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Unit 5

ACTIVITY 67

Economic Efficiency

i' < . :_-‘ 9 - 3 —
2,057 ~2> | J
il b

and the Optimum

Amount of Pollution Cleanup

The human and environmental damage caused
by industrial pollution often arouses public
attention. While it might be nice to restore our
environment to its pristine state, pollution
cleanup is costly, and dollars used for cleanup
might be spent elsewhere. It seems, then, that
some sort of balance must be struck between
undesirable pollution and costly cleanup. Let’s
apply marginal analysis to determine an opti-
mal amount of pollution and environmental
cleanup.

The marginal social benefit of cleaning up
pollution tends to decline as additional units of
pollution are cleaned up. The marginal social
cost of cleaning up pollution tends to increase
as additional units of pollution are cleaned up.
If society has accurate information about the
total social (public and private) benefits and
costs of various amounts of cleanup, it should
be able to get as close as possible to the most
efficient (or optimum) level of cleanup (and/or

pollution) where the marginal social benefits
equal the marginal social costs.

Imagine a community in which two firms
emit foul sludge into two local lakes (one for
each firm). Natural processes gradually break
down the sludge, rendering it harmless. But as
long as emissions continue, a certain “equilibri-
um” level of harmful sludge remains in the
lake. If emissions are lowered, this equilibrium
level will be reduced. The opposite occurs if
emissions are increased. Currently each firm
emits five units of sludge each week.

Given the information in the tables Firm 1
and Firm 2, you should be able to determine
the optimal level of emissions for this commu-
nity. Fill in all of the blanks in the tables, and
use this information to answer questions 1
through 4. Assume that benefits obtained and
costs incurred for cleanup at one lake have no
impact on costs and benefits at the other lake.

Firm 1
Reduction of Total Social Marginal Social Total Social Marginal Social
Foul Sludge Benefit of Benefit of Cost of Cost of
Emissions Cleanup Cleanup Cleanup Cleanup
0 0 0
--------------------- 350 -------------- 160
R R e ek et Lk
2 650 o 370 & F O 3
................................... L
3 900 - 630 A /
4 1100 | 940 ’
--------------------- 150 -------------- 360
5 1250 1300

1. Using the data from Firm 1, fill in the blanks and cross out the incorrect words in

parentheses in each set underlined below.

a. The marginal social benefit (MSB) of reducin /éissions by the first unit of
foul sludge is $ _24 ¢, and the marginal s6cial cost (MSC) of reducing
pollution emissions by the first unitis § _1(; J . The marginal social bene-
fit (MSB) is (g'r?ét@r than/equal to/less than) the marginal social cost (MSC), so

that it (would/would not) be economically efficient from society’s perspective
to require Firm 1 to reduce pollution emission by the first unit. .. /-~
b. The MSB of eliminating the last (fifth) unit of foul sludge is § _ - /

and

Adapted from Phillip Saunders, Introduction to Microeconomics: Student Workbook, Fifteenth edition, Bloomington, IN, 1993.

Copyright ©1993 Phillip Saunders. All rights reserved.
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the MSC- of/reducmg pollution emissions by the la _krst (fifth) unit is

$ 300 "I){e MSB is (greater than/equal to/less thar) the MSC so that it
(would/would not)be economically efficient from society’s perspective to
requirﬂlrm to reduce pollution emission by the fifth unit.

Firm 2
Reduction of Total Social Marginal Social Total Social Marginal Social
Foul Sludge Benefit of Benefit of Cost of Cost of
Emissions Cleanup Cleanup Cleanup Cleanup
0 0 0
--------------------- 350 -------------- 160
1 350 160
--------------------- TG e -t edsiiins s o D60
2 650 320
--------------------- 250 -------------- 160
3 900 480
--------------------- 200 -------------- 160
4 1100 640
--------------------- 150 ----cc-ecnnaaaa 160 =
5 1250 800 T "0 /f'\,,- (s

2. Using the data from Firm 2, fill in the blanks and cross out the incorrect words in
parentheses in each set underlined below.
a. The marginal sgcial benefit (MSB) of eliminating the fourth unit of foul
sludge is § _2 , and the marginal so aﬁllgf)st (MSC) of reducmg pollu-
tion emissionis b hat fourth unit is $ ~Phe MSB is (greater
[ than/equal to/less than) the MSC so that it (wou!d/wou:'d not) be economically
“efficient from society’s perspective to require Firm 2 to reduce pollution
emissions by four units.

>

b. The MSB of eliminating the fifth (last) unit of foul sludge is § S
and.the MSC of reducmg pollution emissions by tha h (last) umt is
5 AN, T e/MSB is (greater than/equal to/less than)the MSC so that it
(would/would not) be economically efficient from society’s perspective to

require Firm 2 to reduce pollution emissions by five units.
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Unit 5
ACTIVITY 67 continued

3. If this community decides to adopt a pollution control ordinance aimed at maximiz-
ing economic efficiency, how should it evaluate each of the following three proposals,
all of which are based on the data presented above? Write a brief economic evaluation
in the space provided after each of the following proposals. Be sure to use the concepts
of marginal social benefit and marginal social cost in your analysis.

Proposal A. “Foul sludge emissions should be reduced (by five units) to zero in each firm
because we should eliminate ll pollution from our lakes regardless of the cost.”
This proposal (would/&ould ’—'d.' ‘net) maximize economic efficiency, because:
\ \
l ;
:'{ b«'u-!i‘. (Al oo MLk ¢ D fi (4
' . i

\

Proposal B. “Firm 2 should be forced to reduce emissions (by five units) to zero because
the total social benefit of cleanup ($1,250) exceeds the total social cost of
cleaning up ($800). But Firm 1 should not be forced to clean up at all,
because the total social benefit of clean up ($1,250) is less than the total social

cost of reducing emissions to zero ($1,300).” This proposal (would/wo not)
\ maximize economic efficiency, because:

| & ' JNATG g 'l ol 0 | maq G

7 4 3 ] } [v
'/L 7 20C ! ( ”‘)‘_L T l‘_) (L {'{

Proposal C. “In the interest of equal treatment for all, each firm should be forced to

clean up (reduce emissions) by three units.” This proposal (would/would not)
maximize economxc efficiency because: ,
/ ! ~

it omght (gqt the Tums dd

anad ¢ X : .3

4, Using the data presented above, what do you think is the optimum level of emis-
sions reduction for each firm?
Firm 1 _2¢  units.

Firm 2 ﬁ units. W s o Fs

J

Explain briefly why you chose the numbers that you did.
|

)
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Unit 5

ACTIVITY 73
Excise Taxes

Suppose the following graph and table show the current supply of Greebes.

Table of Current

Current Supply Schedule of Greebes Supply Schedule of Greebes
50 » o Supply price Supply price
45 p Elii Quantity before tax after tax
P (millions) (3 per Greebe) ($ per Greebe)
.40 . 3 =
50 $.10 :

2 .35 g e e W | 100 15 30
3 | N *d 150 20 — 35
N / 200 25 5
o .25 = e 250 30 ys
E | / 300 35 5
-g .20 - 7 . . = —_— Al
£ Per|

A5 ‘.

10 S R

05 :

0

50 100 150 200 250 300
Quantity
Millions of Greebes

Now suppose that (to raise revenuc for higher education) the government enacts an excise
(sales) tax of $.15 per Greebe. This tax will result in a new supply curve for Greebes. To determine
where this new supply curve lies, reason as follows: If before the tax, firms were willing to supply
50 million Greebes at a price of $.10, they would now be willing to supply 50 million Greebes
only if the price were $.25. (Remember: $.15 of the price of each Greebe sold is now going to go
to the government. So, if the price is $.25 and the government is getting $.15 of this price, then
the seller is receiving the remaining $.10.)

Fill in the blank spaces in the table and draw in the new supply curve resulting from the tax.
Label the new supply curve St.

What will be the result of this excise (sales) tax on: The equilibrium quantity of Greebes? The
equilibrium price paid by buyers (’h)? The equilibrium price received by sellers (Ps)? The revenue
received by the government? And the income or revenue received by sellers after the tax?

The answers to these important questions will depend on the nature of the demand for
Greebes. The next section of this Activity will help you determine the effects of a $.15 excise tax
on Greebes under four different demand conditions. After you have completed these, there are
some additional, less mechanical, questions for you to think about and answer.

Adapted from Phillip Saunders, Introduction to Microeconomics: Student Workbook, Fifteenth edition, Bloomington, IN, 1993. 259
Copyright ©1993 Phillip Saunders. All rights reserved.
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ACTIVITY 73 continued ! {

Part A.

Relatively Inelastic Demand for Greebes e
Price per Greebe .50

45
40 -
35¢ N - S
((jf!"‘;, Mo .30 ' — 77
28 ;/j
(rofeetrs l’
,.2 '1_/ y.
. il
. ./ //
.10 j'//‘// & (
4 p \ % i 'li t
/ ,/','/f L \ X
0 { b ‘_v'lf\_ﬁl\ k}”
50 100 150 200 250 300 Qua Y AT
Quantity " \L’”ME. lj

S ' > LG

Millions of Greebes \/A9

1. On the graph Relatively Inelastic Demand for Greebes, the equilibrium quantity of
Greebes is /00 million. ' \

2. On the graph, the equilibrium prlce of Greebes is § ___~ per Greebe. \

3. Buyers are spending a total of $ el million on Greebes.

o A

4. Sellers are receiving a total of $ _~ ) million from selling Greebes.

5. If an excise tax of $.15 per Greebe sold is levied on the sellers of Greebes, the equi-
librium price paid by buyers (P,) will differ from the equilibrium price received by
sellers (P,) by the amount of the tax. This $.15 goes to the government. Under

these circumstances: 4
a. The new equilibrium quantity of Greebes would be ______ million.
b. The new equilibrium price paid by buyers would be $173 1 ov_per Greebe,
c. The new eqmllbrlum price received by sellers (after tax) \) would be §a4¢Y 0 \‘\\
per Greebe. €) ¢ b Y
d. Buyers would spend a total of $ _7'~_million on Greebes. ‘ \\
e. Sellers would receive a total of $ million (after tax) from selling ;
Greebes. 7 N
f. The government revenue from this tax would be § 1« rmlhon R Cg / (e el
1§ g § 0~ million of this revenue would be paid by buyers in the form of w - "
hlghe: prices. ‘ 9 €
5 ~h. $ _%__ million of this revenue would be paid by sellers in the form of / ki ;'
" reduced income. F ‘ |
i. As a result of the tax, buyers might buy a smaller quantity than before thJ 15 x50 /
tax. If so, the sellers would also have a loss of revenue that is not collecte | -

by the government. In this case, the “uncollected revenue loss” would be P

equal to § j;—»- mllhon ‘)C/ | i3

Fl! f
260 L0018 1 5% =3l " RERTTENRY J N TIVAE ctun
CInD ‘ r } = ) s TR v ) 3 R J 4
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ACTIVITY 73 continued

Part B.

) ,Ofﬂffw
Relatively Elastic Demand for Greebes
Price per Greebe .50

45

.40

35 - s
30

25

720 D

50 100 150 200 250 300
Quantity
Millions of Greebes

On the graph Relahvely Elastic Demand for Greebes, the equilibrium quantity of
Greebes is _. 00 million.

On the graph, the equilibrium price of Greebes is $ | per Greebe.

Buyers are spending a total of § ) million on Greebes.

Sellers are receiving a total of § _- U million from selling Greebes.

If an excise tax of $.15 per Greebe sold is levied on the sellers of Greebes, the equi-
librium price paid by buyers (P;,) will differ from the equilibrium price received by
sellers (P;) by the amount of the tax. This $.15 goes to the government. Under
these circumstances:

a. The new equilibrium quantity of Greebes would be (00 million.

b. The new equilibrium price paid by buyers would be $ 36 per Greebe.

c. The new equilibrium price received by sellers (after tax) wouldbe § _ (o

per Greebe.

d. Buyers would spend a total of § million on Greebes.

e. Sellers would receive a total of $ l /" _million (after tax) from selling
Greebes.

f. The government revenue from this tax would be $ |5 million.

g. $ _5  million of this revenue would be paid by buyers in the form of
higher prices.

h. $ (O million of this revenue would be paid by sellers in the form of
reduced income.

i. As a result of the tax, buyers might buy a smaller quantity than before the
tax. If so, the sellers would also have a loss of revenue that is not collected
by the govgwment In this case, the “uncollected revenue loss” would be
equal to § 2~ mllllon o o i

G d/ma

*‘l “ '\' l .' 'ﬁ' ¢
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Unit 5

ACTIVITY 73 continued

0
. A
Part C. /1 (oo

Perfectly Inelastic Demand for Greebes

s

Price per Greebe .50

.45

40 &

35 < S

.30 =

2D

.20

a5

.10

.05

2 50 100 150 200 250 300

Quantity
Millions of Greebes

1. On the graph Perfectly Inelastic Demand for Greebes, the equilibrium quantity of
Greebes is _/C0 million.

2. On the graph, the equilibrium price of Greebes is $ e _____ per Greebe.

3. Buyers are spending a total of $ 50 million on Greebes.

4. Sellers are receiving a total of § 56 million from selling Greebes.

5. If an excise tax of $.15 per Greebe sold is levied on the sellers of Greebes, the equi-
librium price paid by buyers (P,) will differ from the equilibrium price received by
sellers (P;) by the amount of the tax. This $.15 goes to the government. Under
these circumstances: M.

a. The new equilibrium quantity of Greebes would be - mllhon

b. The new equilibrium price paid by buyers would be $ | '’ per Greeb

c¢. The new equilibrium price received by sellers (after tax) wouId be$ 175
per Greebe. e

d. Buyers would spend a total of § ___ 2 million on Greebes.

e. Sellers would_receive a total of $§ _<0 million (after tax) from selling
Greebes. U

The government revenue from this tax would be $ __~ ' million.

g. $.20 million of this revenue would be paid by buyers in the form of
higher prices.

h. $ _() million of this revenue would be paid by sellers in the form of
reduced income.

i. Asa result of the tax, buyers might buy a smaller quantity than before the
tax. If so, the sellers would also have a loss of revenue that is not collected
by the government. In this case, the “uncollected revenue loss” would be
equal to § ' million.

=h

262



e =4 s

Unit 5
ACTIVITY 73 continued

~ (o (PO

Part D. -
Perfectly Elastic Demand for Greebes
Price per Greebe .50 /,/ -
45 —=
[
.40 =
.35 = S
30 —
25 ——— D
.20 g
A5
/
05 |- o
ol
R 50 100 150 200 250 300
Quantity ‘

i 1
—_—
Z
3.
4.
5.
'S
[\‘r
pr =

Millions of Greebes

On the graph Pcrfcctty Elastic Demand for Greebes the equilibrium quantity of
Greebes is _<“Y million.

On the graph, the equilibrium price of Greebes is § t ¢ per Greebe.

Buyers are spending a total of $ _~ 0 million on Greebes.
Sellers are receiving a total of $ _~ - million from selling Greebes.

If an excise tax of $.15 per Greebe sold is levied on the sellers of Greebes, the equi-
librium price paid by buyers (Pp,) will differ from the equilibrium price received by
sellers (Pg) by the amount of the tax. This $.15 goes to the government. Under
these circumstances: Py

)

a. The new equilibrium quantity of Greebes would be - -~ million.

b. The new equilibrium price paid by buyers would be $ * 2% per Greebe.
c. The new equilibrium price received by sellers (after tax) would be §$ l

per Greebe. :

d. Buyers would spend a total of § _2'~  million on Greebes.

e. Sellers would receive a total of § _2 million (after tax) from selling
Greebes.

f. The government revenue from this tax would be § / 5 million.

g 3 () million of this revenue would be paid by buyers in the form of
hlgher prices.

h. $ _.% million of this revenue would be paid by sellers in the form of
reduced income.

i. As a result of the tax, buyers might buy a smaller quantity than before the
tax. If so, the sellers would also have a loss of revenue that is not collected
by the government. In this case, the “uncollected revenue loss” would be
equal to § ,l . million.

ll'»,' I/ s
Y

{ oy
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Unit 5
ACTIVITY 73 continued

Part E.
1. A famous Supreme Court justice once said: “The power to tax is the power to
destroy [sellers].” This is.more likely to be true the more the demand for the prod-
uct taxed is relatively ((e_f_qsﬁ?/ inelastic). (Cross out the incorrect word.)

2. If you were a government revenue agent interested in getting the most tax revenue
possible, you would suggest putting excise taxes on goods whose demand is
(elastic/unit elastic/irielastic). (Cross out the incorrect word.)

S }m'- _,A_: A (N Eacy

3. Think of some real-world goods on which excise taxes are placed (e.g., liquor, ciga-
rettes, gasoline). Do you think that the demand for these goods is relatively elastic
or relatively inelastic? Why?

[ ;(‘ ( //.} A our "r.';')

4. In this problem the price elasticity of supply has been held constant in all four
cases. How might a change in the price elasticity of supply affect the results of
imposing an excise tax? Why? - ‘ | ) . .

‘ .‘“ [ . p ) | o h ‘r W / £ fl L’

7&0 more g

o ; ’_\ Vil ‘i g "

y,

Part F. Fala o , 06 im 7
Consider the newspaper quotation and the questions that follow. You do not have to write out
answers to the questions, but you should thoughtfully consider them for class discussion.

51 4 r ) I U 12 4
a (1S ( ! ¥

"i SVi( :r_'\ (J

“The city is planning to place a 10% tax on auto parking. The tax
would fall on every motorist who uses a space in either the garages and
the lots operated by the Public Parking Authority or in privately operat-
ed lots and garages.”

1. Draw the demand curve and the long-run supply curve for parking lots. Explain
why each has the shape you show, i.e., why each is relatively elastic or inelastic.

l \kg \_;,’7 mand ~ (N fr.{r_-)i c /“r?.‘,':' [..»'('[A
ND G Py — Cqat Mma bg eus $p10%

2. Given the curves you have drawn in 1, show the effect of introducing a 10% tax;
i.e., how does the equilibrium position after imposition of the tax compare with
the initial equilibrium position? SEN| S

2
: ok PN
3. The newspaper quotation implies that the “burden” of the tax will fall entirely
upon the driver. Is this true for the case you have developed in 1 and 2 above?
Under what circumstances would it be true?

1 1-; . ]
}1‘.}0 1M more : (57 (¢ {lp & ff ; N A { 0 O/vY
(‘ Nefee '
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Dreams on a Collision Course rage 1 o1 3

washingtonpost.com
Dreams on a Collision Course
Ads by Google
Tax Relief
By Ruth Marcus View the Latest Offers

Wednesday, April 30, 2008; A19 & Save on Tax Relief at

. SafeCompare.com
Some people play fantasy baseball. I've got a thing for fantasy budgets. SfafeCompare.com!Tax_Reji
e
Every four years, presidential candidates serve up a glittering array of policy
proposals. Middle-class tax cuts! Universal health care! Alternative energy!
They dangle these goodies before voters like a shiny set of keys in front of a
grasping infant and say with the straightest of faces that this is all eminently
affordable.

Every four years, after the election, those high-flying campaign plans collide
with the reality of separate branches, entrenched interests and the relentless
math of real-world budgets. Campaigns don't have to cope with
Congressional Budget Office scores or Senate filibuster rules.

Still, fantasy budgeting is an important exercise. It offers insights into
candidates' priorities and commitment to fiscal discipline. It shows how they
reconcile responsible policy and winning politics. After all, one of the
fantasy budgets of 2008 will have to be transformed quickly into an actual
budget.

And so, I've spent an embarrassing amount of time recently constructing
spreadsheets and squinting at tax tables to understand how the proposals of
John McCain, Barack Obama and Hillary Clinton add up and whether
they've put forward credible ways to pay for them.

Short version: Each candidate's plans would incur new costs, for tax cuts or
spending initiatives, in the hundreds of billions of dollars annually. The
Democrats go through the exercise of showing, on paper anyway, how these
would be financed. McCain offers up a cornucopia of new tax cuts that
dwarfs the Democrats' spending plans, and he scarcely pretends that he
would find offsetting savings.

Meanwhile, back in the real world, Congress has been demonstrating just how fantastical the candidates'
budgetary aspirations are. This cold bucketful of reality comes in the bloated form of the pending farm
bill.

Farm income is up. Commodity prices are at record levels. What better moment for Congress to cut back
on wasteful subsidies that flow to wealthy farmers, stymie trade talks and drive up global food prices?

Dream on. In Washington, if you want money for your pet program and I want some for mine, the
inevitable solution is to give us both more. So those advocating extra funding for food stamps and
conservation got their money, but at the price of continuing and expanding benefits for farmers.

The result: a bipartisan pork -- and rice and cotton and corn -- festival that will cost $300 billion over the
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next five years. Under the measure, farmers would continue to get nearly $5 billion a year in crop
subsidies, even if prices are soaring. As for President Bush's proposals to cap subsidies at $250,000 and
provide them only to those earning less than $200,000? Dead on arrival.

Thanks to Democratic Sens. Kent Conrad (N.D.), and Max Baucus (Mont.), farmers in their drought-
stricken states would benefit from a new, $3.8 billion program called permanent disaster relief -- this on
top of subsidized crop insurance. Just wondering, but if the disaster is permanent, maybe that area is not
a good place to farm?

Thanks to Republican Sen. Mitch McConnell of Kentucky, the racehorse industry would get quicker
depreciation and lower capital gains taxes for horses, a purse worth $489 million. Thanks to Democratic
Sen. Blanche Lincoln of Arkansas, the timber industry would get a $435 million tax break.

In other words, regional self-interest and political self-preservation know no partisan boundaries.

Forgive me, then, if I'm a tad skeptical about Obama's claim that he would "stop funding wasteful,
obsolete federal government programs that make no financial sense." Or Clinton's pledge to "take back
at least $55 billion per year from special interests including the drug companies, oil companies, and
firms that ship jobs overseas." Or McCain's incoherent plan to eliminate $100 billion in spending that
originated in earmarks.

What are their chances? Just ask the president, who every year sends up a budget that proposes
eliminating scores of programs he deems wasteful and every year has seen the bulk of his suggestions
ignored.

Or just consider the farm bill, and the positions of the senators who would be president. McCain, to his
credit, is opposed. But when the Senate passed its even porkier version of the farm bill last year, Clinton

and Obama expressed disappointment about the absence of some reforms -- and proceeded to praise it.

"An important step towards renewing our nation's commitment to our farming communities," said
Obama.

"A safety net for America's farmers," said Clinton, who had gone to bat for Upstate New York milk
producers.

Proving my point: Fantasy budgeting is the easy part.
marcusri@washpost.com
Post a Comment

View all comments that have been posted about this article.

Comments that include profanity or personal attacks or other inappropriate comments or material will be removed from the site.
Additionally, entries that are unsigned or contain “signatures” by someone other than the actual author will be removed. Finally, we
will take steps to block users who violate any of our posting standards, terms of use or privacy policies or any other policies
governing this site. Please review the full rules governing commentaries and discussions. You are fully responsible for the content
that you post.
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If you go into a good library, you will find thousands of books on globalization. Some will laud
it. Some will warn about its dangers. But they’ll agree that globalization is the chief process
driving our age. Our lives are being transformed by the increasing movement of goods, people
and capital across borders.

The globalization paradigm has led, in the political arena, to a certain historical narrative:
There were once nation-states like the U.S. and the European powers, whose economies could
be secured within borders. But now capital flows freely. Technology has leveled the playing
field. Competition is global and fierce.

New dynamos like India and China threaten American dominance thanks to their cheap labor
and manipulated currencies. Now, everything is made abroad. American manufacturing is in
decline. The rest of the economy is threatened.

Hillary Clinton summarized the narrative this week: “They came for the steel companies and
nobody said anything. They came for the auto companies and nobody said anything. They came
for the office companies, people who did white-collar service jobs, and no one said anything.
And they came for the professional jobs that could be outsourced, and nobody said anything.”

The globalization paradigm has turned out to be very convenient for politicians. It allows them
to blame foreigners for economic woes. It allows them to pretend that by rewriting trade deals,
they can assuage economic anxiety. It allows them to treat economic and social change as a
great mercantilist competition, with various teams competing for global supremacy, and with
politicians starring as the commanding generals.

But there’s a problem with the way the globalization paradigm has evolved. It doesn’t really
explain most of what is happening in the world.

Globalization is real and important. It’s just not the central force driving economic change.
Some Americans have seen their jobs shipped overseas, but global competition has accounted
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The Cognitive Age - New York Times Page 2 of 3

for a small share of job creation and destruction over the past few decades. Capital does indeed
flow around the world. But as Pankaj Ghemawat of the Harvard Business School has observed,
90 percent of fixed investment around the world is domestic. Companies open plants overseas,
but that’s mainly so their production facilities can be close to local markets.

Nor is the globalization paradigm even accurate when applied to manufacturing. Instead of
fleeing to Asia, U.S. manufacturing output is up over recent decades. As Thomas Duesterberg
of Manufacturers Alliance/MAPI, a research firm, has pointed out, the U.S.’s share of global
manufacturing output has actually increased slightly since 1980.

The chief force reshaping manufacturing is technological change (hastened by competition
with other companies in Canada, Germany or down the street). Thanks to innovation,
manufacturing productivity has doubled over two decades. Employers now require fewer but
more highly skilled workers. Technological change affects China just as it does the America.
William Overholt of the RAND Corporation has noted that between 1994 and 2004 the Chinese
shed 25 million manufacturing jobs, 10 times more than the U.S.

The central process driving this is not globalization. It’s the skills revolution. We’re moving into
a more demanding cognitive age. In order to thrive, people are compelled to become better at
absorbing, processing and combining information. This is happening in localized and
globalized sectors, and it would be happening even if you tore up every free trade deal ever
inked.

The globalization paradigm emphasizes the fact that information can now travel 15,000 miles
in an instant. But the most important part of information’s journey is the last few inches — the
space between a person’s eyes or ears and the various regions of the brain. Does the individual
have the capacity to understand the information? Does he or she have the training to exploit it?
Are there cultural assumptions that distort the way it is perceived?

The globalization paradigm leads people to see economic development as a form of foreign
policy, as a grand competition between nations and civilizations. These abstractions, called
“the Chinese” or “the Indians,” are doing this or that. But the cognitive age paradigm
emphasizes psychology, culture and pedagogy — the specific processes that foster learning. It
emphasizes that different societies are being stressed in similar ways by increased demands on
human capital. If you understand that you are living at the beginning of a cognitive age, you're
focusing on the real source of prosperity and understand that your anxiety is not being caused
by a foreigner.

It’s not that globalization and the skills revolution are contradictory processes. But which

http://www.nytimes.com/2008/05/02/opinion/02brooks.html ?hp=&pagewanted=print 5/2/2008
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__ paradigm you embrace determines which facts and remedies you emphasize. Politicians,

especially Democratic ones, have fallen in love with the globalization paradigm. It’s time to
move beyond it.

Copyright 2008 The New York Times Company

Privacy Policy | Search | Corrections | RSS lFirst Look | Help | ContactUs | Work for Us | Site Map

o~

hitn//www nvtimes com/2008/05/02/oninion/02brooks. html?hp=&pacewanted=print 5/2/2008




d
J

/“

‘Jﬁ.

Party of Denial - New York Times Page 1 of 3
€he New Nork Times WL NV

nytimes.com

May 2, 2008

OP-ED COLUMNIST

Party of Denial

By PAUL KRUGMAN - } ] dla 7
HC i

During Barack Obama’s Sunday appearance on Fox News, the interviewer asked him for an
example of “a hot-button issue where you would be willing to buck the Democratic Party line”

and say that Republicans have the better idea.

Mr. Obama’s answer was puzzling because he gave credit where it isn’t due — and thereby
undermined what could be a very effective Democratic line of argument.

In particular, Mr. Obama attributed to Republicans the idea that regulation can be flexible
rather than a matter of “top-down command and control,” and in particular for the idea of
controlling pollution with a system of tradable emission permits rather than rigid regulations.

Well, that’s not at all what actually happened — and the tale of what really did happen has a lot
of relevance to current events.

It’s true that the first President Bush established a market-based system for controlling sulfur
dioxide emissions, which has been highly successful at controlling acid rain. But by then the
idea of markets in emission permits had long been accepted by economists of all political
stripes.

And it had also been accepted by leading Democrats. The Environmental Protection Agency
began letting cities meet air-quality standards using emissions-trading systems during the
Carter administration — which also led the way on deregulation of airlines and trucking.

Furthermore, the sulfur dioxide scheme actually marked a sharp change in policy from the
Reagan administration, which — committed to the belief that government is always the
problem, never the solution — spent eight years opposing any effort to control acid rain.

Rather than admit that pollution is a problem the government has to solve — even as the
consequences of acid rain became ever more alarming, not to mention as America’s failure to
act provoked a near-crisis in relations with Canada, which was suffering the effects of U.S.-
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generated sulfur dioxide — the Reaganites insisted that there was no problem at all. They
denied the evidence, questioned the science, called for more research and did nothing. Sound
familiar?

And that, surely, is the line the Democrats should be pushing in this election: Republicans have
become the party of denial. If a problem can’t be solved with deregulation and tax cuts, they
pretend it doesn’t exist.

Climate change is the obvious contemporary parallel with acid rain. But if the Democrats really
want to pin the denialist label on John McCain, health care is the place to focus.

The health care situation, in case you haven’t noticed, is going from bad to worse. Many
smaller companies stopped offering benefits between 2000 and 2005. In the past, health
coverage has tended to improve when the economy recovers from recession — but the “Bush
boom” brought at best a temporary stabilization.

And now that the economy is weakening again, another plunge is in progress: last week
UnitedHealth warned investors that its business is suffering because fewer employers are
offering coverage to their workers.

The Democrats have been offering real plans in response; they’re not perfect, but they are
serious.

The G.O.P., by contrast — and this goes as much for Mr. McCain as for the Bush administration
— hasn’t even tried to address concerns about coverage. Instead, it has all been about costs,
which Republicans insist (wrongly) can be dramatically reduced by a policy of, you guessed it,
deregulation and tax cuts.

Until a few days ago, the only answer the McCain campaign offered to those worried about lack
of coverage was the vague, implausible assertion that the magic of the marketplace would make
health care cheap enough for everyone to afford.

Now Mr. McCain has admitted that maybe a government program is needed for those who
can’t get private insurance. This appears to be a response to criticism from Elizabeth Edwards,
who has been pointing out that deregulated insurers would deny coverage to anyone with, say,
a history of cancer — a category that includes both her and Mr. McCain himself. But the way
Mrs. Edwards has rattled the McCain campaign is evidence of just how vulnerable he is on the
issue.
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The point is that the health care issue could be Exhibit A for a Democratic campaign based on
the argument that they are the party of pragmatic solutions, while modern Republicans won't
even acknowledge problems that don’t fit into their rigid ideological framework.

But are Democrats ready to make that case?

To be clear, both Democratic candidates have been saying things they shouldn’t; Hillary
Clinton shouldn’t have endorsed the bad idea of a gas tax holiday.

But I think Mr. Obama is doing much more harm to the Democratic cause by echoing
Republican attack lines on such issues as insurance mandates and Social Security. And now
he’s demonstrating his post-partisanship by giving Republicans credit for good ideas they
never had.

Copyright 2008 The New York Times Company
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Class Exercise

"John Q" Infinifilm: "Fighting for Care Documentary (34 minutes)

DIRECTIONS: Watch the "Fighting for Care Documentary” and be ready to share the answer to the questions that
you are assigned. [The numbers correspond to the location of the scene in the Infinifilm. ]
7. Find out how hospitals decide who need transplants.
8. Hear about the financial evaluation of organ transplant patients
9.a) Find out more about the organ waiting list.
b) Hear about insurance problems facing many Americans.
10. a) Learn more about Medicaid coverage for transplants.
b) Hear more about how insurance companies make a profit.
11. Find out more about COBRA and other insurance issues.
12. a) Hear about the difficulty in qualifying for federal aid.
b) Find out why fundraising for most transplant patients is necessary.
13. Hear doctors talk about the single payer system.
19. a) Hear about the high expense of drugs for transplant patients
b) Hear form actual transplant patients waiting for organs.
20. Hear the filmmakers discuss the health care issues in "John Q."
21. Find out how HMO's can insist on re-location of transplant patients.
22. Hear doctors talk about the disadvantages of HMO's.

23. Hear filmmakers talk about the job of hospital administrators.

25. Hear about the high cost of immunosuppressant medications.




26. Hear about the overwhelming bureaucracy involved in getting a transplant.

27. Hear about the impact of drug patents.

LT

(y{-lear about th process of waiting for a transplam ’
“waitnd, peiel  \ogr Shottagp

33. Hear about the poss1ble fcderal solunons to the healthcarc crisis.
34. Hear doctors talk about the weaknesses of U.S. public healthcare.
35. Watch patients get matched with organ donors.

39. Find out the importance of becoming an organ donor.
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Are Kidneys a Commodity?

S OF LAST WEDNESDAY AT 5:44 P.M., ACCORDING TO THE
, minute-by-minute count on the Web site of the United Network
for Organ Sharing, there were 75,629 people awaiting kidney
transplants in the United States. Here’s roughly what we can expect to
happen over the next 12 months, based on the experience of recent years.
About 10,000 of them will receive transplants from deceased strangers,

awarded by UNOS roughly in order of waiting
time. An additional 6,000 or so on the waiting
list will get a transplant from a living donor, al-
most invariably a close friend or relative. About
5,000 will either die or become too sick to
qualify for a transplant.
Most of the rest will still be
waiting a year from now.
They might want to consid-
er talking to Lloyd Cohen.
Cohen is a professor of
taw at George Mason Uni-
versity who for two decades
has been fighting for the
right to sell off his major or-

someone else, should he
need it. These are practices
urrently prohibited by U.S.
[:aw, and widely reviled by
Hoctors, who like to believe
they occupy one of the last
bastions of selfless altruism
in the American economy.

Last week Cohen took his

Cohen thinks people

thinks they should be allowed to sell two.

Give Cohen credit; he’s thought through the
unsettling implications of this idea in 21st-
century America: the Internet auctions, the
reality-TV shows (“American Kidney”? “Sur-
vivor: Dialysis"?), legal bat-
tles over custody of a kid on
life support. That’s the price
society would have to pay
for the goal of getting more
kidneys into people. As for
the ethical objection that
poor people shouldn’t be
tempted into selling spare
body parts for cash, run-
ning a small but measura-
ble risk to their health, he
suggests a comparison with
other valued commodities
that are dangerous to ob-
tain, like tuna fish. People
risk their lives on fishing
boats because they’re paid
for it. By the same token,
says Sally Satel, a resident

R

case to Intelligence Squared scholar at the American
U.S. (1Q2), the Oxford-style  Should have the Enterprise Institute who
debating society with a l'lght to buy or sell debated on Cohen’s team at

fondness for provocative
libertarian issues, such as
legalizing a market for hu-
man organs. Cohen has
made his case at length in
articles and books, but he can summarize it in
a dozen words: “If you pay people for some-
thing, they will provide more of it.” This, he
says, is as true of body parts as anything else.
How far is Cohen willing to push this argu-
ment? Well, he’s publicized a codicil to his will
that forbids his survivors from donating his or-
gans for transplant, except to relatives, or if
some third party, such as an insurance com-
pany, pays for them. At a minimum, he'd like to
legalize such arrangements, so anyone could

e contract to sell his or her organs after death for

the benefit of survivors. In an ideal world—
well, I'm not sure where he’d draw the line. He
believes healthy people should be allowed to
sell a kidney at whatever price the market will
bear. But I lost my nerve before asking if he

14 NEWSWEEK | MAY 26, 2008 h\, !
[ OW

major organs, an
idea reviled by docs.

the IQ2 U.S. event, “we
don’t think firemen are any
less heroic because they are
paid to save us.”

Satel knows what she's
talking about: in 2004 she was diagnosed with
kidney failure. Most likely she'd still be waiting
on dialysis, but for a friend, Virginia Postrel,
who in 2006 volunteered one of her kidneys
for transplant. Clearly, Satel would have been
willing to pay whatever sum might have in-
duced a stranger to do the same. In a free mar-
ket she would have been one of the winners, by
the luck of being relatively aftfluent. But there’s
just as much luck involved in having friends
like Postrel. Nothing in life is entirely fair, and
a billionaire in need of a kidney is a poor man
if he can’t buy one at any price. And, in case
someone like that is wondering, Cohen’s kid-
neys aren’t for sale, even if the law changes.

At least while he’s alive. He is 61, is in excellent
health and doesn’t need the money.
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HE IPOD’S DOMINATION
Tof the portable-media

world is causing head-
aches for one misunderstood
group: podcasters. To escape 2
Apple’s shadow (and its cease-~| /7 114/ 5
and-desist letters) many cre- )
ators of downloadable audio !f A+ de 0 /r/'[
and video programs are trying | %
out new names for the technol- J ( l.’l[; ' Elr

ogy, with the aim of communi- | |
cating that their work is com-
patible with a variety of media A
players, not justiPods. Last |/, 'U'f; >
month the leading podcast ¥
network, PodShow, changed L€ {_}U I(’[
its corporate name to Mevio, v
while Tim Bourquin—founder
of the largest podcasting trade
show, the New Media Expo— .
avoids the word altogether I
when courting potential ex-
hibitors. Other podcasters have
experimented with the words '
“Netcast,” “Webcast” and ’
“blogcast” to avoid sounding ‘
like Apple-only programmers.
“I just call it Internet radio,” |
says Steve Webb, who hosts 13
shows about Christianity, “be-
cause when you say ‘podcast,
people think, ‘Oh, I don’t have
an iPod, and they shut off”

But some say the effort is
futile: ABC, NBC, NPR and
even Apple’s archcompetitor
Microsoft all use the term
“podcast.” Besides, as Rob
Walch, coauthor of “Tricks of
the Podcasting Masters,” points
out, it’s never going to be easy.
“Subscribing to content via
RSS 2.0 with media enclosure
tags,” he says, “is a tough con-
cept to tell your grandma
about.” —STEVE FRIESS
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APPLE TURNOVER: Podcasts are
compatible with more than iPods
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COMPLETELY REVISED AND UPDATED
FOR THE TWENTY-FIRST CENTURY

Jane Bryant Quinn




- What Archimedes
Would Have Done

Where You Stand on the Money Cycle

The finest of all human achievements—
and the most difficult—is merely being reasonable.

All of our deepest beliefs about money are formed in the years when we
grow up. We learn:the great lessons of our era and set out to put them all
to work. : .

But time is a trickster. Just when you think that you've learned all the
rules, some hidden umpire changes the game.

Think about the Depression Kids. Those woeful years left a legacy of
fear. Forever after, the generations marked by the thirties saved compul-
sively. A loan made them feel sick to their stomachs. They took no risks.
When the Great Prosperity swelled around them, they mistrusted it. They
knew in their hearts it wouldn’t last. '

Now think about the Inflation Kids, raised in the 1960s and 1970s. They
saw in a flash that a dollar saved was a dollar wasted because inflation ate
it up. A dollar borrowed was a-dollar saved. You could use it to buy a car
or a stereo before the price increased.

The Inflation Kids felt sorry for the codgers who saved so fruitlessly
and lost so much. In the 1970s, the value of fixed savings, pensions, and
insurance policies fell apart.

But what do the Inflation Kids—otherwise known as the Baby Boomers
—know about money, in their hearts? They, too, are wedded to some of
their earliest beliefs. For example, they're waiting for real estate to soar
again. They still think it's smart to borrow because inflation—or something
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—will whisk the repayment burden away. They’re wrong, but to think
differently goes against their grain. The boomers born later in the cycle re-
placed real estate with stocks as their dream way of getting rich in a hurry.

The new turn of the wheel is bringing us the Compression Kids, Gener-
ation X. They're seeing a very different world. Jobs, chancier than people
used to think. Real estate, boring. Wages, not rising very fast. Stocks, paying
remarkable returns. As they see it, the rules for living are: save early and
often, learn to invest, and let the rising value of stocks carry the burden of
debt away.

Can the Inflation Generation change its approach to money any better
than the Depression Generation could? How soon will the Compression
Kids get trapped by the orthodoxies they proclaim today? Can we all find a
better place to stand? On the answer to those questions, everything de-

pends.

A CYCLE OF SPENDING AND SAVING

Money comes and goes in your life at different times. Mostly goes,
when you're young. Those are the spent years. Maybe the misspent years.
But never mind. As you grow older, the urge to save creeps up on you.

Here’s the typical cycle of wealth:

Ages 20 to 30. You establish credit, buy your first furniture and appli-
ances, take your first auto loan, learn about insurance and taxes. Maybe
(here I'm dreaming) you save a little money, in the bank or in company
retirement accounts. Retirement accounts are money machines for young
people because you have so many years to let them grow untaxed. By the
end of the decade, you get married, have a baby, buy a house. (You
save for a house the old-fashioned way—Dby borrowing some of the down
payment from your parents.)

Ages 31 to 45. You don’t know where your money goes. Bills, bills,
bills. College is a freight train headed your way. Maybe (here I'm dreaming
again) you start a tuition savings account. Money still dribbles into retire-
ment savings, but only if your company does it for you—by taking it out of
your paycheck before you get it to spend. When you're pressed, you open
a home-equity line and borrow money against your house. This is a good
time to start a business or get more education. Invest in yourself and hope
fora payoff. =

Ages 46 to 55. You do know where your money goes: to good old
State U. At the same time, you get the creepy feeling that maybe you won't
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live forever. You thrash around. You buy books about financial planning.
You haye an affair. When all else fails, you start to save.
bl dea flaga (gl
Ages 56 to 65. These are the fat years. You're at the top of your earning
power, the kids are gone, the dogs are dead. Twenty percent of your salary
can be socked away—which is lucky because you will need extra money
for your children’s down payments (kids never really go away). Consider
long-term-care insurance.

Ages 66 to 75. How golden are these years? As rich as your pension,
Social Security, and the income from the money you saved. Start out by
living on the first two. Let the income from savings and investments com-
pound for a while, to build a fund for later life.

Ages 76 and Up. Quit saving. Spend, spend, spend! Forget leaving
money to your kids—they should have put away more for themselves. Dip
into principal to live as comfortably as you deserve. This is what all those
years of saving were for. '

z &

You say you can't find your place on the cycle? That's no surprise.
Almost no one lives exactly to order anymore. There are a million ways of
getting from birth to death and they all work. If you fall behind financially
during any decade, you'll need a plan for catching up.

You Have Your Children in Your 30s. It seemed like a smart idea at the
time—diapers tomorrow but never today. No one told you that in your 50s,
you'd be paying for college just when you were trying to save for your own
retirement. (And even if they told you, you'd never have believed you
would ever be that old.) You might have to choose between sending your
children to a low-cost college or shortchanging your own future. Maybe
vour children will have to pay for their education themselves. The moral,
for those who can think ahead: save more in your 20s, using the discipline
of tax-deferred retirement plans. These plans penalize you for drawing
money out, so you're more likely to leave it in.

You Get Divorced and Start Over. Divorce costs you assets and income,
with the greater loss usually falling on the woman. She rarely can earn as
much money as her ex-husband takes away. For the man, a new wife and
new babies might mean that college-tuition bills will arrive in the same mail
as the Social Security checks. Unless you're rich or remarry rich, divorce is
a decision to cut your standard of living, sometimes permanently.
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You Don't Marry. You lack the safety net that a second paychec:k pro-
vides. On the other hand, there’s usually no other mouth to feed. You can
start saving and investing earlier than most.

You're Married, with No Children. You've got nothing but monéy and
plenty of it. You are one of the few who really can retire early, not just
dream about it. e

Life Deals You an Accident. A crippling illness. Early widowhood. A
child with anguishing medical problems. A family that has always saved
can make it through these tragedies. A family in debt to the hilt cannot.

Youre Downsized. That's today's euphemism for getting fired. The
money in your retirement plan goes for current bills. Your next job pays
20 percent less, with no health insurance or retirement plan. The millen-
nium plays hardball. But you can still secure your future by downscaling

your life to match your income. There’s honor at every monetary level of
life. - :

You Get the Golden Boot. A forced early retirement. Sometimes you see
it coming, sometimes it catches you blindside. You get a consolation prize,
in a lump-sum payout or a higher pension for a retiree of your age. But you
lose five to ten years of earnings and savings. This risk is the single strongest
argument for starting a retirement-savings program young. At your age, a
new job will be hard to come by, but you can't afford to retire for real. So
it's project work, part-time work, unexpected work like clerking, to pad out
your early-retirement check.

Memo to All Workers: Employers don'’t care that you've worked hard
and late, that you haven’t been sick in a dozen years, or that every supervi-
sor you've had thinks you're hot stuff. They ask only: What have you done
for me lately? Is your job essential to business today? Are your skills the
right ones for business tomorrow? Few people hold a job anymore. Instead,
we have talents that we sell to employers for various projects, some longer
term than others. In this kind of world, nothing is more important than
continuing education and upgrading skills. ‘

WHO NEEDS WHAT WHEN

The number of financial products on the market today—bank accounts,
insurance policies, ‘annuities, mutual funds—I estimate conservatively at
two zillion point three ($2.3Z). Most of them nobody needs but buys any-



EVALUATING A USED CAR
(NOTE: Exotic cars are more expensive to maintain and repair than common models.)

RESEACH BEFORE YOU SHOP: Go to Edmunds.com and explore under "Used Cars" and
"Discussion Groups." The more you know about a model in which you are interested, the better

a deal you can negotiate.

Step 1. At First Glance: (Do not shop for used cars on a rainy day; the rain will hide a

bad paint job and discourage you from doing what you need to do.)

Beware of newly painted cars—could be a cover-up of problems

Has it been parked outside? That is hard on the paint job.

Are there many dents or mismatched areas of paint or poorly fitting body
parts? If so, this car could have been in an accident.

Look in the glove compartment for signs of water damage—could have
been in a flood. If so, do not buy it!

Look inside for wear on seats, headliner, and pedals. Could mean future repair

bills.

Step 2. Look at the Tires and Underneath the Car:

Are tires and spare unevenly worn? Could be a problem with the
suspension. At minimum, you will need to buy tires.

Look underneath for any drips. Where are they coming from?
What color, feel, and smell does the fluid have? (clear is water
probably from air conditioner or the windshield washer; oil means a
leak—a problem; green and sweet smelling is coolant—a problem; red is
transmission fluid—forget it! Transmissions cost $1 to $2k to fix.)

Look underneath for rust: rust on the body will only get worse (a new pain
job will cover it but won't fix it); rust on the frame--forget it.

Inside of the wheels for signs of leaking brake fluid—a problem to fix.

Stand up; bounce the car at a corner (stand on the bumper and jump off).
If it bounce more than twice the shocks will probably need replacing.

Look at the exhaust pipes and the muffler? Do you see holes or metal
flakes? If so you may need to repair or replace it soon. Lower your offer
by at least $200.
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Step. 3 Check Under the Hood:
Look for mismatched bolts—it means that a part has been replaced. Not
necessarily bad.
Look at underside of the hood for signs of sprayed fluids. What is leaking?
Look for an oily and possibly dirty film—there is an oil leak somewhere.
Look at the belts and hoses for cracks and fraying—a minor problem but
will need replacing or they will cause a breakdown on the road.

Step. 4 Listening Test:
Sit in driver’s seat with car in park. Turn key the on—does it start right up?

If not, why not? If it needs a tune up, have the old owner do it and

call you back then.

Have a friend watch the tail pipe for smoke as you start the car and it warms
up. White smoke that quickly dissipates is normal—water vapor in
exhaust system. Blue smoke is the worst—burning oil, meaning there is a
bad oil leak. If so, forget this car.

With the hood open and the motor running do you hear clicking sounds?
Could be a valve problem or a bearing--neither is good!

Step. 5 Check Oil and Brake Fluids:

With engine warm, shut it off and let it sit for a few minutes for the fluids to
settle.

While you wait, check the break fluid reservoir—is it above the “MIN”
line? If not, DO NOT take for a test drive—it may be unsafe.

Now you are going to check the oil;
a. Pull the dipstick and wipe it off on a rag or a paper towel.
b. Before reinserting, study the markings on the dipstick to be sure

that you understand how to read it.

c. Reinsert it and read the level; if is low , assume that the car has not

been well maintained.

d. Dirty oil is not a useful indicator of any thing other than the
possible need of an oil change; frothy oil may
mean a leak somewhere; metal fragments in oil--walk away
now! This is a sign of major engine failure.

Step 6. Check All Lights to see if Ready for Safe Operation:
Test all lights, signals, and the horn to be sure that they work.

(This is again where you need a friend to help you.)
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Step 7. Controls and Displays
Return to the drivers seat and check the following before starting the engine:

Play in the steering wheel--it should move no more than about 2 inches
without hitting resistance.
Play in the clutch--if it goes too far before engaging, the clutch needs
to be adjusted if not replaced.
Play in the brake pedal--if it is squishy rather than firm and there is
plenty of brake fluid in the reservoir (Step 5 above), the
master cylinder may need replacing, a repair costing 100s of
dollars.
Fasten your seat belt.
As you start the engine, look at the instrument display to be sure that
warning lights blink on and then go off--you are trying to get an idea if all
the indicators work.
If there are gauges, verify that they are all operating in the safe range.

Step 8. Pre-Test Drive Tests:

Test everything—radio, tape, CD, AC, the heater (when the engine is warm), all
windows, the wipers, the window washers, the trunk (is it wet? This would
be caused by a leak somewhere—hard to find.), the spare (is it inflated and
usable?), are all the things there needed for changing a tire?

Turn off the radio and air conditioner once you know that they work—test the car
with the windows open and then closed so you can hear the sounds of the
car.

Set the emergency brake and put the car in gear. Does the emergency brake
restrain the car? If not it may need adjusting or the car may need the
brake pads replaced. (cost: 100s of dollars)

Release the emergency brake and let the car roll at idle speed--do not touch
the accelerator--then test the brakes. Do they stop the car
satisfactorily? If not, DO NOT DRIVE IT! It is UNSAFE!
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Step 9. The Test Drive:
As you drive, as soon as it is safe test the brakes again at about 15 mph:

Do they pull to one side? If so, they need to be adjusted--not
necessarily a major problem, but it should be taken care of or the
price should be reduced.

Do they screech? The brake shoes are worn and need replacing.

This is moderately expensive but is a normal repair.

Do the brakes fade (stopping range varies)? Could mean the brake shoes

are worn and need repair.

Do they shudder? This suggests and uneven brake rotor, a costly repair.

Repeat these tests at 30 mph and 50 mph.

Step 10. Further Testing the Suspension:
Does the steering wheel shake as you make a turn? This indicates a suspension

problem, a more expensive repair.
Does the steering wheel vibrate as you accelerate to expressway speed? If so,
there could be an alignment problem, a less expensive repair.

Step 11. Testing the Transmission:
Does the car have a manual transmission? Clutches eventually do go bad and are
expensive to replace.
Is it tough to shift--stick or feel stiff?
Does it slip out of gear especially right after shifting? Clutch problem.
Is there a grinding sound? That means clutch or transmission problems.
If it grinds just in one gear, it is most likely in the transmission.

Does the car have an automatic transmission?

Does it jerk as it moves from gear to gear?

Does it seem to remain in one gear too long?

Does it fail to accelerate as you rev the engine? (Watch the tachometer.)
Any of these could mean the need for adjustment or repair—both risky and
possibly expensive. Get an estimate for repair before buying.
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Step 12. Testing the Engine Compression:
As you drive on the open highway, find a moderate hill to climb.

Does the car climb the hill easily or does it require a lot of acceleration?
(Watch the tachometer.)

As you go down hill, remove your foot from the accelerator to see if the car slows
on its own? If not, carefully down shift and try again? If the answer is noi4
either case, this could mean the need for repair of the rings, a major
expense. A mechanic could easily give you a more definite answer.

As you go down a hill with the windows down—and the transmission in neutral,
If safe to do so—listen to the sound of the car. Any squeaking not related
to whether you press the accelerator or not, is in the wheels. Squeaking
may mean a bearing in a wheel need to be replaced. After stopping, feel
the hub--if it is too hot to touch, that is another sign of a bad bearing.

Step 13. Testing the Differential:
After you stop, put the car in reverse, accelerate and stop several times. Did you
hear a clunking sound? That would be the differential—an expensive
repair.

ONCE YOU OWN THE CAR--You may want to visit http://www.jonko.com/--for car repair
tips.

POWER LIBRARY TIP

EBSCO Publishing - Auto Repair Reference Center - THE 2004
INFORMATION WILL BE ADDED INTO THE DATABASE AT THE
BEGINNING OF 2005. Supplied by Point 5 Technologies with complete
automotive repair information supplied by Nichols Publishing,
publisher of Chilton® information. Most major manufacturers of
domestic and imported vehicles are listed. Repair information is
available for most manufacturers as far back as 1954.

GOOD LUCK! Buying a used car is always a risk but should be cheaper than buying a
new one.
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Jane Bryant Quinn. "Kids Will Be ... Daytraders?" Newsweek March 1. 2004

Internet games are a fun way to get students interested in stocks. But then what? Let's
teach them diversification, not the art of short selling

Who are those kids hanging out by the school computers and shouting, "Buy
Cisco, sell Intel"? They might be yours, using play money to bet on stock
prices in class. Durmg the stock-market bubble, young gunslingers
sometimes sklpped school to trade the hot tech stocks with real bucks. Now
they're back mowing lawns, but stocks remain a vivid presence in many
classrooms.: K|ds as young as 8 are learning that KO is the ticker symbol for
Coke.

But should they? Or are there smarter ways of teaching the young about
markets, business, profits and economics? '

The focus on stocks springs from zippy Internet games, used by some
750,000 students last year, mostly in the upper grades. Kids love them. They
organize teams, get a virtual $100,000 to invest, then trade stocks as if they
were baseball cards. At the end of 10 weeks,, the team with the biggest profit
wins, usually T shirts or small cash prizes from local sponsors. The most
popular programs: the Stock Market Game, from the Securities Industry
Association, a trade group for brokerage firms and investment banks; and
the Stock Market S:mulatlon from Stock-Trak, a company in Duluth, Ga.

The kids are daytradlng, of course—whisking in and out of stocks. It's the
only possible choicein a short, exuberant game. Along the way, teachers use
textbooks or downloaded lesson plans to explain how the stock market works
and its place in the economy. Some schools offer stand-alone finance and
econ courses; others embed the material in history or social-studies classes.
The games also turn up in math classes, to help teach percentages, decimals
and fractions. "The play gets the hook in," says Bob Duvall, head of the
National Council on Economic Education. "Then can come the important
concepts."

Ah, the concepts. There's the rub. The economics lessons look great. The
better that students learn how to use economic reasoning, the sharper voters
and savers they'll be.

Advertisement

Making the Most of Your Money by Jane Bryant Quinn

Other books by Jane Bryant QuinnWhen it comes to investing, however, the
teaching takes a wrong turn. I've looked at the textbooks and lesson plans
and found little or no discussion of mutual funds, diversification, asset
allocation or holding for the long term. Instead, they glamorize stocks,
stocks, stocks—going so far as to explain short selling and margin buying to
16-year-olds. What's the point, when the first investment young workers will



face is a choice of funds in a 401(k)? "The games get kids interested," says
John Morton, vice president of curriculum development for the NCEE "but
then they teach them the wrong things."

When Morton taught classes, he says, he always had students create a
dartboard portfolio—picking stocks by throwing darts at the newspaper
listings. One year it beat the stockpickers for the state championship. (For
himself, Morton buys index mutual funds.) Fred Floss, a professor at Buffalo
State College in New York and co-director of the Buffalo Center on Economic
Education, tells kids that to win in 10 weeks they'll have to "do the opposite
of what's good investing in real life." (Floss buys index funds too—is there a
message here?).

Viewed through an academic eye, stock-market games expose kids to a
critical part of the economy that their parents may not know much about,
says Jim Charkins, head of the California Council on Economic Education, -
"but you. don't want to give kids a false impression of investing."

Getting the story right depends on the teachers who choose the materials the
class will see. It also depends on state councils and centers for economic
education that help train the teachers and write the lessons they'll probably
use.

Both the schools and the centers seem to be taking the daytrading critique to
heart. The NCEE is rewriting its basic textbook to add, for the first time, a _
section on mutual funds and diversification. The Florida Council on Economic
Education wrote a basic financial-planning guide for both students and
parents. In Idaho, one of just seven states to require high-schoolers to study
some personal finance, the council is preparing a test to assess how well
basic principles are being taught. Even the SIA's manual and Web site will
add mutual funds this spring, although not as a core investment. "You can
say what a mutual fund is, but there's not much more to be learned," says-
Don Kittell, the SIA's executive vice president. (I can think of a few things,
but let that pass.)

John Morton's dream teaching tool would be a mutual-fund game, where kids
create portfolios for a certain objective, such as income, security or growth.
They'd win if their plan succeeded over various historical periods. Memo to
the Investment Company Institute, the mutual-fund trade association: These
kids are your next customers. Why are you ceding their hearts to sellers of
stocks?

Still, it's nice to see some nod to finance and economics in the schools. Most
school boards don't consider it a priority, says Dara Dugay of the JumpStart
Coalition, which promotes financial literacy. They figure that kids can learn
about money at home. Memo to parents: for lesson plans, try the
clearinghouse at jumpstart.org or aaii.com. You may learn something, too.
© 2004 Newsweek, Inc.



Learning the Tools of Investing
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hen asked why the great financial house of Morgan liad heen so
successful, J. Pierpont Morgan replied, "Do you suppose that's
hecanse we take money seriously?

Fhersonal finances is aserions business, and

Managing our pe

something we all must learn to do. We begin lile dependent on

womeone elses income and capital. But after we become independent, it is a re-
nature that we must not only support ourselves for the present
etivement. The hest theory ol saving that

maorseless fact of
but wnst also start saving money for s
ceonomists have is built upon this model of _.Qm.-n.sm.l.._ﬁ..,.m___,..__‘.m“ You must provide in
the long vears of prime working life for s___.": modern medicine has __...:n::.:.._._ m:.
potentially, decades of retirement. This life-cyele model won a 1985 Nobel Prize
for my MIT colleague Franco Modigliani, and it points up the need to learn the

rudiments of personal finance.
Learning to acquire wealth, however,

only part of the story. We must also
n old saying that “life
In each case,

learn 1o avoid losing what we have acyuired. There s

T ————————
insurance is sald, not bought.” The same goces for stocks and honds .
the broker is_guaranteed a profit, whether or not the customer benelits ._J:__ the
Lamsaction. Knowledge is the Gistomer’s only true ally in the world of finance.
vings to unscerupulous sales pro-

Some gullible victims have lost their lifetime
moters. One chap buys the Brooklyn Bridge. Another helieves a stranger who
asserts that gold will quickly double in price, with no risk of a drop in value: Such

“con’” (confidence) rackets get written up in the newspapers andd on the police

blotters every day.

e Ayl Lanvete, Ecs

I am concerned, however, about something less dvamatic than con arlists:
something that is not atall illegal, but that costs ordinary citizens a thonsand tine
more than outright embezzlement or frand. Consider two Eunilies. neighbors who
could be found in any town. They
had about the

rted alike. Fach worked cqually hard, and
wne income. But the Smiths have to make do with half of what the
Joneses have in retirement income, for one simple reason: The Joneses followeed
prudent practice as savers and investors, while the Smiths tricd to make o killing
nd constantly bought and sold stocks at high commissions.

The point is, it does matter w learn how lnancial markets work, and how von
an participate in them to your hest advantage. 1Cis important to know the diflier-
ence between common and preferved stocks, hetween concertible and zero-coupon
bonds. 1t is not diffierdt-to-find ot what mntual Junds are, and to understand e
difference hetween the suecessful Fund A, which charges no commission, or load
and the equally successtul Fund B, which does charge the biyer such o fee.

All investing involves risk. When T was a voungassistant professor, Tsaid prinly
to my great Harvard teacher, Joseph Schumpeter: “We should speenlate only witly
money we cm allord o lose.™ 1e gently corrected wme: “Panl, there is no such
money. Besides, a .;:.Mc_._m‘:._. isanerelyaninvestor who bas lost.”™ Did Sclmmpetes
exaggerate? OF course he did, but in the good canse of establishing the hasic poinl
of linancial management: Good past_performance is no guarmtee of the luture,

That is why-diversification is the golden vale, “Don’t put all vour cegs in one
hasket. And wateh all those baskets!” However, diversilication does not mean
throwing random darts at the inancial pages of e newspaper to choose the hest
stocks in which to invest. The miost diversificd steatepy of all would Le o invest
in a portfolio containing all the stocks in the compreliensive Standard & Poor’s 500
Stock Index. But rather than throw random darts at the financial pages to pick out
a few stocks, why not throw a luge bath towel at the newspaper instead? Buy a

bit ol everything in proportion to its value in the krger world: Buv more General
Motors than Ford, because GM s the higger company: boy General Flectrie as
well as GM hecause the anto industey is just one ol many industrics. That is called
being an index investor. Index investing makes sense hecanse 70 out of 100 inves-
tors who try to do better than the Standard & Poor's 500, the sober record shows,
do worse over :
Dol ta
of what writers and other experts say . and that includes heing skeptical of professors
ol ceonomics. So I wish readers Bon voyage! on their ernise to command the

30-vear period. ¢ T -

! { ‘

4 | I
my word for this. The second lesson in lnanee is to he skeptical

fundamentals of investing, On your mainship Hag, replace the motto "Nothing
ventured, nothing gained”™ with the  Latin words ~Caveat emptor- Let (e

buver beware. N
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Do you sincerely want 1o be rich? You're not alone. While the
American dream is litde more than “lottery delusions” for most
lolks, it needn't be. There is a way, and it isn't a get-rich-quick
scheme. Using the power ol compound interest, practically
anyone can pile up a million by retirement. All it takes is a
modest willingness 1o save and reasonable investments.

These charts show two ways 10 amass a million bucks. One
is the lump-sum approach, and the other way is to sock it to 'em
periodically. The first example presupposes you're 30 years old
with $10,000 in a tax-[ree IRA. If you make your investments
grow at a 15 percent average annual rate, which is impressive but
not impossible, you will have §1.3 million when you're 65.
Amazed? Such is the awesome power of compound interest.

What if you don't have $10,000? The second chart assumes
you're 30 years old and sock away $1,000 each ycar into your
IRA. You again make your boodle grow at 15 percent annually.
At age 65 you will have just over a million bucks. Is this
realistic? I think so, but it involves some “ils."” The 15 percent
rate isn't impossible. The S&P 500 has averaged better than that
over the last decade. But the example doesn’t account for infla-
tion. If inflation averages 4 percent annually, you will need 19
percent annually (15 plus 4) 1o amass the million dollars of real
purchasing power. This is tougher, but not impossible. More
than 30 mutual funds have grown faster than that over the last
decade.

Even if you consider that to be too much, think again.
There is still another obvious way, which these charts imply but
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‘Iwo Ways to Make a Million

don't clearly state. Try combining the two e¢llects and starting u
[ew years carlier. Il you start at age 25 and sock away $2,000 a
year into your IRA (lots of [olks are doing it), you will have buili
the $10,000 by the time you're 30. Il you keep socking away
$2,000 a year, and the whole kit and kaboodle grows a1 15
percent annually, you will have amassed a whopping $4 mi. lion
by age 65. To end up with a mere million bucks, you only need
to get a 10 percent annual return—hardly a high-falutin® goal.
The average stock on the New York Stock Exchange has cune
that well averaged out over the last 60 years (see Chart 12).

So, almost everybody in America can be o millionaire, We
ol the younger generation need not be concerned about a
bankrupt social security system il we plan individually {or wur
own future. This conclusion assumes that tax laws will continue
to allow us to invest money tax-free in IRAs and other t1x-
deferred retirement/pension plans. Let's hope the politicians
don'tstrip this “tax dodge' away [rom us, because il they do, 1:.¢
American dream of being a millionaire will return to pipe-
dream status for millions ol everyday Joe Lunch-buckets.

-1




‘Two Examples of the Power of Congouindulnterest

AT AGE 65
. I a young man al age $1.331.800 If a young man al age
M .\ 30 weretoinvesta a5 30 were 1o invesl
Z lump sum of $10,000 $1,000 each year and
and get a return of 15 get a return of 15 AT AGE
percent compounded percent compounded 65 -
annually, he would annually, he would $1,013,346 €8 —
have— have—
ATGAGE e
0
$662.120 AL A
T 499 =
AT AGE / S
AT AGE
ATipGE 3294 . 55 =
ATAGE gi6570 arace Al
AT AGE 45 ' AT AGE _ 45 —$117810 L
40 7 $81.371 .40 $54,717 ‘
§ $40,456 $23,349

Note: Examples assuma relnvestment of all dividends and payment [rom other income of taxes due on annual dividends.

" [’ Source: Reprinted from U.S. News & World Repurt, Co;!, b © 1968, U.S. News & World Report, Inc.
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Wealth Indexes for Classes of

Securities, and the Winner Is. . .

Stocks or bonds—which is better? While gentlemen prefer bonds,
stocks have been the best buy. Will it always be so? For an answer,
consider this classic chart. It comes [rom the well-known
Ibbotson/Sinquelield study published by the Financial Analysts
Research Foundation (available in most libraries). The study
measured rates of return provided by classes of securities. This
study, along with the equally well-known Fisher/Lorie study,
proved that stocks have done better than the other investments.

Starting in 1926, which eliminates any temporary distor-
tions from the Great Depression, the study showed that a dollar
invested in the average of all New York Stock Exchange (NYSE)
stocks in 1926, including appreciation and dividends, would
have become $211.20 by 1985—a 9.3 percent annual rate of
return. This return is far higher than the 3 percent average
annual inflation rate. But the return generated by T-bills and
long-term government bonds just matched inflation. Even more
interesting, they found a phenomenal 12.2 percent average
annual return from so-called small stocks. This is now well
documented and called the “small-firm effect.”” Interestingly, it
isn't about small firms—just ones that aren’t worth much in the
market. Small stocks are defined as the 20 percent from the
NYSE that each year have the smallest total market value (price
times total existing shares of stock). These “small stocks™ did
much worse than everything else during the Great Depression
but later made up for it, plus a lot more.

Why did stocks do better than bonds, and small stocks better
than stocks in general? There are conflicting views. Folks who

are partial to bonds think inflation played a key role, which may
no longer be true if inflation stays dormant. Others think the
favorable capital gains rate on appreciation of stock prices was
important. This will vanish with the 1986 tax legislation.

Folks like me, who like stocks, see businesses as people—
who are inherently flexible in the long-term and able to adjust o
changes in the world as they develop—and thereby provide
improving profits and better potential returns. Why did the
small stocks do so well? Smaller companies may be more flexible
and even better able to adjust to the world than bigger compa-
nies. And bigger companies whose total stock market values are
low (probably because they’ve had troubles and the stock has
been flattened) have almost certainly felt severe pressure (o
adjust and may, after the problems, be able to adjust better than
their less troubled brethren.

If you believe in businesses as groups ol problem-solving
people, you'll take this chart’s lesson to heart and be a lile-long
holder of stocks [rom the market's lesser names (not necessarily
the most speculative stocks—remember, all the stocks studied
here were on the NYSE). But skeptics can take heart {rom other,
longer charts (see Chart 51) and conclude that many trends
lasting 55 years and longer [inally turn and dust their previous
benefliciaries. Maybe in the next 55 years stocks won't adjust so
well.
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Wealth Indexes of Investments in the U.S. Capital Markets, 1925-1985

YEAR-END 1925 = 1.00

1000. 0+ 995.68 12,24 annualized
317
211.20 9.3% annuallized
100. 0+ .
a
COMMON STOCKS
10. 0+ 8.42 J.6% annualized
6.94 3.3% annualized
LONG-TERM " 5.88 3.0% annualized
COVERNMENT BONDS__ /"""
el
71
rd Y _.
1. 0- 4
0.1-
ﬁl«lﬂi ------ «--l\-<--dl<|l.1<< rrerT T Ty T Y v | B i | -»1][—-
1925 1935 1945 1955 1965 1975 1985

Source: Roger G. Ibbotson and Rex A. Sinqefield, Stocks, Bonds, Bills, and Inflation: The Past and the Future,

1985 Edition, Monograph

Numbgg. 15, The Financial Analysts Research Foundation, University of Virginia.
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Have you ever wondered how often bull markets come around?
How about bear markets? These two charts tell it all in a very
simple [ashion.|They come [rom Martin J. Pring's book Techni-
cal Analysis Explained: An Illustrated Guide for the Investor,
which is a greal source of charts. What you see is that between
1929 and 1977 tljere were nine major bull market trends and nine
major bear markets. That means that over the 48 years shown, a
full boom/bust| cycle has occurred about every 5.3 years (48
divided by 9 is §.3).

This chart jalso describes the relative length of the major
bull market and|bear market trends. A quick glance shows that
the 1929 decline [asted about two and a hall years. The 1937-1942
downtrend was [the longest at a monstrous [ive years. The
1946-1949 decling lasted three years, and the 1953 decline only
one year. The 1956-1957 decline, while more of a plateau than a
bust, lasted two years. The 1962 and 1966 declines each lasted just
onc year. The 1968-1970 decline was about one and a hall years,

r{/bnﬂ( H¢| ﬁshl"’ Tlll

and the 1973-197

decline was two ycars.

When you tally them, you sce that out of 48 ycars only about
19 years were perjods ol major downtrends, or about 40 percent

ol the time. Those¢

9 bear market trends lasted a little more than

2 years cach on average (19 divided by 9 equals 2.1).

Interestingly,
1937-1942 decline,
would then be 14 y]
average downtrend

il you disregarded the exceptionally long
the result wouldn't be much diflerent. There
cars representing 8 major downtrends, and the
would have lasted 1.75 years (14 divided by 8).

|
LJ;’L ” Qlc(.{— {{j;j/f& (N_r = (-04/(&/‘,#0"7 ﬂ(‘dﬁl/ (’f! d/) i 6 (f’ ‘)-

Nine Major Stock Market Cycles

*

”
So anyway you figure it, bear markets averaged just about2 years
per bust. 3

By contrast, the bull markets averaged about three ycars
apiece. The 1932-1937 market rose for [ive years, and the
1938-1939 not quite two years. The 1942-1916 market lasted fou
years. The market rose two and a hall years [rom mid-1949
through 1951 and two years from 1954 through 1955. The
1958-1962 bull market lasted four years, the 1962-1966 market
three and a hall years, the 1970-1973 market two and a hall years,
and the 1974-1976 market two years. That is a total ol 27% years,
which means the average bull market lasted 3 years. The market
was in a major bull market trend almost 60 percent of the time.
Again, throwing out the superlong 1932-1937 bull market, as
you did for the comparable bear market, the average would still
be 2.8 years (22,5 divided by 8 equals 2.81).

Conclusions? The historical odds are stacked against pessi-
mists, but not overwhelmingly. You can cxpect that the market
will be rising about 60 percent of the time and falling 40 percent
of the time. Note that the 1987 bull market, which started rising
in August 1982, is a [ull four years old at the time of this
writing—quite old by historical standards. Only three of these
nine bulls lasted as long. None lasied still another year. That
indicates caution. ‘




Long-Term DJIA Showing Bull and Bear Trendlines, 1929-1977

Long-term Dow showing Important bull-market trendlines.
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Corporations need, on an on-going basis,
money to continue research and development
of goods and services, to purchase and re-
place tools and machinery and to expand their
production capabilities. Corporations have
three methods available for raising new capi-
tal in the private enterprise system:

1. retained earnings — putting money from the
company's profits back into the business after
taxes and dividends, if any, have been paid.

2 borrowing—taking out loans or issuing
bonds which are sold to investors.

3. equity financing—issuing new shares of
stocks.

Although we frequently hear the words
“stocks and bonds” used together, these two
types of securities differ significantly. A per-
son who buys a bond essentially is lending
money 10 the issuer of the bond (usually a
company or a branch of government). The is-
suer of the bond promises to repay the
amount of the loan at a specific time (called
the date of the bond’s maturity). Between the
time the loan is made and the date of maturity,
the issuer also promises to pay the bond-
holder a specified amount of interest at speci-
fied intervals.

On the other hand, a person who owns
stock in a company has not loaned money to
the company but rather has become a part-
owner. Shares of stock represent equity in the
company. As a part-owner of the company,
the stockholder shares both the risks and the
rewards of doing business. If the company
prospers, the stockholder profits, either in the
form of dividends (payments to the stock-
holder from the company) or capital gains (an
increase in the value of the stock over the
price which the stockholder originally paid) or
both. If the company should fall on hard times,
however, the stockholder might find dividend
payments reduced or eliminated, and, should
the stockholder decide to sell the stock, he or
she might be forced to take a lower price than
that which was originally paid.

Companies may issue common stock, pre-
ferred stock, or both. Owners of common
stock are entitled to receive voting rights in
the company; each share usually equals one
vote in the election of the directors of a com-

© Mew York Stock Exchange. Inc. 1985
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pany and on some issues. Stockholders also ‘

may receive dividends, with the amount and
frequency determined by the board of di-
rectors. Owners of preferred stock accept a
fixed dividend and may have reduced voting
privileges in exchange for the company’s
guarantee that it will pay all dividends to pre-
ferred stockholders before it pays any divi-
dends to common stockholders. Owners of
preferred stock also are guaranteed prior
claim on the company's assets in the event
of liquidation.

Read the following statements and fill in the e _aic'
blanks to make the statements true. o

; Securities inthe -

1. Corporations need new
research and development, improvement of
capital goods, and growth.

2 Corporations have three ways, in the private
enterprise system, to raise new capital:

for

American Economy.- —

3.2 own equity in the
corporations.

4 A ismuchlike an 10U or promis- |
sory note in that it is a loan which should be I

repaid.
5. Dividends are paid first to

stockholders before
stockholders.

6. Individual common stockholders have a
voice in company decisions by voting on some

company and for the

1. Among the investors in bonds, common
stocks, and preferred stocks, those taking the

greatest risk are the *
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Stock Exchanges 0TC
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By studying the diagram illustrating the or-
ganization of the stock market, you can begin
to appreciate the complexity of the market
and the wide variety of options available to
the investor.

Primary markets are those markets where
stocks are offered for sale the first time.
When a new or expanding company decides
to offer new shares of stock to raise capital,
the company normally will solicit the services
of investment bankers, who, after determining
that the stock is worthwhile, will buy a large
block of the stock and offer it for sale to the
public at a price the investment bankers
believe to be fair. After this initial sale, all
subsequent transactions take place in the
secondary markets.

A stock exchange is simply a marketplace
where listed stocks (those which have been
approved by the exchange for transaction)
can be bought and sold. Through the ex-
changes, representatives of buyers and sell-
ers can meet to trade on behalf of their
customers. Exchanges function as auction
markets. When these representatives, called
members of a particular exchange, agree on a
price, a transaction is made. Prices are deter-
mined by an open auction market in which
buyers try to buy at the lowest possible price
and sellers try to sell at the highest possible
price.

The exchanges themselves do not own the
stocks that are traded, nor do they influence
or set the prices on the stocks. The ex-
changes do, however, provide a marketplace
which is highly competitive and which offers
investors the advantage of liquidity (the ability
to buy and sell quickly). Because of the ac-
cessibility to the stock exchanges through the
nationwide network of brokerage firms, inves-
10rs in remote towns have the same access o
securities as the investar on Wall Street.

By far the largest of the stock exchanges is
the New York Stock Exchange (NYSE). Estab-
lished in 1792 to facilitate securities transac-
tions, the NYSE now provides the marketplace
for most of America’s leading corporations.

Trading of small companies or relatively
new stocks as well as bonds often occurs in
the “over-the-counter” (OTC) market rather
than on the stock exchanges. Dealers repre-
© Mew York Stock Exchange, Inc. 1985

senting individual investors throughout the
country trade mostly over the telephone
among themselves. Because dealers negotiate
directly with other dealers, the OTC is de-
scribed as & negotiated market, as contrasted
with the auction market that exists on stock
exchanges.

In erder to help you appreciate the vital role
of the exchanges in the American economy,
the following questions ask you to consider
the impact upon the economy if there were no
stock exchanges.

1. What difficulties would companies encoun-
ter in offering stocks to the public?

2. What difficulties would individual investors
encounter when they wished to buy or sell
stocks?

3. How would the flow of capital in the econ-
omy be affected?

4. How would a reduced flow of capital atfect
the standard of living?

List at least two differences between the
stock exchanges and the OTC.

The Organization

of the Stock Mark




Buyer
1
Decides to investigate
purchase of secunties
2

Consults broker, 2 member of
NYSE. Gets quote on ABC

Exchange

Seller
1
Decides to sell 100 shares of
ABC stock
2
Contacts broker, 3 member of

NYSE, for quote on ABC stock
stock
Brokers using market data
system give quotes 1o their
customers.
3 4 4
Decides to buy at current Decides to sell at current
market price market price
Brokers send orders to floor
of NYSE
5
Floor members representing

buyer and seller meet on floor

If the DOT system is used, the

7 order is executed directly at
Brokers representing buyer the Post
and seller agree on a price I
8
Transaction is entered on

computer

9

Report of transaction appears
on ticker tape

10

Electronic devices process
transaction in the two

1
Settles account within five
days by paying for shares and
receiving verification

An investor deciding to buy or sell stock
10uld give the broker specific instructions,

alled “orders.” Some of the most comman
pes of orders are:

market order or at the market—an order to
ly or sell at the best price available.

limit order— an order to buy or sell at a spe-
ic price or better. The broker will try to get

2 best price possible for the customer, but

2 broker cannot sell below or buy above the
lit figure,

3TC (good til cancelled) order—an order at
pecified price which remains good until the
ker executes or the investor cancels it.
ound lot arder—an arder to buy or sell
ck in multiples of 100 shares.

1dd lot order— an order to buy or sell stock
wmbers of shares less than 100. Note that
ind lot and odd lot orders can be combined
h any other type of order.

[ew York Stock Exchange. Inc. 1985

brokers’ accounts

11
Settles account within five
days by collecting money and
surrendering stock

In each of the following cases, indicate
which of the first three types of orders listed
above the investor has issued to the broker.

Then label the order as an example of round
or odd lot

1. Barbara Chavez tells her broker that she
wants to buy 100 shares of ABC stock but that
she is not willing to pay more than 33%.

2. Phillip Matthews tells his broker he wants

to sell 200 shares of ABC at 32% until he noti-
fies him otherwise.

3. Wendell Walker tells his broker that he
wants 1o buy 25 shares of ABC stock at the
best price currently available.

4. Felicia Johnson tells her broker to sell 135
shares of ABC stock at 20.

The Process ...

. of Trading a Stack
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New York Stock Exchange Transactions
Monday, January 23, 1984

Stock Div. P/ERatio 100
5.40 3 11476
CocaCl (268 13 1135
Exxon 3.20 7 5626
G Mot 7_30@ 9 5914
G Mot 3.75 - 1
IBM 3.80 13 13327
McOnid| |1.00
RCA pf 3.50 - 780
Sears 1.52 1 3518
1 4. 2 3.5 6

_1. Abbreviated name of the corporation
issuing the stock. Stocks listed are common

unless an entry after the name indicates
otherwise.

2 Rate of annual dividend —for this stock,
$2.68.The amount is an estimate based on.the
last dividend payment

3. Letters following the dividend number indi-
cate additional information. Here, the “e” des-
ignates the stated amount as declared or paid
so far this year. Other symbols are explained
in tables accompanying the stock tables.

4.The"pf” following the name of the stock indi-

cates a preferred stock

5. The price of & share of stock divided by

earnings or profit per share for the last
12-month period. '

6. Number of shares traded for the day ex-
pressed in 100°s excluding odd lots—for this
stock, 223,200. The letter “z” preceding an
entry indicates that the number is the actual
number of stocks sold.

7. The highest and lowest prices paid for the
stock during the day’s trading—here, the
highest. $69.50, the lowest, $68.25.

8. The last sale of the day was at this price.
(The amount here, $33,00, is $1.00 lower than
the preceding day’s closing price.)

( © New York Stock Exchange, Inc. 1985

High Low Close  Chg.
66 65% 66% + A
52 51V 51% -

3% 3% /% +V
% 6% 6% %
3% 3% 3%+

7% 116

116% -h

In interpreting the stock tables, you will no-
tice that stock prices are given notin dollars

and cents but in-points and fractions of points.

However, one stock point equals one dollar.
Thus, a quoted price of 404" means that the
price of the stock is $40.50. A stock which
closed at “22%" sold in the last transaction of
the day for $22.625 per share. How much is %4

of a point worth?

In the blanks following each question, pro-
vide the correct answer from the newspaper
table printed above.

1. What is the rate of dividend for Sears
stock?
2. How many shares of General Motors com-
mon stock were sold on this date?

3. How much did the price of McDonald's

change during the day (expressed in dollars
and cents)?
4. At what price (expressed in dollars and
cents) did McDonald's close?

5. How has the price of IBM changed since
the previous day (expressed in dollars and

cents)?

B. Which of these stocks paid the highest divi-
dend lastyear?

7. Which stock(s) had the highest P/E ratio last
year?

——
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Activity One

1 bond: An 10U ssued by a cor-

parauion or branch of govern-
ment 10 3 person who has
loaneZ 1 money The bond 15 3
promise 10 repay the loan at a
specified time and 1o pay 2
specified rate of interest at
intervals

2 capital gains: the profit from

3

the sale of a secunity sold a1 a
higher price than that which
was paid for it.

. capital goods: the machinery,

tools, equipment, etc., used in
production. {The word capital
used by itself may mean goods
as defined here or money.)

. capital loss: the loss from the
sale of 2 security sold at a
lower price than that which
was paid for it

5. common stock: 2 type of

stock which entitles the stock-
holder to voting rights in the
company and to dividends (at
the discretion of the Board of
Directors). Most available stock
are common stocks.

.. dividend: payment by the is-

suers of securities ta the hold-
ers of the securities.

7. equity: ownership in @ com-

pany. New stock issues are
called equity financing because
they enzble compzanies 10 raise
money by selling shares of
ownership or equity in their
companies.

2 maturity: the daie wnen the
amoun: loaned 1o the 1ssuer of
2 bong is to be pa:d back to
the bondholder.

9 preferred stock: a type of
siock which guaraniess the

siockholder 2 fixed rate of divi-

gend to be paid bafore divi-
dznds 2= paid to common
stockhoigers. Additionally,
owners of preferred stock have
prior claim against the com-
pany’s assets in case of hg-
uigation

10 retained earnings: profils re-
1ained by a company, atier
1axes and divioends, 10 be put
bach in1o the company's opera-
hions

11 securities: commonly selers
10 stocks anc bonds

R
Activity Two

1 investment bankers: those
who initially buy new stock or
bond issues for sale to the pub-
lic.

2. liquidity: the ease with which
assets can be bought and sold.

3. listed stock: those stocks of
companies approved 10 be
traded on 2 particular
securities exchange.

4 over-the-counter [OTC): & term
referring to stocks and bonds
not traded on 2 stock ex-
change. These transactions
occur basically between brok-
ers and dezlers who contact
gach other vig telephone.

5. primary market: the first mar-
ket in which new issues —
bonds, preferred stock or com-
mon stock — are sold by com-
panies 10 acquire new capital.

5. secondary market: 8 market
in which stocks are bought and
sold after their primary issue.
The New York Stock Exchange
1s such a market.

7. stock exchange: 2 mar-
ketplace in which representa-
tives of buyers and sellers can
mest 10 try to get the best
pessible prices for stocks of
listed companies for their cus-
tomers.

R
Activity Three

1. Consolidated Tape: an elec-
11ONICS COMMUNIZ2TIoNS SySiem
which regoris transactions on
3l major markels immediately

2. DOT (Designated Order Turn-

adoutl. a system for transmit-
uing orders directly between 3
broker’s office and the trading
post on the floor of the New
York Stock Exchange for speedy
execulion

3 GTC (Good Til Cancelled)

Order: an order 10 buy Gf sell

stock at 2 specified price which
15 good unlil the customer can-
cels it.

4 intermarket Trading System

(ITS): an electronic link of
seven stock exchanges across
the country that allows brokers
and dealers to “shop™ more ef-
ficiently in various markets
across the country for the best
prices for their customers.

5. limit order: an order 10 buy of

sell stock at 2 specific price.

5. Market Data System: 2 com-

plex electronic system giving
instant access to the computer
that stores current prices bid
and asked on all stocks listed
on the NYSE. as well as statis-
tical and historical data about
those same companies. MDS
also transmits records of trades
16 the ticker tape almost in-
stantaneously.

7. margin buying: a method of

buying stocks which allows the
broker or lending institution 10
provide the buyer part of the
money needed to pay for the
stock

8. market order: an order 10 buy

or sell stock &t the best possi-
ble price when the order
reaches the trading post.

g National Clearance and Set-

tlement System: 3 system for
providing fast, accurzte proc-
essing of completed transac-
tions for brokers and dealers.

10 quote: the highest bid angd

lowes: cffer for 2 siock &t any
moment.

11. selling short: & stock trans-

acuion in which investors sell
shares of siock they do not

[

[
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own, bOITowINg the s510¢k 10
complete the transazuion, I
they are able 10 buy the stock
later at a iower price than that
at which they sold the bor-
owed stoch the difference be-
tween the two prices is profil.
trading post: an assigned
arez on the trading fioor of a
stock exchange where 2 desig-
nzted company’s stock are
traded.

Lo
Activity Four

L

~

)

5

-close: the last price at which a

stock was tansacted on g par-
ticular day.

high: the highest price paid for
a stock on a particular day.
low: the lowest price paid for 2
stock on & particular day.

net change: the difference be-
tween a particular day’s closing
price and the closing price on
the preceding market day.

P/E ratio: the price of a share
of stock divided by earnings

ﬁrofil} per share for a 12-
month period.

E. point: for stocks, one point

equals one dollar: for bonds,
one point equals ten dollars:
for market averages. a point
has no dollar equivalent — it is
just 2 point on & scale.

7. portiolio: various securities

owned by an individual or an
institution,

8. round lots (100's): the number

of shares of stock soid in a
day, usually exaressed in 100's.
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Activity Five

1 auction market: the system ol

trading securities through
brokers or agents on an ex-
change such as the New York
Stock Exchange. Buyers com-
pele wilh other buyers while
sellers compete with other
sellers for the most advanta-
geous price.

72 bear market: a market in

which prices are low or declin-
Ing.

2. regulatory pyramid: the var-

3. bull market: a market in which

prices are high or rising.

4. demand: stock wanled at 2

particular time and price.

5. supply: stock available for sale

at 2 particular time and price.

A

SRR
Activity Six
1. National Market System: &

cooperative venture within the
securities industry linking all o
the various securities markets
through electronic devices
which enable brokers and
cealers 10 shop nationwide for
the bes: prices for their cus-
tomers.

sy

f

e

A

10us levels of protection for the
securiies customer. From bot-

tom 10 10p the pyramid consists

ol. the individual member
fims of the New York Stock
Exchange; the New York Stock
Exchange: the Securities and
Exchange Commission; the
Congress.

. Securities and Exchange

Commission (SEC): the gov-
mental regulatory agency
which oversees the securities
industry.

4. seli-regulation: the policy of

an industry to diligently
monitor its own activities t0
assure its customers of the
best possible service (the
securities industry embraces
such 2 policy).

EETsaE
Activity Seven

1. annual report: reports issued

annually by corporations, de-
tailing the preceding year’s fi-

nancial status and plans for the

coming year.
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employee stock purchase
plan: an opportunity for em-
ployees 10 purchase their cor
pany’s stock at a favorable
price during their years of en
ployment.

growth stock: a stock which
expecled 10 increase in price
over a period of time, even
though it may provide no im-
mediate income.

income stock: a stock which
has a history and prospects of
paying good dividends, even
though its market price may
remain relatively constant

. investment goals: the deci-

sions investors make about
how they want investments 10
work for them (by increasing it
value, for example, of by pro-
viding regular income).

. routine expenses: recuiring

expenses for which one must
provide in a budget (Food,
clothing. shelter, medical czre,
taxes and transportation are
examples of routine expenses.)

. yield: in stocks and bonds, the

return on the investment Yield
is computed by dividing the
annual dividend or interest by
the current price of the security
or by the price originally paid
for the security.
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HEHASMADE
BILLIONSFOR
" YALEANDSAYS
* MUTUALFUNDS
. AREARAWDEAL
FORMOST FOLKS

_av1d SWGHSGH is easily the best money manager in higher

ducation. He may | be the best, period. In 20 years of running Yale Uni-
ersity’s endowment; yﬂ%nch has $15 billion, he has delivered average an-
ual returns of 16. 1%f-blomng away the typical college endowment’s re-
turn of 11.6%. Swensen,’ 51, author of Unconventional Success (Free
Press), spoke with TIME's DANIEL KADLEC on how mutual funds fail the

—TIME Your book trashes ‘the fund indus-

ry for. its high fees and misleading ads
advises folks to stick with index
idn't {John Bogle at Vanguard
beat you ifi_ﬂhié drum by, oh, a couple of
decades? il
Swensen If you'want to distill my book
into two pages, yes, it’s about indexing
being the best way for individuals to
invest. The costs are low, and you can
get true diversification. But it’s not just
about that. It’s also about investor be-
havior. Most people buy a fund after
it'’s gone up and sell after it’s gone down.
You can’t make money that way. My
hope is that people will understand
how to do the right thing—and stick
with it.

Al6  TIME INSIDE BUSINESS NOVEMBER 2005

.average Joe, why Petéf",L'ynch is misguided and how you should invest.

TIME What is the right thing? What is the
key to your success at Yale?

Swensen A truly diversified portfolio and
strong orientation toward equity or equity-
like investments. That part translates very
well to individuals, who can buy a broad
range of funds, including real estate. The
other part, though, is getting strong active-
management results. The individual just
cannot do that. They don’t have access to
the same managers that institutions use,
and they don't have the resources to prop-
erly evaluate what is available to them.

TIME Peter Lynch, the legendary market-
beating fund manager at Fidelity, says any-
one can beat the pros by paying attention at
the mall and asking a few simple questions.

Prem Fr

(

CEO SPEAKS

Swensen He is so wrong, and I'd
be happy to tell him that. It’s real-
ly, really hard to beat the market.
You can't do it by spending a few
evenings each week and a few °
hours on weekends putting to-
gether a portfolio. The few people
who can beat the market tend to
be obsessed.

TIME What assets should be in
every investor's bag?

Swensen Domestic, foreign de-
veloped and emerging-market
stocks, REITs, government bonds
and inflation-indexed bonds—all
through low-cost index funds.
Regardless of what happens to in-
terest rates and currencies, you
ought to get a decent result.

TIME On average, how much do in-
vestors in actively managed funds
lose from fees?

Swensen We found that the after-
tax shortfall of actively managed
funds compared to an index was
2.8% per year over 20 years. Put
another way: your chance of pick-
ing a managed fund that will
beat an index is less than 1 in 7—and that
doesn’t factor in sales commissions.

TIME Some might say you underestimate
the individual investor.

Swensen Individuals absolutely cannot
get it right. Most of us feed our winners
and kill our losers. But with investments,
if something is going well, we need to
think about paring back. If it's going
poorly, we need to think about nurturing
it. The evidence that people chase win-
ners is overwhelming. It’s not all their
fault. Mutual funds advertise funds that
have done well—just before they start
to lag,

TIME You could make $100 million a year
running a hedge fund. Why not jump?
Swensen [ love it here. There’s more to life
than accumulating a pile of money.

TIME Good thing. If you're right about mu-
tual funds, most of us have no shot.

Swensen If individuals follow a simple
recipe and stay diversified with index
funds, they’ve got a fighting chance. You
won't talk about it at cocktail parties, but
you should have success. : |
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Economics _ £
, - esearching Stocks an utual Fu
OBJECTIVES: 1. Learn how to research individual stocks on the internet
2. Learn how difficult it is to evaluate stocks.
3. Learn how to gather informat=z on mutual funds.
Directions for researching stocks:
. In the computer lab logon to the internet. .
Go to www.yahoo.com ' '
Click on “Finance” in the middle of the page.
Click on “Symbol Lookup” in the middle of the page.
Enter the name of the company you wish to research and click on “search.”
. “When the four letter symbol is displayed, write it down for later use, then click on the highlighted
symbol.
7. Look near the bottom of this homepage for the link "Profile" and click on it; read the Profile to be
sure that this is the company for which you were looking. :
8. Use the Equations for Basic Financial Analysis to evaluate this company.
a. Working Capital--
b. Current Ratio-- click on the companies name on the homepage; then scroll down the lcft

side of thc page and click on "Key Statistics." It is called "Price to Book" l ) 7
c. Book Value--" ] [(g‘ "
d. Return on Equity-- y 1Y, Y 97, a
e. Profit Margin-- S 6,54 7, -
f. Price/ Earnings Ratio—- " g q\ "

9. Remember, you need to invest in a total 01’J at least 8 but not more than 15 companies in a variety of
industries to achieve the safety of diversification. If this is too hard and too risky, go to 10.

Directions for researching mutual funds:

10. Return to www.yahoo.com.

11. Click on “Finance” in the middle of the page.

12. Scroll down and click on "Mutual Funds."

13. Click on "Fund Screener," scroll down to "Fund Performance" and enter 15% return for all time
periods. :

14. Scroll down to "Purchasing & Fees;" for Front Load select."No Load;" for "Total Expense Ration"
select ""less than,3." "

15. Search and record names of funds for further research.

16. Go "back" :

17. Scroll down to "education.” Click on "Mutual Fund Basics." Start learning more; you have a lot to
learn.

P.S. Visit the Morningstar.com site. Learn about its service. You can consult this source for free at
Ludington Library in Bryn Mawr.
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Important Notice: PAYMENT SCHEDULE CHANGE
can eliminate 7-10 years and $16,750 in interest charges off your $50,000 loan.

pre—

*based on 30 year loan Nationwide Biweekly Admin.

855 Lower Bellbrook Road
Xenia, OH 45385

L ]
1 : ) . 1) ‘=]
T ( ol d La’u ¢ Fac il 2o The 7o ,§ (0N
vooT Y RE: Bi-Weekly ID
Customer ID#
| T Y (I /’
( '0:;'," { u{ {')f\/} ! ’ U ;'! [‘ a MEa )
!
' Dear

We have evaluated your $50,000 loan and we are notifying you that you are losing out on being able to eliminate 7-10 years of
payments and $16,750 in interest charges off your loan. In addition, your equity is currently growing at half the rate it should be.
You do not have to increase your monthly payment, just switch to a bi-weekly payment (pay half the amount every 2 weeks). This
proven solution is saving our customers billions of dollars in interest charges.

With the bi-weekly program, you will also be able to save a large amount of interest on all your other loans - 2nd Mortgage, Credit
Cards, Student Loan, Auto Loan, etc. Do you realize how much you're losing in interest charges every month on all your debts?
Have you ever looked at one of your statements showing how much of your payment goes to interest and the small amount that
goes to principal? Do not let anyone convince you that a traditional monthly payment is in your best interest. It's your
money...and you should be able to keep more of it!

SAMPLE COMPARISON
(payment amount and figures are estimates)

‘payment amount  Payment Years Interest Equity Buildup  Equity Buildup
may befgwer. Amount To Pay Savings 5 years 10 years
Monthly: $330 30 $0 $2,934 $7,094 € Poor Equity Growth
Bi-Weekly: $165 23.8 $16,750 $4,890 $11,823 ¢ Rapid Equity Growth

The effect of adding a little extra to your payments:

Payment Years Interest

Amount(+) ToPay  Savings Your Savings is No Refinancing
100% GUARANTEED Required

Bi-Weekly: $165 + $10 19.8 $27,000
Qg - A ala
AT ;’.1 fJ ¢

*Sample Figures: $50,000, 30 year term, $330 monthly payment

e Additional Loss in Savings: By adding a little extra to your bi-weekly payment, you could be reducing your loan to 19.8 years
and eliminating $27,000 in interest charges. That's over a 10 year savings!

e With a bi-weekly program, the equity in your home will grow nearly TWICE as FAST!

® Qur bi-weekly program is setup with over 2,100 Lenders, Banks, Credit Unions. GUARANTEED Transferability.
® We are helping over 170,000 families save over $5 Billion in interest charges.

To switch to a weekly or bi-weekly payment for your $50,000 loan or to get information on how much money you will save and
how many years you will eliminate, call us at 1-800-317-1756. Please respond no later than June 19, 2008. Be sure to have this
letter and your monthly mortgage statement or coupon book available when you call. The weekly and bi-weekly programs are
offered by Nationwide Biweekly Administration, Inc. All funds are handled by a fully Licensed Federally Regulated Commercial

Bank and remitted to Charter One Bank monthly on or before the loan's monthly due date. No changes are made to your existing
loan. All extra funds collected are directed toward the principal of your loan.

HELPING MILLIONS SAVE BILLIONS

Nationwide Biweekly Administration, Inc. is located at 855 Lower Bellbrook Rd., Xenia, Oh 45385 and is not affiliated, connected
associated with, sponsored, or approved by the lender. Information concerning your loan was obtained from public record. Reference to
the lenders name is made strictly for loan identification purposes only. © Nationwide Biweekly Administration, Inc. Sept 2004.
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F - Economics with Dr. Reilly Name :
: Date:

WEBWORK: Credit Cards and Checks

OBJECTIVES:
1. To provide an overview of the uses and costs of credit cards.
2. To provide an overview of the uses and costs of checks.

CREDIT CARDS: they can be a useful tool in your financial life or a contributor
to a financial major disaster. You can skip the tedious but useful exercise
that follows--I am sure the issuers of credit cards hope you will skip it--or
you can learn how the system works and how to benefit from it. The choice--just
like the bills--will be yours.

1. Go to http://www.italladdsup.org

2. Click on the picture of a credit card at the bottom of the page; this should
take you to a game entitled "Getting and using a Credit Card." Click on
"Start This Module" in the lower left corner of the screen to begin.

3. Write a paragraph on the back of this page summarizing what you have learned
about credit cards.
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WEBWORK: Could this be true? URBAN LEGE/NDS
OBJECTIVES:
1. To foster a healthy skepticism about "news" stories
2. To introduce you to sources that can help you quickly investigate dubious
"news"stories.
3. To provide you a strategy (TRIANGULATE) for confirming the validity of
"news"stories.

We have all heard stories that are simultaneously compelling and outrageous. Often they
urge you to take some immediate action--send an email, delete something from you
computer, buy a product or service, sell some asset. These could be what are called "urban
legends"--stories that circulate widely but have no basis in fact.

How should you respond to such stories--whether you hear them from an acquaintance, read
them as an email, read in the printed media or heard it from the broadcast media?

Question, research, and reach you own conclusion before acting.

1. Jot down the most outrageous "urban legend" that have heard.

i .
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2. Go to one of the following websites and look for information on your "urban legend."
http://www.snopes.com/

http://www.scambusters.org/

Make brief notes on what you have learned. Your teacher will ask you to share them
with the class.

i

) A -
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3. How can we protect ourselves from urban legends?

A. Get in the habit of "triangulating"--do not believe unusual stories unless you have
seen them reported in at least three different sources, one of which at least should be a
reputable source. This is especially true of stories you encounter on the internet.

B. Ask yourself why you are being presented this information? Motives could be
innocent enough--to entertain--but they could be more manipulative such as
1) To get you to respond to an email that may simply be a nuisance for
others.
2) To support some cause you may not fully understand.
2) To sell you some good or service that will profit others, perhaps at your
loss.
Be skepticall Think before you act! Continued on verso



John Fried of The Philadelphia Inquirer writes a column on the "Technology" page entitled
"FAQ (Frequently Asked Questions)." His entry under "Hoaxes" can be consulted at
<http://inquirer.philly.com/newsroom/fag/pages/index.html>.

Hoaxes may be checked out at:
www.purportal.com
http://f-secure.com/virus-info/hoax/

The above address, which you should type into your browser without any spaces and without
the traditional "www," refers to virus information; however, the site lays bare the truth about
all sorts of dumb alarums on the Internet.

But because virus hoaxes also abound in e-mail chain letters, you should also check the
following site for the lowdown on which viruses are a real threat and which are fictitious. This
address should also be copied without spaces:

http://www.symantec.com/avcenter/hoax.html
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