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High / Low Game

Instructor Background:

The purpose of this exercise is to help the attendees understand how purchasing with a credit card will impact the true cost of the acquired item. In this demonstration, you will showcase a picture of an product on a poster. The participants will need to determine if the price you reflect on your poster is too high or too low. Everyone in the workshop will play as a group. They can vote as a group whether the price is too high or too low.

POSTER 1:

(Display a picture of an I-Pod Nano.)

I-Pod Nano – 4 GB

$275

Speaker Notes:

This is a 4 GB Nano. In case you are not familiar with this product line, Apple sells 2 GB, 4 GB, and 8 GB. So, this particular I-Pod is in the middle of their product line. Is the actual price $275, or is the true cost of this item higher or lower than $275?

Solicit audience responses.

Answer:  It depends on how you choose to pay for the item. Today, the I-Pod Nano is advertised for $200.

· If you said “lower,” you are correct as long as you paid cash.

· If you purchased it with a credit card that has an 18% interest rate and you made a minimum payment, you would be required to pay a minimum payment of $20 per month. The total cost would become $218, and it would take you 13 months to repay. Therefore, you would have spent an additional $18 for the I-Pod. In this example, if you voted “lower” you are still correct. (* Note: Minimum payment equals 1% plus a finance charge)

· But if you said “higher” you are also correct. If you purchased the I-Pod Nano with a credit card that has an existing balance of $5,000 because you purchased clothes, bought new tires for your car, and purchased a plasma television and made the minimum payment on $5,200, it would be $130 per month and it would decrease each month if you didn’t incur additional charges on your card. The I-Pod Nano only contributed $2 - $3 to your regular monthly payment. How long do you think it would take before you paid for the I-Pod Nano?

Poll the audience.

It would take 250 months (or almost 21 years) to repay the $5,200! When you consider the number of payments you will make after your final purchase on the credit card, you won’t apply any money to the $200 you spent on your I-Pod Nano until month 239 – almost 20 years from today! By then you will have paid $714 in interest alone for the I-Pod Nano. And, you still have to pay the original $200 for the I-Pod Nano. It won’t be for another year that you will have fully repaid the loan. By the time you have repaid the loan, you will have spent $935 on your $200 I-Pod Nano ($200 for the true cost of the I-Pod Nano and $714 in interest). Would you spend this much for an I-Pod Nano today?

POSTER 2:

(Display a picture of Designer Jeans)

Designer Jeans

$150

Speaker Notes:

Although the cost will vary by designer, think about a popular designer jean when determining if $150 is too high or too low. Is the actual price $150, or is the true cost of this item higher or lower than $150?

Solicit audience responses.
Answer:  

· For the designer jeans in this example, it cost $100 if you paid cash. Thus, the cost is lower than on the poster. 

· However, the cost is higher if we use a credit card that had an existing balance of $5,000. Just like our previous example, let’s assume you purchased these jeans on your credit card. The final balance on your credit card will be $5,150. It will take 242 months (over 20 years!) before you will begin to repay for the jeans. In fact, before you begin to repay for your jeans, you will have acquired $363 in interest! Are your jeans worth $463? Do you want to still pay for clothes that you purchased 20 years prior?

As you learned from this example, you will want to make fully informed choices. You should assess the true cost of the purchase over time and not only focus on the incremental increase in the monthly payment on your credit card.

Discussion Roundup

Everyone has different financial motives or goals in life. The High/Low game is not intended to suggest that taking on debt is bad, but merely sensitize you on the impact interest payments have on building wealth and achieving your dreams. There will always be a wrench that is thrown into your plans such as the car broke down or the children grew out of their clothes. Regardless of the rationale, it’s important to assess the consequences of choosing to take on debt. When you assess all the facts, it makes for a better decision.

