Module 6:
Borrowing Money

The problem: “How to have in advance the money I need and
that I do not have right now?”
Sometimes unexpected events occur, or we would like to do
something, but we do not have the money. How do we tackle this
problem? We can borrow it!
The roots of loans go back to the Sumerian age, where they were
strongly linked to economy and politics. Continue reading to learn
more!

Do we take risks by
borrowing money?
When a
government is
dependent upon bankers for
money, they and not the leaders of
the government control the situation,
since the hand that gives is above the
hand that takes. Money has no
motherland, financiers are without
patriotism and without decency;
their sole object is gain”.
Napoleon Bonaparte

Yes! The first risk is overindebtedness and the
incapacity to give back the
money, sometimes because of
high interest rates.
Generally the need to borrow
money arises from other main
problems: inability to keep a
household budget, inability to
have enough money through
our own job, inability to
prioritise, buying the
unnecessary, etc.

What types of loans exist?
In general we can have two types of loans: “dedicated” and “nondedicated”.
The first type is meant for the purchase of specific goods or services
(for example a car, a house, a computer).
The second type consists in cash available to be spent in the way the
owner would like to. This “freedom” has a trade-off: higher interests.

“What is interest?”
It is the difference between the money we have to give back and the
money we have borrowed. It is expressed as a percentage of the
amount of money asked (for example: 3% per year means that if I
borrow 100€, I have to give back 103€ at the end of the year to my
lender).
If the interests are too high and do not respect the threshold limits
established by the law according to the type of good or service bought
thanks to the loan, we have the “usury”, that is a crime.
Be careful!

“Do we have to pay just the interests?”
Unfortunately not! Besides the fees for opening or closing
the files and the funding management costs, we can have
insurances, taxes, payments’ management,
communications, etc
How to evaluate overall
expenses?
In addition to the TAN (pure
interest rate without fees/taxes)
there is the TAEG, which
includes all the fees. These
numbers, called “index”, help
us to compare the offers easily
and directly. The TAEG is the
main transparency tool in consumer credit agreements and
you will need it in the spreadsheet attached…
What are the good contacts for a loan?
The “classic” channels to get a personal loan (or for our
business) are represented by the banks, the financial
societies and the mediators registered in appropriate lists
kept by the OAM (Agents and Mediators Organization);
they can also be seen on Bank of Italy’s website.
2.0 loans?
There are other channels to borrow money. For example,
we have the “social lending”, where individuals finance
other individuals, even with warranties similar to those
provided by banks and finance companies
(opinions are different on that). In order to
Tip:
BEWARE of people
support artistic, recreational, cultural projects or
who talk about easy
social causes, money can be collected through
loans, without written
“crowdfunding” platforms (like “Kickstarter” or
agreements
and
“GoFundMe”). There are several success
warranties! Loans are
stories.
regulated by the law.

To buy or not to buy, this is the question
Decalogue to think about the
opportunity to buy something:

Decalogue of the actions to
make:

1. Do you really need it or can you
do without it?

1. Make a pros and cons list: look
for viable alternatives

2. Is it an urgency or can you wait a
little?

2. Avoid new products and wait
until this product is not trendy

3. Can you afford it, without being
helped by other people?

3. Increase your revenue and
reduce your expenses, in order
to respect the “budget”

4. Is the purchase linked to the heat
of the moment or to a sudden
urge?

4. Wait for some weeks and
assess if the need is still there

5. Can you find it at no cost,
borrowed or exchanged with
something else?

5. Rediscover the art of bartering,
with friends, on social networks
or other websites.

6. To be honest, after a certain time
could it be a useless expense?

6. Buy just things that make you
happy!

7. Which are the long-term
consequences of this purchase or
loan, for you and for the others?

7. Imagine what will happen in a
while if you really make the
purchase.

8. Is your need to buy spontaneous
or has it been generated by a
marketing expert?

8. If you have doubts, wait to
clear your head!

9. Are there good alternatives?

9. Use online comparisons and
look in specific forums.

The “Eisenhower matrix”
Another method to determine if a purchase
is really worth applying for a loan, is to
assess the “importance” and the “urgency”
of the purchase. This method is often used
in business and it will help us to be wise.
Easy, isn’t it?

N.B. Applying for a loan
to “spend” (or even to
“speculate”!) is different
from applying for a loan
to make
“investments” (maybe in
education). In the first
case, it is something
that will turn against us;
in the second case, it is
very useful and even
necessary.
YOU make the
difference!

The choice: “what to do before, during and
after?”
Follow the instructions in the guide of the
Bank of Italy. In particular: “how to choose”,
“what to present”, “at the time of signature”,
“during the contract”, “consumer’s rights”,
“informations and complaints”.

How to evaluate a loan offer?
Important information should be clear, concise
and evident: TAN and TAEG, miscellaneous
expenses, period of the contract, total amount
due, single tranche amount, possible
obligations for ancillary services, penalties, etc.
Then we need a concrete example that
provides loan characteristics.

Tips for data collection on incomes and outputs
The easiest way not to lose your head on the amount of
outcomes is to have at home a single collection point for
bills, receipts, etc.; besides, you can keep a notebook in the
car in order to write down sudden expenses. You will just
need 10 minutes per week to put all the expenses in the
spreadsheet, which will be your major help in data analysis

Useful links

Bank of Italy’s guides:
http://www.bancaditalia.it/pubblicazioni/guide-bi/
index.html
Loans’ comparators:
https://prestiti.segugio.it
https://www.prestiti.it/
Crowdfunding:
https://www.kickstarter.com/
https://www.gofundme.com/

The European Commission support for the production of this publication does not constitute an endorsement of the contents which reflects the views only of the authors, and the
commission cannot be held responsible for any use which may be made of the information
contained therein

