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23 Managing financial risk

23.1 Overview

Spend, save or invest? What are the ways to minimise financial risk and hold onto your hard-earned money?

23.1.1 Balancing risks and rewards
Rock climbing is a risky activity. If
you do it with no safety equipment,
your risk of having a serious accident
increases. Wearing safety equipment
minimises the risk, but it is still not
as safe as staying on the ground.
However, staying on the ground can
be less rewarding than climbing.
Like rock climbing, making financial
decisions can be risky but those risks
can be minimised. A wise money
manager knows that making financial
decisions requires balancing the
financial risks against the rewards
through appropriate risk-management
strategies.

Resources

eWorkbook Customisable worksheets for this topic

Video eLesson Managing risk (eles-2386)

LEARNING SEQUENCE
23.1 Overview
23.2 Banks and other deposit-taking institutions
23.3 Different types of investment
23.4 Protection from financial risk
23.5 Managing debt

23.6 SkillBuilder: Reading a sharemarket chart

23.7 Thinking Big research project: Share investment — a risky business?

23.8 Review

To access a pre-test and starter questions and receive immediate, corrective feedback and sample responses
to every question, select your learnON format at www.jacplus.com.au.
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23.2 Banks and other deposit-taking institutions
23.2.1 The changing nature of banks
In 1973 the Australian government started the process of deregulation — removing some of the strict rules
regarding how banks operated in Australia. The government allowed foreign banks to open branches and
a range of alternative financial institutions, such as building societies, credit unions and superannuation
funds, arose to compete with the banks. This deregulation continues today, with further changes to result
from the completion of the Royal Commission into Misconduct in the Banking, Superannuation and
Financial Services Industry in 2019.

FIGURE 1 Deregulation of the banking sector in Australia has allowed foreign banks to enter the market and
compete with local banks.

The Australian Prudential Regulation Authority (APRA) oversees authorised deposit-taking institutions
(ADIs): banks, credit unions and building societies. ADIs are authorised to take deposits from customers
under the Banking Act 1959. Deposit-taking institutions pool these deposits. This means they put them
together and then lend them to individuals and businesses in the form of loans and mortgages.

23.2.2 Banks
Banks offer a wide range of financial services to all participants in the Australian economy — accepting
deposits; offering credit cards, cheques, overdrafts, investment and savings accounts; and lending money
through personal and business loans and mortgages. Banks also provide other typical banking services such
as internet banking, automatic teller machines (ATMs) and financial advice.
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FIGURE 2 ATMs are one of the many services offered by
banks.

A bank savings account is an easy and
safe place for people to keep their money.
This type of account allows you to deposit
money and make withdrawals. In return for
your deposits, the bank pays you money
known as interest. The amount of interest
paid depends on the type of account, the
number of times interest is paid into the
account each year and the amount of
money in the account.

A bank is a business that wants to
make a profit, so it accepts money
as savings (deposits) at a lower
interest rate and lends that money
at a higher interest rate. Depending
upon the type of savings account you
hold, your interest earnings could be
anywhere from 0.2 per cent up to around
3 per cent. For borrowing, interest
payments vary depending on the type of
borrowing, and can range between around
3.5 per cent on a variable mortgage and
over 13 per cent on some credit cards.

FIGURE 3 Banks act as intermediaries between lenders and borrowers.

Deposit money

Lenders Borrowers

Provide loans such as mortgages

Pay back loan plus interestPay a small amount of interest

BANKS

23.2.3 Credit unions
A credit union is a financial institution that
is owned and operated entirely by its members. Credit unions provide a range of products and services that
are similar to those offered by banks. These include accepting deposits, offering personal and home loans,
and providing payment services such as credit cards. To open an account with a credit union, you have to
be an ‘eligible’ member. Every credit union has its own rules for determining eligibility, but it sometimes
means that you have to belong to an industry affiliated with the credit union or be related to an eligible
member. Because a credit union is focused on the financial wellbeing of its members, maximising profit
is not its main objective.
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FIGURE 4 People’s Choice Credit Union is owned by
its members. Its purpose is to help members save and
borrow money.

23.2.4 Building societies
FIGURE 5 Building societies originally helped their
members to buy homes, but over time they have become
more like banks.

Like credit unions, building societies are
owned and operated by their members.
As their name suggests, building societies
historically supported their members in
purchasing homes. In more recent times,
building societies have expanded to offer
similar services to banks. As deposit-taking
institutions, building societies accept deposits
from customers and provide loans and
payment services. There are now less than
ten building societies in Australia because
many of them have converted to or merged
with banks.

Resources

Weblink APRA

https://www.apra.gov.au/authorised-deposit-taking-institutions

23.2 ACTIVITIES
1. Use the APRA weblink in the Resources tab to find one Australian-owned bank, one foreign-owned bank,

one credit union and one building society. Examining, analysing, interpreting
2. Working in groups, use magazines and newspapers or internet resources to find pictures representing the

three types of deposit-taking institutions (banks, credit unions and building societies). Paste the pictures
onto poster paper and correctly label each one. Write a brief description of each type of deposit-taking
institution. Alternatively, create a short PowerPoint presentation, with one slide for each institution.

Examining, analysing, interpreting
3. Construct a diagram showing how deposit-taking institutions pool savings and lend them to individuals and

business. Reasoning, creating, proposing
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23.2 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining
ES3 Examining, analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6
Communicating, reflecting

23.2 Exercise 1: Check your understanding
1. ES1 What is an authorised deposit-taking institution?
2. ES2 Define mortgage.
3. ES2 Explain what is meant by interest.
4. ES2 Define loan.
5. ES2 Explain why banks offer low interest rates on savings but charge higher interest rates on loans.

23.2 Exercise 2: Apply your understanding
1. ES5 Outline what might happen if banks, credit unions and building societies could no longer collect

deposits.
2. ES3 Interest is often referred to as ‘a reward for risk’. Explain what this means.
3. ES3 Distinguish between a bank and a credit union.
4. ES2 Explain why banks charge a lower rate of interest on mortgages than they do on personal loans.
5. ES2 How has deregulation assisted consumers looking to borrow money or invest?

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.3 Different types of investment
23.3.1 Saving for the future FIGURE 1 The largest investment most people will ever

make is buying their own home.There are many different types of investment
that enable people to accumulate savings for
the future. Some Australians choose to buy
properties (such as a house, apartment or land)
as investments. As property prices generally
increase over time, so too does the value of
their investment. Others choose to buy shares
or invest in term deposits or managed funds.

DISCUSS
Property prices rise and fall at various times. Property prices in Melbourne and Sydney hit their peak in 2017 but
have since suffered falls of around 7 per cent and 11 per cent respectively. These fluctuations mean people’s abi-
lity to buy their own home also fluctuates. Do you think property should be an investment to accumulate savings?

[Personal and Social Capability]

23.3.2 Shares
Buying shares means buying a certain number of units of ownership in a company. This makes you a
shareholder of that company. Some people might buy thousands of shares, others only a few. As the value of
a company’s shares goes up or down, so too does the value of the shareholder’s investment. Owning shares
allows you to benefit from the company’s profits, which can be given to you as dividends or as extra shares.
You may also benefit from capital growth if the value of your shares increases.
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FIGURE 2 The electronic display board of the
Australian Securities Exchange shows the prices of
shares traded at the exchange.

Buying and selling shares takes place in the
sharemarket. In Australia, such transactions take
place through the Australian Securities
Exchange (ASX), which was formed in 1987 by
amalgamating the six capital-city stock exchanges.
A stockbroker has direct access to the market for
trading shares and, for a small fee, acts as an agent
who buys and sells shares for others. The fee is
known as brokerage.

It is important to diversify your investments so
that all your ‘eggs’ are not in one basket if anything
goes wrong. The Australian sharemarket makes
this easier by offering a wide choice of companies
in which to invest. There are over 2000 companies
listed on the ASX. These companies are involved
in a wide range of industries covering most
sectors of the economy, from financial services
to manufacturing and healthcare. Investing in a range of companies spreads the risk. Investing in shares
also gives you flexibility. Shares can be bought and sold quickly — you can sell shares and generally have
access to your money in three days or less.

FIGURE 3 On the Australian Securities Exchange, shares can be purchased in companies such as Telstra,
Qantas, Seven West Media and Woolworths.

748 Jacaranda Humanities Alive 9 Victorian Curriculum

UNCORRECTED PAGE PROOFS



“c23ManagingFinancialRisk_print” — 2019/9/7 — 16:18 — page 749 — #7

23.3.3 Term deposits
One place to keep large sums of money is in a fixed-term deposit. All major banks offer term deposit
accounts where you can place your money for a fixed period of time. The time can range from one month
to five years. The banks offer a higher rate of interest on such deposits compared with at-call deposits that
can be withdrawn at any time.

Term deposits are considered to be low-risk investments because the bank assures the return, but the
return tends to be lower than that obtained from owning other types of investments such as shares. The
funds in the term deposit are locked away until the end of the term unless you choose to make an early
withdrawal, in which case penalty fees will be charged. You therefore need to select an account whose
term and rate of interest best suit your needs.

23.3.4 Managed funds
Some people choose to invest in managed funds. These are portfolios of shares, property, public
infrastructure, private equity and other investments that are chosen by a professional fund manager.
Investing in a managed fund spreads the risk over different types of investment. Decisions about what to
invest in are made by a professional, but this also means that investors have no say in the fund’s investment
decisions.

Most funds have entry and exit fees, and some have monthly fees. It can also be difficult to access your
money quickly. Investing in a managed fund is therefore a good choice if you are happy to put your money
into an investment and leave it there for a long period.

FIGURE 4 In a managed fund, a professional fund manager invests the money
pooled from many individual investors into a range of assets, including shares and
property.

23.3 ACTIVITY
Use internet resources to find information about term deposits from two banks. Imagine that you wish to invest
$5000 for 12 months. Compare the two term deposits by considering the following criteria: interest rates, when
interest is received, account fees, application fees. Present your findings in a table. Decide which bank you would
invest with. Examining, analysing, interpreting
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23.3 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining
ES3 Examining, analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6
Communicating, reflecting

23.3 Exercise 1: Check your understanding
1. ES1 What is the ASX?
2. ES1 What are dividends? What do they mean for an investor?
3. ES2 What is the difference between a term deposit and a managed fund?
4. ES1 Place the terms financial sector and healthcare sector in the following sentence.

When an individual buys shares in a pharmaceutical company they are investing in the
_________________________________ , and when they buy shares in an insurance company they are
investing in the _________________________________.

5. ES2 In your own words, explain why people invest in shares.
6. ES2 Briefly outline the benefits and risks of:

(a) share ownership
(b) term deposits
(c) managed funds.

23.3 Exercise 2: Apply your understanding
1. ES5 What do you think might happen if the price of shares you own fell to zero?
2. ES2 Explain why investing in shares is considered risky.
3. ES2 What is meant by the expression managed fund, and why do people invest in them?
4. ES5 Share prices rise and fall on a daily basis. Provide one reason why share prices of a company may rise

and one reason why they might fall.
5. ES3 Compare the returns available on a term deposit and the return available from shares. Analyse why they

are different.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.4 Protection from financial risk
23.4.1 Looking after your money
People invest in order to earn a positive return on their money. Making any sort of investment involves
a financial risk. Some financial decisions can have completely unexpected or unwanted outcomes.
Thankfully, there are ways that consumers can protect themselves against risks.

23.4.2 Financial risks
There are many types of financial risk (see FIGURE 1). The basic risk is that the value of the investment will
fall and the person making the investment will lose everything. Note that making any sort of investment
involves a risk. The only way to avoid risk altogether is to not invest money at all. However, doing so means
that you miss out on any potential rewards.

Scams and identity theft are also financial risks. Let us examine these two financial risks in a little more
detail.

Scams
A scam is a dishonest scheme to trap you into parting with your money. The range of scams is limited only
by the imagination of scammers themselves. Generally, scams fall under two categories:
• an attempt to convince you to give the scammer money in return for the promise to do something —

a promise the scammer never intends to complete in full if at all
• the use of unscrupulous means to gain access to your personal details such as credit card information,

bank account numbers and passport details. This is referred to as identity theft.
Some common scams are shown in FIGURE 2.
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FIGURE 1 Types of financial risk

Types of

financial risk

Market risk

The chance that an investment

(such as a share) cannot be traded

quickly enough in a market to

make a desired profit or avoid a loss

Liquidity risk

The chance that large losses

will be made as a result of

unfavourable changes

in interest rates or the prices

of assets (such as shares)

Credit risk

The chance that a borrower

will default (become unable

to make repayments

as promised)

The chance that losses

will arise from external events

or from inadequate or

unsuccessful processes,

people and systems

Operational risk

FIGURE 2 Some common types of scam

Some common

types of scams

Scammers send emails or

letters claiming that you have

won a lot of money or a prize in

a competition or lottery that

you do not remember entering.

You are required to pay a fee

before you can claim your prize

or winnings. After paying the

fee, you receive nothing, a

cheque for a very small amount

(and the cheque will later

bounce) or a prize that is not

what you expected.

Prizes and lotteries scams

Scammers recruit you by

promising that after you have

made a cash investment and

then recruited a certain number

of people yourself, either by

asking them to join the scheme

or by mailing letters, you will

receive substantial amounts of

money. Note that all such

schemes are illegal (even if you

were to actually receive the

money promised).

Pyramid schemes and chain

letter scams

Scammers use the internet,

newspapers, seminars, letters,

emails or direct contact to lure

you into a business opportunity

or self-employment scheme.

You are asked to pay the

scammer in return for

something that does

not work or is not what you

expected.

Business opportunity or

employment scams

Scammers advertise non-

existent products online or in

newspapers; or they provide

details of the product by

calling, posting or emailing you.

After paying for the product,

you could receive something

you did not expect or

nothing at all.

Product scams

Scammers pose as a genuine

charity and solicit a donation

from you. They then keep the

money you donated.

Charity scams

Scammers promote a system

for investing or gambling

profitably. The system will not

work or will not work as

expected.

Winning system scams
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Scams are often successful because they look genuine. Scammers are also very skilled at manipulating
people emotionally. To avoid being a victim of a scam, you should make the effort to research any offers
made to you. Always ask questions and think carefully before making any decision.

Identity theft

FIGURE 3 Identity theft can result in your entire
identity being assumed by a scammer who might
use it to open bank accounts, obtain loans or
credit cards, or conduct other illegal activities —
all in your name.

Identity theft is a growing problem worldwide. It
occurs when someone illegally obtains your personal
details, such as bank account numbers, and uses those
details to commit fraud. The identity thief uses your
stolen identity to do the following things in your
name:
• borrow money
• open a new credit card account
• buy goods.
Anyone who provides personal information to

an unsecured website when shopping online risks
becoming a victim of identity theft. If the online seller
asks you for additional information such as your email
address or phone number, do not provide them unless
you are confident the seller can be trusted.

A growing number of consumers have had their
identity stolen through phishing. In this type of fraud,
you are sent an email that looks like it comes from a trusted source, such as a bank. The thieves ask you
for information that may seem reasonable, such as your account number and PIN (personal identification
number). To avoid being a victim of phishing, you should be suspicious of any email that makes an urgent
request for your personal financial details. Do not click on links within the email or reply to any pop-up
screen that asks you for personal details.

23.4.3 Protecting yourself from financial risk

FIGURE 4 One way of protecting yourself from financial risk is to
invest in a range of different assets with varying levels of risk.

There are many ways that consumers
can protect themselves from financial
risk:
• Make informed decisions and seek

advice from qualified financial
advisers.

• Be aware that all investments involve
some level of risk, and understand the
need to weigh up risk and return.

• Diversify by investing in a wide range
of assets. You could invest in several
different shares and have the rest of
your money split between term
deposits, property and managed funds.

• Have insurance, savings and
superannuation.

Insurance
Taking out insurance protects you financially from any unexpected losses. Some common types of
insurance are illustrated in FIGURE 5.
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FIGURE 5 Types of insurance

Types of insurance

Protects against risks to

property including fire, theft,

flood damage or natural

disaster. It usually covers both

the building and contents.

Home insurance

Covers you temporarily if you

are unable to work for a certain

amount of time due to injury or

illness. It provides for the

maintenance of your day-to-

day living expenses during

your recovery period.

Income protection insurance

Applies to commercial and

residential properties rented to

tenants. It covers damage to

the property arising from the

tenants or fire, theft, flood or

natural disaster. It can also

cover loss of rental income.

Landlord insurance

Protects you against damage

to or theft of your vehicle, or

damage to someone else’s

vehicle. Also provides medical

coverage for injury from a

motor vehicle accident.

Vehicle insurance

Ensures that you have enough

money to maintain your lifestyle

if you become seriously ill,

suffer a serious injury or

become permanently

disabled.

Total and permanent disability

(TPD) insurance

This takes many forms

including asset protection

insurance (to protect the

premises, equipment, vehicles

and contents of a business),

public liablitiy insurance (to

protect against financial claims

made against the business on

the basis of negligence) and

revenue protection insurance

(to protect the business from

loss of revenue caused by

natural events or damage to

computer systems).

Business insurance

Savings
You can reduce financial risk by having savings — funds from which to draw when things go wrong. You
save by earning more money than you spend. Savings are usually kept in savings accounts, term deposits
or any of the other investments explored in this topic. As the case study ‘Australians struggling to save’
explains, recent research indicates that many Australians struggle to save any money.

Superannuation
When a person retires, they may be able to access an age pension in order to survive. This is an amount
provided by the federal government to help an elderly person meet their basic needs. It does not allow for
a luxurious or comfortable lifestyle, especially if debts have been accumulated. As a result, a person may
need to work longer or sell assets in order to generate the cash flow required.

You can make sure that you have a good lifestyle in retirement, and protect yourself from having to
watch every dollar you spend, by taking advantage of superannuation. This is a compulsory savings
scheme whereby employers contribute an additional percentage of an employee’s gross wage into a
superannuation fund. Employees can also choose to contribute to this fund, thus increasing the overall
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amount they will receive on retirement. How much employees choose to contribute is up to them. There are
laws in place that determine when you are eligible to access your superannuation savings. Recent changes
have made it attractive to remain working until at least the age of 60.

23.4.4 CASE STUDY: Australians feeling more comfortable
with finances

FIGURE 6 ME Bank conducts a survey to gauge
Australians’ level of financial comfort.

Since 2011, ME Bank has been producing The
Household Financial Comfort Report, which details
how Australians feel about their level of comfort
in terms of savings, income and debt. The report
prepared for the six months ended December 2018
showed Australia’s financial comfort gap had
narrowed for the first time in seven years, with
most households feeling better about their finances
despite significant falls in residential property and
share markets.

Income gains, easing living costs, increased cash
savings and reduced overspending were key drivers
in households’ rising levels of financial comfort.

The number of households saving each month
increased 3 points to 51 per cent in the past six
months — its equal-highest level since the survey began — with the estimated average amount savers
are putting away increasing 7 per cent to $862 per month. Meanwhile, the estimated average amount
overspenders drew down on savings or credit each month decreased 28 per cent to $453 per month.

23.4 ACTIVITY
Ask your teacher to invite a guest speaker to talk to your class about the importance of having a lifetime savings
plan, and to explain why superannuation is so important. Write down one or two questions you could ask if given
the opportunity. Questioning and evaluating

23.4 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining
ES3 Examining, analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6
Communicating, reflecting

23.4 Exercise 1: Check your understanding
1. ES1 Identify two examples of financial risk.
2. ES1 Suggest one way that you might protect yourself from each of the financial risks you identified in

question 1.
3. ES2 Max did not do any security checks when he made an online purchase of a new computer game.

Explain why Max could fall victim to identity theft.
4. ES2 Patrick was surprised to receive an email from his bank. The email message read: ‘We regularly verify

our customer accounts. We were unable to verify your information. Please click here to update and verify
your account information.’ Explain why Patrick should be suspicious of this email. Advise him what to
do next.

5. ES2 Choose one type of insurance and explain how it can protect you from financial risk.
6. ES2 Read the case study ‘Australians feeling more comfortable with finances’ in this subtopic and answer

the following questions.
(a) Explain why more Australians currently feel more comfortable about their financial position.
(b) Why is it important to have savings?

7. ES2 Why is it so important to be ready for retirement? What options are there for people who have not
saved for retirement?
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23.4 Exercise 2: Apply your understanding
1. ES5 What might happen if you had no insurance?
2. ES5 What are some of the consequences of being ill-prepared for retirement?
3. ES3 Analyse two options that are available for people who have not saved for retirement.
4. ES2 Explain what is meant by superannuation and why it is important to start putting money into

superannuation early in life.
5. ES6 Being informed and making informed decisions can minimise risk. Write a paragraph discussing this

statement.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.

23.5 Managing debt
23.5.1 Making good decisions

FIGURE 1 The temptation to spend money is
everywhere.

Are you the type of person who burns through
money fast? Money is great to have but it won’t
last long unless you make wise choices. If you keep
track of your money and spending habits, you can
become a wise money user and make your money
work for you. Continuing to borrow money can land
you in trouble.

23.5.2 Good and bad debt
When you borrow money or owe money to
someone, you are said to be in debt. You have a
financial obligation to repay the borrowed money.
Debt can be a good thing if it is used to leave you
better off in the long term. A mortgage, where you
borrow money to purchase a home or property, is an
example of good debt. Taking out a student loan or
a loan to start a new business are also examples of
good debt. These are borrowings to invest in assets
that will grow in value over time.

FIGURE 2 Excessive debt can cause stress, reduce
savings and affect your ability to borrow money in
the future.

Some adults and young people get into a lot
of debt. Reasons for this include unemployment,
illness, the rising cost of living, gambling and the
overuse of credit cards. Unfortunately, instead of
reducing expenditure and paying off debts, there is
a temptation to borrow more money. This can lead
to out-of-control or spiralling debt.

The bad news is that the consequences of debt
can be very serious. A person who cannot keep
up with payments for the purchase of a car, for
example, faces having the vehicle repossessed.
They may get some of their money back, but there
is no guarantee.

In really serious situations, a person who has many debts and no way of repaying them faces
personal bankruptcy. This is a formal, legal way of saying that the person cannot pay their debts.
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The period of bankruptcy usually lasts for three years, but it can affect the rest of your life. Some
consequences are:
• Your credit rating is affected and you may find it difficult to borrow money.
• It can affect employment opportunities.
• Your residence may have to be sold to help pay your debts.

23.5.3 How to manage debt
FIGURE 3 Gabrielle is aged 15 and is in debt. She
borrowed $40 from her brother for some clothes
she ‘just had to have’. Now she has discovered she
owes $100 for call costs from her mobile phone. She
feels sick with worry and is scared to tell her parents.

Now for the good news! There are steps you can
take to overcome being in debt. The first step is to
face up to the problem instead of hoping it will go
away. Make a list of your essential expenses and
those that are optional. Avoid spending money on
optional expenses. Buy only what you can afford
without having to borrow. Lastly, work out a plan to
repay the debt and stick to it. Prepare a budget to
clearly track your income and expenses and
determine how much you can put towards paying
off the debt each week or month.

23.5.4 Saving
There is no mystery about managing money, managing debt and building personal wealth. It’s just a matter
of regular saving. You can save money if you have more money coming in than you have going out. It
requires only a simple maths calculation to work it out:

$40 income – $20 expenses = $20 remaining that can be saved

FIGURE 4 Developing a
savings plan

STEP 1: Work out what

expenses are essential and

how much you have left

over that could be saved.

STEP 2: Decide how much

you can save each week

to reach your goal(s).

STEP 3: Start saving

immediately.

STEP 4: Re-evaluate your

financial goals as the

need arises.

Wise money managers know that saving money:
• gives them more independence and security
• gives them a sense of satisfaction
• helps them pay for unexpected expenses
• avoids the need to borrow money and the worry about repaying the debt
• helps them plan for buying big items, such as a bike or a car.
It is easier to save money if you have clear financial goals in mind. The

good thing about setting goals is that they give you a purpose for saving.
Goals should be realistic and specific. For example, your goal might be ‘to
save $100 in six months to reduce my debt.’

Saving money is a bit like an exercise program. You need to have a plan
and stick to it to make a difference. You should aim to save a minimum of
10 per cent of your income. That means you should put aside 10 cents out
of every dollar you earn. Alternatively, you might decide to save a specific
amount, such as $10 per week.

Use the following steps in FIGURE 4 as a guide to work out your
savings plan.

Once you have made the decision to develop a savings plan, your debt
should gradually fall. When you have reduced your debt to a satisfactory
level, an easy and safe place to keep your extra money is in a savings
account. Once your savings have built up, you may wish to consider other
forms of investment, such as term deposits, managed funds, shares or
property.
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DISCUSS
Many people wish they were better at saving their money. How do you deal with the temptation to spend versus
the desire to save? Do you have any tips for how to become a more effective saver?

[Personal and Social Capability]

Resources

Weblink Savings goal calculator

23.5 ACTIVITIES
1. Use the Savings goal calculator weblink in the Resources tab to calculate how long it would take you to

save $5000 if you started with $500 and saved $100 a month at an interest rate of 5 per cent. Write down
the amount of time it would take to reach your goal. Experiment with other numbers.

Examining, analysing, interpreting
2. With a partner, create a brochure for parents on money management. The aim of the brochure is to

encourage parents to teach their children to be moneywise and to manage debt. It should state why it is
important for young people to be able to save and suggest how parents can be positive role models for their
children. Add any tips you think would be helpful. Examining, analysing, interpreting

23.5 EXERCISES
Economics and Business skills key: ES1 Remembering and understanding ES2 Describing and explaining
ES3 Examining, analysing, interpreting ES4 Questioning and evaluating ES5 Reasoning, creating, proposing ES6
Communicating, reflecting

23.5 Exercise 1: Check your understanding
1. ES1 What is debt?
2. ES2 Briefly outline the difference between good and bad debt.
3. ES2 Explain three consequences of getting into too much debt.
4. ES1 How can you manage debt?
5. ES2 Explain what a budget is.

23.5 Exercise 2: Apply your understanding
1. ES2 Explain how a budget can be used to minimise debt.
2. ES5 Consider the scenario in the FIGURE 3 caption. Advise Gabrielle what steps to take to pay off her

debts.
3. ES1 Outline two consequences of filing for bankruptcy.
4. ES3 Distinguish between needs and wants and explain how savings can assist in managing your wants.
5. ES5 ‘Everyone will have debt at some stage. The key is to manage it.’ Analyse this statement.

Try these questions in learnON for instant, corrective feedback. Go to www.jacplus.com.au.
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23.6 SkillBuilder: Reading a sharemarket chart

What is a sharemarket chart?

Share Close Move

T’over

100s

Quotation
Div

Yield

P/E 

Ratio

52 week

Buy Sell High Low

Bandicoot

Bank

Bilby Bros.

Bogong

Bank

Cassowary

Ltd

Dingo

Deliveries

Dugong

Chain

67.88

1.29

44.43

35.67

5.23

1.31

–0.12

–0.03

–0.79

–0.56

–0.09

+0.05

30 025

1094

89 455

2112

9778

2455

67.63

1.29

44.41

35.67

5.22

1.30

68.00

1.30

44.72

35.81

5.25

1.31

3.70

N/A

3.3

3.8

4.40

N/A

41.24

647.50

16.82

18.28

22.54

–8.52

71.11

1.54

55.72

38.92

5.52

1.55

51.79

0.73

42.23

32.36

4.11

0.95

SHARE

The company’s

name, abbreviated

by the Australian

Securities

Exchange.

Different classes

of a company’s

securities are

given a separate

line.

CLOSE

The closing

price refers

to the price

at which the

share was

last traded.

MOVE

The change

in price from

the previous

day’s close.

TURNOVER

The volume of shares

traded during the

course of the day.

QUOTATION,

BUY AND SELL

The highest bid to

buy and lowest

offer to sell a

share, recorded at

the close of trade.

DIV YIELD

Calculated daily by dividing

the annual dividend per

share by the share price;

expressed as a percentage.

(Special dividends

excluded; adjusted for

capital changes.)

P/E RATIO

The price/earnings

ratio of a share is

calculated daily by

dividing the share

price by the company’s

annual earnings

per share, including

significant items.

52-WEEK HIGH

AND LOW

This represents

the highest and

lowest sales

recorded during

the past year

of trading.

A sharemarket chart provides information on how
shares are performing. It is one form of reporting
changes in the sharemarket. Sharemarket charts are
available in newspapers, on television and radio news,
and on the internet.

Select your learnON format to access:
• an explanation of the skill (Tell me)
• a step-by-step process to develop the skill
(Show me)

• an activity to allow you to practise the skill
(Let me do it)

• questions to consolidate your understanding of
the skill.

Resources

Weblink ASX listed companies

ASX

23.7 Thinking Big research project: Share investment
— a risky business?

SCENARIO
All manner of people invest in shares, in the hope that the business will do well and the share value will increase
over time. However, buying shares can be a risky business, as they can also fall in value and this can occur quickly,
sometimes leading to severe economic consequences. You will research and write a report on investing in shares, with
reference to five companies of your own choosing. Is the potential reward worth the risk?

Select your learnON format to access:
• the full project scenario
• details of the project task
• resources to guide your project work
• an assessment rubric.

Resources

ProjectsPLUS Thinking Big research project: Share investment — a risky business? (pro-0201)
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23.8 Review

23.8.1 Key knowledge summary
Use this dot point summary to review the content covered in this topic.

23.8.2 Reflection
Reflect on your learning using the activities and resources provided.

Resources

eWorkbook Reflection (doc-31740)

Crossword (doc-31741)

Interactivity Managing financial risk crossword (int-7657)

KEY TERMS
age pension regular payments made to elderly people to support them in retirement
agent a person acting for another in a business transaction
bankruptcy a legal process that declares that a person cannot pay their debts and allows them to make a
fresh start
budget an itemised estimate of income and expenses for given period
capital growth an increase in the value of an asset
debt a financial obligation to repay money owed
financial risk the chance that a financial decision may result in a loss or inadequate return
dividends company profits paid to shareholders, in cash or in additional shares, in proportion to the number of
shares they already own
fraud a criminal offence where one person deliberately tricks another to gain personal advantage
gross wage a person’s wage or salary before it is taxed by the government
insurance an arrangement where an insurer promises to compensate the insured person for specific potential
losses in the future in exchange for a periodic payment called a premium
interest an amount that is paid regularly for the use of borrowed money, usually expressed as an annual
percentage of the sum of money lent (the interest rate)
mortgages money advanced by a bank, credit union or building society to a person for the purchase of a house
or other property. The property itself is used as security for the loan, allowing the lender to seize the property if
the borrower fails to make the regular repayments.
repossessed a legal process by which an item can be reclaimed to cover the cost of a debt
sharemarket a market for trading shares in listed companies; also called a stockmarket
shares units of ownership in a company that entitle the possessor of the shares (the shareholder) to a proportion
of any profits that the company makes
superannuation a retirement fund mandated by the government
superannuation fund an account that accepts, holds, invests, accumulates and eventually distributes
superannuation contributions made by employees, their employers or the government
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