in the bank, however, we receive interest payments in exchange for the use
of our money. The bank uses our money and acts as a financial intermediary.
It takes the money which people deposit as savings and makes loans to families
or businesses whose present needs for goods and services exceed the money they
have to purchase them.

The bank may lend money to a businessman to buy a machine required for the
production of goods. The bank also may help your family by loaning them money
to buy a house or a car. Whenever a family or business borrows money from a
bank, it agrees to repay the money at some designated time.

We have seen that when a family saves part of its income, it reduces cur-
rent consumption in favor of increased future consumption. On the other hand,
borrowing money from the bank has the opposite effect on consumption. If a
family borrows money from fie bank to buy a car, it increases current consump-
tion at the cost of future consumption because in the future the money borrowed
from the bank will have to be repaid. So, saving increases future consumption
at the cost of present consumption; borrowing increases present consumption at
the cost of future consumption.

In summary, a household receives money income in the form of wages and
salaries, rent, interest, and profit. These payments for the services of the
factors of production ar:t paid by the businesses to households. These factor
payments are not the only source of funds for households. They also may re-
ceive transfer payments or borrow money from the bank. The f.,1lowing sketch
shows sources of money income going to families or households and how they dis-
pose of their income. A household does three things with its income: saves
part, spends part on goods and services, and spends part on taxes.
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Economic Generalization V

Household's may save part of their money income.

TEACHING GUIDE
Third Grade

Economic Vocabulary

Consumer goods - tangible objects used to satisfy consumer wants. Objects
such as food, automobiles, toys, soap, and shoes are consumer goods.

Consumer services - productive acts of labor which do not result in a tan-
gible product but which satisfy a consumer's wants. Examples of consum-
er services are fire protection, house painting, shoe repair, and
babysitting.

Dissave to spend more than one's current income in any period of time.

Household income - total of the money payments received by household
members primarily for the performance of services or for the production
of goods.

Interest - the price of borrowed money; money payments made by households
or banks for the use of money.

Money - anything which is generally acceptable in exchange for goods and
services. Among other functions, money serves as a medium of exchange
and as a standard of value. The money supply includes checking accounts,
coins, and paper bills.

Rent - money payments for temporary use of a house, land, or some other
property.

Saving - the portion of current income which is not paid out in taxes or
in the purchase of :_onsumer goods.

Savings - the total accumulation over a period of time of a household's
financial assets.

Taxes - involuntary payments of money from individuals and businesses to
government.

Economic Concepts

1. Household saving is that part of current money income which is not used to
pay taxes and is not spent on consumer goods and services.

Review: It has been noted that a family's income is received mainly from
the sale of productive services furnished by the household to business.
Iii turn, most of this household income is spent on the purchase of consumer



goods and services. It has been noted also that part of household income
must be paid to the government in the form of taxes. Now another dimension
needs to be added to the use made of income by a household: Households may
decide to save a portion of their income.

Household saving should be regarded simply as that part of household income
which is not used to pay taxes and not used to purchase consumer goods.
Assuming tax payments are given, the more a household spends on consumer
goods, the less it can set aside as saving. Or, to put it another way,
the more a given household saves at a particular point in time, the less
it spends on consumer goods.

Saving, then, reduces the amount of income available to a household for the
current purchase of consumer goods. However, it increases the amount of
consumer goods which can be purchased in the future by that household. The
specific reason why people save varies widely, but the general reason is
that of increasing future consumption at a cost of present consumption. We
may have a specific objective in mind like a new car, a college education,
a vacation, or retirement. We way be saving for a "rainy day." In any
case, saving decreases present consumption anti permits increases in future
consnmption.

How much of its income a family will save depends on many factors, and no
general rule covers all cases. It can be said, however, that families
with higher incomes are more likely to save part of their income than are
families with lower incomes. In addition, a smaller family may be able
to say, more than a larger family with the same income.

When families spend more
savings or by borrowing,
present consumption, but
crease when the loan and

than their current income, either by using past
they are dissaving. Dissaving permits increased
if money has been borrowed, cc_sumption will de-
the interest charged for 'Ls use must be repaid.

Suggested Activity: In order to draw together many of the main ideas found
in past generalizations and to add those related to saving, have the
children play the simulation game described below.

Players:

1. Three families consisting of four, five, and six members.
2. Government personnel - at least one person to collect taxes paid by

families and one or two to provide mail delivery service.
3. Three businesses each with several employees. One business will

collect payments for basic consumption expenditures (rent, utilities,
etc.). The second will sell consumer goods to the families. The
third business will sell services or collect payments for services
(doctor, dentist, plumer, etc.)

4. Bankers - to operate a bank and make change fur the families and handle
their savings accounts.
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Materials:

1. Play money.
2. Record sheets (see examples at end of unit)

a. record of each family's sources and uses of its monthly income
b. government record of taxes received
c. business records of sales made to families (pictures of goods

being sold or receips for bills paid should probably be used)
d. bank records of deposits and withdrawals from savings accounts
e. savings books for each family

3. Chance cards - (to be constructed on small cards by the teacher using
the lists of contents following the game instructions) deck of 20
cards to start, with 5 additional cards to be added each subsequent
day to replace those used.

General Instructions:

1. The game runs for five days, each day representing a month in the lives
and budgets of our families; the Jones (6 members), Smiths (5 mem-
bers), and Johnsons (4 members).

2. At the beginning of each month, each family, regardless of its size,
receives an income of $600, in six $100 bills.

3. A "tax bill" should accompany the income. Each family must then go to
the bank to obtain change and proceed to pay taxes to the government.
The Jones must pay $40 each month; the Smiths, $45; and the Johnsons,
$50.

4. The child acting as mailman should then deliver the bills for the basic
consumption items. The following amounts can be used, at least for the
first month, and then some may be varied slightly for subsequent months.
However, the items listed as "basic consumption" should remain intact.

Jones (6) Smiths (5) Johnsons (4)

Rent $120 $115 $125
Utilities 35 33 30
Insurance 20 21 23
Food 180 170 155
Clothing 30 30 28
Gasoline 15 16 14

Total $400 $385 $375

After obtaining the necessary change from the bank, each family must
go to the appropriate business to pay these bills. Receipts should be
provided, and the payments should be listed on the record sheet.

5. With the income that remains after taxes have been paid and basic con-
sumption expenditures made, the families can move into "other consump-
tion expenditures" by use of the chance cards. Each family must draw
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five cards each month, one at a time, and follow the instructions.

Some cards will permit a choice of expenditures and, in later months,
extra income may be received. Each family should list its income,
taxes, and expenditures in the appropriate places on the record sheet.

6. The income that remains at this point is saving--it has not been spent
on taxes or on consumer goods and services. All savings must be depos-
ited in the bank. As the chance cards are set up, each family will
break even or, more probably, save some of its income the first month
and may save part of its income every month. However, new cards that
are added each month increase the possibility that the families will
have to use some of their past savings. If this situation arises, they
must withdraw part of their savings and proceed with the activity. This
is called dissaving.

7. After each family has deposited its saving (if any) in the bank, the
mailman should then deliver reminders that each family must use part of
its savings to make the monthly car payment of $60 (may also vary
slightly for each family). The family must then withdraw that amount
and make payment, noting this and the amount remaining in the savings
accounts on their record sheet.

The children should be permitted to compare and discuss the progress of each
family during the game. the following questions may be helpful:

What are the main uses of household income? (taxes, consumption expend-
ii:ures, saving)

What is saving? (part of household income not paid in taxes or spent on
consumer goods and services)

Why do families save (many reasons--to purchase some expensive item in
the future, for a rainy day, etc.)

By saving some of its present income, can a family spend all of its in-
come on consumer goods? (no) Will it be able to spend more at some
time in the future? (yes)

Do you think a family of six would be able to save more than a family of
four if the incomes of both families were the same? (probably not)
Why not? (more regular and unexpected expenses each month)

If a family's income increased, could the family spend more on consumer
goods and services? (yes) Could the family save more? (yes) Could
the family do both? (yes, the family might do both) !iho decides what
happens to the extra income? (the family who receives it)
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Chance Cards

Each item below is to be put on a separate card. The deck for Monday con-
sists of 20 cards, of which 5 will be drawn. Do not return these five to
the deck. Instead, add the 5 listed for Tuesday to the remaining 15. Do
the same for Wednesday, Thursday, and Friday.

As the decks are constructed, the families will save the first "month" and
may save every month. But, with the addition of the more expensive cards,
some families may have to use part of their savings to pay their bills.

Monday:

1. Attend drive-in movie. Pay $5.
2. Television must be repaired. Pay $17.
3. Family must buy each person a pair of overshoes. Price of one pair of

overshoes is $3.
4. Susan takes piano lessons. Pay $8.
5. Refrigerator must be repaired. Pay $12.
6. Children need school supplies. Pay $7.
7. Children visit doctor. Pay $23.
8. Annie takes dancing lessons. Pay $5.
9. Billy's birthday: Buy bike--pay $20 or

Buy new shoes--pay $5 or
Buy basketball--pay $5.

10. David breaks neighbor's wind -)w. Pay $18.
11. Father has a tooth pulled. Pay dentist $14.
12. Decide whether family will: Buy swing set--$10 or

Go to football game--$15 or
Buy camping tent--$20.

13. Buy tire for car. Pay $19.
14. Power lawnmower needs repair and service. Pay $11 or use old hand

lawnmower.
15. Mother's birthday: Buy new lamp--$10 or

Buy perfume--$4 or
Buy necklace and bracelet--$18.

16. Diane has a birthday party. Pay $9 for refreshments,
17. Junior needs a haircut. Pay $2 or have mother cut it.
18. Mother and father go to P.T.A. meeting. Pay babysitter $2.
19. Subscribe to children's magazines. Pay $6.
20. Contribute to United Appeal--$5.

Tuesday: (Add the following five cards)
1. Father works overtime. Earns $18 extra income. Pay $2 extra taxes and

draw another card.
2. Shingles are blown off the garage. Replacement costs $23.
3. Cousin Nancy is getting married. Buy: Electric coffee pot--$13 or

Electric mixer--$15.
4. Mother has permanent wave. Pay $16.
5. Amy needs a new winter coat. Pay $25.
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Wednesday: (Adel these cards to the deck)

1. Bark pays interest. Go to bank and get $1 interest for every $20 in
your savings account. (enter as "other income") Draw another card.

2. Carla needs glasses. Pay $30.
3. Four (4) members of family take swimming lessons. Pay $40.
4. Piano needs tuning. Pay $21.
5. Family room must be painted. Hire painter and pay $33 or have father

do it and buy paint for $13.

Thursday: (Add these cards)

1. Need new battery for car. Pay $27.
2. Buy Christmas presents. Pay $56.
3. Kitchen sink is clogged. Pay plumber $19 to fix it.
4. Need new license for car. Pay $36.
5. Clothes must be dry cleaned. Pay $15.

Friday: (Add the following cards)

1. Need new electric range. Make $35 down payment.
2. Mother wins $50 in gas station game. Add to income, pay $7 extra taxes,

and draw another card.
3. Father needs new suit. Pay $35.
4. Jerry falls and chips his front teeth. Pay $26 for recL.ping.
5. Dad has a week of vacation. Drive to Colorado to visit relatives--$198;

or go camping in state park--$63.
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Each family should keep the following record for every "month" of the
game:

Fftst Month

Income Taxes

1.

2.

3.

4.

1.

2.

3.

4.

Total Total

Basic Consumption Other Consumption (Chance Cards)

1. Rent

2. Utilities

3. Insurance

4. Food

5. Clothing

6. Gasoline

If you do not have enough income
for all of these purchases, you
must withdraw part of your savings
from the bank

1.

2.

3.

4.

5.Total

Total

Have you saved any of your income this
If you have, how much?

month?

Deposit any saving in the bank.

What is your total savings in the bank?

You must make a car payment of
. Withdraw part of your savings

to make your car payment.

How much savings do you have left?
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The government should keep the following records as the families pay their
taxes each month:

Government
17.x Receipts

First
Month

Second
Month

Third
Month

Fourth
Month

Fifth
Month

Jones

Johnson

Smith

Each business should keep a record of sales to each family for each month.
It should note what items are purchased and the prices of each item.

ones
First Month

Item

1.

2.

3.

4.

5.

Total

Price



The following record should be kept at the BANK for each family:

Name:

Date Withdrawals Deposits Interest Balance

1.

2.

3.

4.

S.
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Give each family a savings book set up like the bank's records:

Name:

Date Withdrawals Deposits Interest Balance

1.

2.

3.

4.

5.
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