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Economics and You Buying a Car
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Buying a Car

Your next step is to buy a car. Most people don’t have enough money to buy a car
outright (pay for it in full), so they take out a car loan. Then they can pay a little atatime each
month for the car. Remember, they do have to pay extra interest to the bank for the loan.
Most car loans are from 36 months (3 years) to 60 months (5 years) long.

Again, the newspaper is one important place to look when thinking about buying a
car. Usually, there is a special automotive section one or two days a week. For this activity,
you will need the automotive section of the newspaper.

Look through the automotive section and pick out a car you would like. Find the
estimated purchase price of that car. Although most people negotiate on car prices, we will
work with the actual ticket price. Follow the example and complete the chart to figure some
estimated monthly payments assuming 6% interest. Be sure to show your calculations on
a separate sheet or on the back.

Example
Purchase Price x % of Tax = Tax
Purchase Price + Tax = Loan Amount
Loan Amount x Interest Rate x Time of Loan = Interest
Loan Amount + Interest = Total Cost
Total Cost + Number of Months of the Loan = Monthly Car Payment
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How To Calculate Interest

Name

Interest = Amount x Interest Rate x Time

Amount is calculated in dollars, interest is calculated in decimals (5% = 0.05), and
time is measured in years (1 year, 6 months = 1.5)

Examples:
You deposit $500 in the bank at 7% interest for 3 years. How much interest do you earn?
Interest = $500 x 0.07 x 3 = $105

You borrow $20,000 for a car at 93% interest. You pay it back in full 5 years later. How much
interest must you pay?

Interest = $20,000 x .095 x 5 = $9,500

(Important note: Borrowers do not usually have their interest computed by the formula
above. Most borrowers pay their debt back a little bit at a time. This reduces the amount of
the loan still owed, which in turn reduces the principal, or the amount still owed. Interest for
loans paid back a little at a time is figured using a more complicated formula. This is called

;:‘omp)ound interest. For the sake of simplicity, we will not investigate this kind of interest
ere.
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