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I. Earning Income

Income for most people is determined by the market value of their
labor, paid as wages and salaries. People can increase their income and
job opportunities by choosing to acquire more education, work
experience, and job skills. The decision to undertake an activity that
increases income or job opportunities is affected by the expected
benefits and costs of such an activity. Income also is obtained from
other sources such as interest, rents, capital gains, dividends, and
profits.

II. Buying Goods and
Services

People cannot buy or make all the goods and services they want; as a
result, people choose to buy some goods and services and not buy
others. People can improve their economic well-being by making
informed spending decisions, which entails collecting information,
planning, and budgeting.

III. Saving

Saving is the part of income that people choose to set aside for future
uses. People save for different reasons during the course of their lives.
People make different choices about how they save and how much they
save. Time, interest rates, and inflation affect the value of savings.

IV. Using Credit

Credit allows people to purchase goods and services that they can use
today and pay for those goods and services in the future with interest.
People choose among different credit options that have different costs.
Lenders approve or deny applications for loans based on an evaluation
of the borrower's past credit history and expected ability to pay in the
future. Higher-risk borrowers are charged higher interest rates; lowerrisk borrowers are charged lower interest rates.

V. Financial Investing

Financial investment is the purchase of financial assets to increase
income or wealth in the future. Investors must choose among
investments that have different risks and expected rates of return.
Investments with higher expected rates of return tend to have greater
risk. Diversification of investment among a number of choices can lower
investment risk.

VI. Protecting and
Insuring

People make choices to protect themselves from the financial risk of
lost income, assets, health, or identity. They can choose to accept risk,
reduce risk, or transfer the risk to others. Insurance allows people to
transfer risk by paying a fee now to avoid the possibility of a larger loss
later. The price of insurance is influenced by an individual's behavior.
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