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Backpack Buddies
Creating a Classroom Business

Time Required
Three weeks

Grade Level and Subject
Grades 1-3; Social Studies

Keystone Principles

Principle #1 — We ALL make choices

Principle #2 — There Ain’t No Such Thing as a Free Lunch

Principle #3 — All choices have consequences.

Principle #6 — Do what you do best, trade for the rest

Principle #9 — Prices are determined by the market forces of supply and demand...and are
constantly changing

Voluntary National Content Standards in Economics
Standard #5- Gain from Trade

Standard #6 — Specialization and Trade

Standard #7 — Markets — Price and Quantity Determination

Standard #8 — Role of Price in Market System
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Economic Concepts

Demand - The quantity of a good or service that customers are willing and able to purchase
at a given price.

Specialization — Devoting all or almost all of one’s resources to a specific good, service, or
part of the production process in order to gain efficiency.

Wants — Desires that can be satisfied by goods, services, or other resources.

Overview

Many people think that young students cannot understand economics. They are right, if
students are taught economic terms and principles out of context. But that is not the only way
to proceed. Creating a classroom business, whether it is a month-long project or a yearlong
endeavor, provides an opportunity for students to experience and relate to economic
principles in a concrete setting.

In the lesson described here, two first-grade classes joined together to create a key chain
company. The children proposed and voted on their project. Then they filled out a loan
application to borrow money from the school bank to purchase the supplies they determined
they needed. Working one or two hours each day, the children made the product, sold it at the
annual school fair, paid back the loan, and decided how they would spend the profits.

Involving students in a hands-on activity of this sort helps them begin to understand
economics. Students are excited about the prospect of making money; they become
committed when they believe the project has a purpose and offers tangible rewards.

Objectives

e Students experience economics in a simulated context.
o Students decide on a product that they think is in demand.
o Students learn the difference between wants and needs.
o Students learn how to estimate their costs for making a product and partake in the
loan process, including:
o Filling out an application;
o Understanding collateral,
o Paying back a loan with interest.
e Students learn how to use a market survey to determine the demand for an item and
the cost the consumer is willing and able to pay.
o Students learn why people specialize and the effectiveness of a division of labor.
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« Students use money to make change while in a business environment.
e Students are introduced to economic terms and use them on a daily basis.

Materials and Handouts

Supplies to make a product

A source from which to borrow money (school bank, teacher loan, parent loan)
A place to sell the product (school fair, before or after school, sporting event)
Electronic calculators

Teaching Activity
Explain to the students that they are going to operate a business. To get started, they must
decide on a product that they are capable of making and that is in demand.

For some age groups, the teacher must help with this activity. Students may brainstorm
popular items that they would be capable of producing. The teacher may encourage students
to think of items that would be popular among their peers. In one case, students brainstormed
things they collected; they voted to make and sell key chains. Key chains are a big collector
item for elementary school children, who often display their collections on their backpacks.

Explain to the students that they must decide on a name for the company.

The teacher might choose to make this a homework assignment, asking each student to come
up with two names for the company. Following this procedure, one class reviewed the names
and voted on them the next day, deciding on "Backpack Buddies."

Introduce the idea of a market survey. Students need to know: Who would buy their
product (is there a demand for the product?); how many would they buy; and what price
would they pay?

The teacher may explain that before a company puts its product on the market, it may
conduct a survey to find out if the product is something people think they need or want to
have. Examples help to illustrate the point. In the case of the key chain company, the class
designed a market survey that asked three questions: Would you buy a key chain? How much
would you pay? How many key chains would you buy? The students' homework was to
identify seven people to whom they would most likely market their product and ask if they
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would be willing and able to purchase a key chain to answer the questions. Emphasize to the
students that both criteria, willing and able, are necessary to obtain accurate results. If
possible, it is a good idea to have a prototype, a photograph, or some type of illustration to
show when doing a market survey.

Help the students to decide on a price and to decide how many of the product they will
produce.

The students can use the results of their market survey to answer these two questions. In the
key chain case, the combined results of *"How much would you pay?" indicated that class
members would sell the most key chains if the price were set at $1.50. Then the students
tallied the results of the "How many would you buy?" question and divided the total by the
number of student workers. This way they determined each student should produce six key
chains.

Doing this calculation also provides the teacher an opportunity to discuss supply and demand.
Perhaps it would be wise if the class produced one item less, per student, than the calculation
suggests. It is always better to have too few than too many of the product.

Help the students to price out the cost of the supplies and decide what colors to buy. Also,
they must determine how much money they need to start the business.

The teacher might visit a local craft store or conduct an internet search to determine the cost

of each item needed. As a class, the students then could use calculators to figure out the total
cost of all the supplies needed. If time permits, the teacher might choose to take a field trip to
the store and have the children buy the supplies.

Help the students complete the loan application: They must decide what to use for
collateral; they need to learn about the interest they will pay on their loan; and they need
to know what happens if the loan is not paid back.

(Our school has a student bank that is designed for lending money to classroom businesses. If
your school does not have one, you might want to investigate the possibility of starting one).
In the case of the key chain company, the students filled out the preliminary questions on the
bank's loan application, including:

e Name of company;
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e How much do you want to borrow;
o How will the money be used;

e When will you repay the loan; and
e What is your collateral?

The bank then sent several loan officers to the classroom to review the application and
approve the items for collateral. The students quickly learned that things like pencils and
markers were not accepted as collateral. Larger, more valuable items were necessary. They
put up the class couch and reading chair for collateral. The students also learned that lending
money is not a free service. Two-percent interest would be charged for the service, to be
collected when the loan was repaid. The interest was a flat rate and the loan was to be paid
within two weeks of the sale.

Another option is to have each student bring in money to buy stock in the company; then, as
stockholders, students would help in the decision-making process. Each student would be
paid back, plus interest, after the sale.

Devise a production schedule.

In the case of the key chain company, production required five days. Before beginning
production, the students had two tasks to complete. They had to decide what color backings
they wanted for their key chains (from the color choices). And they had to fill out an order
form. Then they had to begin sketching what each key chain would look like. They had voted
for six categories of key chains. Each student would make one key chain for each of the
categories.

Other tasks were as follows:

Day 1 -- Filling orders for the key chain backings

Before production began, the teacher conducted a cutting simulation to demonstrate two
ways in which this task could be completed. One person could trace and cut his own
backings; or one person could trace the backing and another person could cut it out. The
students determined that it would be more efficient to have some people trace while others
cut. They realized that breaking the bigger job into smaller components and assigning
different students different stages of the process allowed them to complete the task much
more quickly.

As a result, the students divided the labor between Tracers, Cutters, and Quality Control
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Officers. For every Tracer, there were three Cutters. The students also learned that it was
important for someone to make sure the product was of good quality and could be used in the
second phase of production. This task was given to the students who were named Quality
Control Officers.

Day 2-5 -- Making the key chains
Each student's order of backings was filled. The Quality Control Officers gave each student a
zip-lock bag with six backings that the student had ordered on his form.

The students went to work making key chains. The teacher asked each student to complete
two key chains a day in order to complete all the work in the given time. The Quality Control
Officers checked to make sure the students produced their best work.

The fifth day was used to finish up any work that had not been completed. Those who had
finished were given the job of making advertisements and table signs. The class had
discussed the importance of advertising their product so people would know what they were
selling.

Create a work schedule for sales.

In the case of the key chain company, sales were made at the annual school fair. A work
schedule was sent home on the Monday prior to the fair. The sales day was divided into half-
hour time slots. The students listed their top three choices of times to work. A set-up crew
was scheduled to arrive 15 minutes before the fair opened. The class discussed the
importance of arriving on time for a shift and making sure every shift would be filled.

Conduct a pre-sale.

The key chain sellers held a pre-sale the day before the school fair, inviting their parents to
come and buy their product. Parents were limited to two key chains. Each student set up his
key chains and had four quarters to make change. This provided everyone with the
opportunity to practice making change. The students had constructed a price chart the day
before, listing the price of one key chain, two key chains, etc. This helped them calculate the
price more quickly.

However you handle details, make sure to have plenty of change for the students.
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Monitor the activities on sale day.

At the key chain sale the set-up crew arrived in time to arrange the display of key chains. The
children posted the advertisements around the table and vendor hall. They kept change
underneath the table along with the price chart. They helped each other make change, and a
teacher supervised them to make sure the correct amount was given. In an activity of this
sort, parent volunteers are a big help.

Count the money. Did the students make a profit?

This can be one of the most exciting parts of the project for the students. After students have
had a chance to look at and touch all of the money, they should divide it into denominations -
- coins, one-dollar bills, five-dollar bills, etc. At this point, students who sold key chains were
divided into groups to count the money. Every group used a calculator to keep a running
total. When each group finished, the students came back together as a class and added their
totals together on a large sheet of paper. Then they calculated the gross income, subtracted
the loan and interest, subtracted the cost of supplies, subtracted a donation to be paid to the
school fair, and, finally, determined the profit.

Decide what to do with the profit.

The students should list and then vote on suggestions about what they could do with the
money. The key chain groups voted to spend some of the money on a party for the workers,
donate some to an animal shelter, and buy some books for their classroom library.

Help the students write an annual report (appended at end of lesson)

The teacher might share samples of annual reports from real corporations, helping students
notice the reports' main features. Then students may write and illustrate their own annual
report. The students in the key chain company divided into groups to report on different
aspects of the project. They wrote the articles together and illustrated the report. The articles
featured were:

e "Economic Words That We've Been Talking About™
e "How to Set Up a Business"
e "Financial Report”
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e "How to Spend Our Profits"
"Backpack Buddies Has a Successful Day at the Village Green Fair"
LESSON EXTENSION: If your class chooses to use some of its profits to give back to

the community in some way, or to give to other philanthropic causes, use that as a
logical segue into a cultural or geographic lesson.
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