Erasmus + Personal Finance
Programme
MODULE 6: “BORROWING MONEY”

TEACHER NOTES
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Teacher notes
1.1:
The history of the loan

A. When, where and why it originated: the origins of the loan go back to the Sumerian period. In that period it
was defined as the difference between what had to be given back and what had been lent, and the loans
were based on metal and wheat.
B. Its historical development: in the Old Testament some people contested the legality of ing money and
gaining interest from it (in Latin “usura”).
In the Middle Ages, in Europe the “mountains of piety” were created by the Franciscan Order, where credit
was given if a little lien or a small amount was left there. In subsequent centuries, loans became increasingly
indispensable for everything, from enlisting the army, to the making of a war; from controlling the economy
and the politics of countries, to managing every aspect of a citizen’s life (citizens are called “customers”. Is
that by accident?)
C. Mention the “hidden history” of the loan: there are different opinions on the reason why loans originated and
on thier real aim (in the Middle Ages, people said “to create wealth by wealth”).
Napoleon Bonaparte wrote in his memoirs: “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 objective is gain”.
Nevertheless, Napoleon was not able to change it and in France international bankers hold the monopoly on money
printing. Goethe wrote: “The history of Napoleon creates in me the same impression as the reading of Apocalypse in
the Bible. We all think that something more should be in it, but we do not know what”.
Is borrowing money more than what it seems?

1.2:
Loan functions and
risks

A. What’s it for? The loan is for:
- providing cash to the consumer to let him buy goods or services;
- making future revenue available for actual needs, like the purchase of goods, training courses, things
needed to start a business, sanitary assistance, etc.
- reducing the impact of the decreasing of work income
B. Which are the risks? The most important is over-indebtedness. Actually it is impossible to pay off everyone’s
debts, because the cash given by banks or financial institutions is created from scratch. The apparent need for a
loan often depends on other hidden problems, for example:
- lack of a good management of household income, for example because the family does not have a budget;
- incapacity to earn enough money from our own actions, because of lack of technological training in a world
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that is more and more technological;
incapacity to prioritise our needs, for example by buying unnecessary things before buying what is really
needed.
A lot of people who ask for a loan are not able to pay it off, because of high interest rates or because they have
asked for the loans from the wrong person.
C. What about the LAW established to limit the risks? Legislation has tried to limit the innate risks of loans. Different
laws have been produced: laws against usury, against the granting of loans contrary to good principles, against the
exploitation of people’s needs, against compound interest (*). On the other hand, legislation has promulgated
several laws for transparency, fairness and good faith.
Who really benefits? The people who ask for the loan can effectively accelerate the purchase of something; without
the loan, they would be obliged to save money for a certain period. On the other hand, they have to pay the interest
(and the fees) in addition to the product’s real value: a kitchen with an initial cost of 5000€ can have a final cost of
6000€.
The person who grants the loan sometimes is not reimbursed and that is the reason why guarantees are generally
required. On the other hand, they can “create wealth by wealth”. For this reason, we should always think through the
options before asking for a loan.
-

1.3:
Types of loans and
concrete examples

1.4:

A. Dedicated loans: the money is linked to the purchase of a specific good or service: a car, a training course, a
holiday, etc. We pay this money back in instalments following a regular schedule (generally monthly) and
they include both a share of the capital to give back and a share of interest repayments.
B. Non-dedicated loans: cash available for the applicant, who can spend it as he/she wants. People generally
pay for this “freedom” with higher interest rates. Guarantees are often required, like a written guarantee or by
taking out an insurance policy, the transfer of a part of the pension (one-fifth) or of the salary (up to twofifths, if the employer agrees).
C. Credit facility: against collateral, a bank can grant a sum on the current account that is made available for the
client, who pays a commission on this sum, while he/she pays interest on the money used. Once the money
is repaid, it can be used again.
D. Revolving credit card: this is both a loan and a payment tool. The money on the card is paid back in
instalments and with interest and the rate can vary. There is a maximum ceiling to use it.
BE AWARE, because generally the interest is much higher than with other types of credit and the loan duration can
be very long. They can be a dangerous tool to get money quickly.
A. Interests, fees and miscellaneous: the interest (which is expressed as the “interest rate” and the value is
expressed as a percentage) is not the only thing people pay for the loan. There are also the fees to open the
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How much does a loan
cost?

account and funding management costs, which are generally low.
There are some fixed costs, like the insurance, the investigation, collection and management of the
instalments, stamp duty on the contract, closure of the procedure, periodic communications by the financier.
If the loan concerns a low amount of money, these fees can have a significant effect!
B. TAN and TAEG index: in order to evaluate these additional fees, together with the “nominal interest rate”
(TAN, that is the “pure” annual interest rate, expressed as a percentage, on the loan granted, without fees
and commissions; it can be fixed or variable), plus we have the TAEG (global annual percentage rate), which
also takes into account all the extra costs.
These numbers are called “index” and are used to compare the different offers on the credit market.
The TAEG is the main transparency tool in credit contracts to consumers and is balanced across Europe, so that we
can also compare foreign operators’ offers. Nevertheless, it is important to note that not even the TAEG is 100
percent accurate: for credit opening and for the revolving credit cards a lot depends on their effective use,
punctuality in the repayment of due payments, variations in interest rates, etc.
The TAEG does not include penalties, default interest for late payments, additional expenses made at purchase
(such as transport costs), legal fees or other service costs.
C. Notes on usury: if interest rates are too high, they are illegal and we call it “usury”. There are some limits to the
interest rate to be compared to that of the specific loan and the lender must always show the sheet with these limits,
which can always be consulted on Bank of Italy website.
LINK:
www.bancaditalia.it/vigilanza/contrasto_usura/Tassi
D. Examples and exercises to calculate instalments and interests on spreadsheet
Case study

1.5:
When is a loan
procedure worth it?

A. The problem: we have a lot of goods and we often use services that we do not really need and they are
expensive. To buy these goods and services, we run up debts or we are not able to save any money. Is
there a solution? We have to find a good way to select what to buy and when a loan is worth it.
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B. Eisenhower matrix
https://www.iwolm.com/blog/come-definire-le-priorita-usando-la-matrice-di-eisenhower/
www.mappementali.net/2012/11/08/la-matrice-di-gestione-del-tempo/
In order to objectively assess if a loan is worthwhile, we can use a very simple tool that compares our ideas
graphically. http://www.mappementali.net/wp-content/uploads/2012/11/Matrice-di-Covey-e1368570121403.png
We use two parameters to categorize our eventual expense or investment: URGENCY and IMPORTANCE.
How IMPORTANT is this thing for me?
This depends on several variables (the person, the moment, the context, the past, the dreams for the future, etc.)
How URGENT is this thing for me? This depends only on the time!
Obviously if a thing is both important and urgent, asking for a loan to buy it can be really worth it.
And it is much more obvious that if something is not important and not even urgent, we do not even need to think
about it!
We have to assess properly: sometimes we are victims of urgency even for things that are not important, but we
have to think that....life is long and we need to be forward-looking and build solid foundations in order to avoid major
problems in the future.
Instead of responding to urgency, often misleading and just apparent, it can be better to use more resources (in
terms of time or money) to the things that are more “important”, strategic and linked to our life in the middle-long
term. Often they can be opportunities for the future that we need to carefully assess. Emergency is never the best
counsel.
C. Guidelines:
- Do I really need it? Is it necessary or can I live without it?
Solution 1: make reasoned lists, look for alternatives, before making the purchase; then buy ONLY what we have
decided with a cool head.
Solution 2: to find out the reason why we think that this thing is necessary (for example, some benefits or utilities)
and to look for alternatives that let you enjoy these benefits or utilities
- Do I really need to have it now or can I find it at a lower price? We pay for immediacy but patience makes
things cheaper (think about new cars or computers and think about cars or computers marketed one or two
years ago but now considered “old”); this is the same for other things, like holidays, cars, computers, etc.
Solution: try to avoid novelties and “fads” and wait until they are outdated… fashion often does not last long,
replaced by other things that are apparently better…
- Can I really afford it? Can I really add this purchase to my actual budget, based on my income and
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1.6:
Who to contact for a

expenditure?
Solution: first increase your income or decrease your expenditure, in order to respect your budget and to
avoid problems in the future.
Is this purchase based or linked to an emotion at this present moment? Impulse purchases are the worst
type because the purchase is not reasoned at all and we can feel guilty afterwards.
Solution: wait for a short time and see if you are still interested in the purchase.
Can I find it at no charge or can I exchange it for some of my goods or can I borrow it? Barter is used even
by enterprises and multinational companies, because it is more beneficial than purchasing. Why shouldn’t
you do the same?
Solution: trading sites, sales, second-hand goods, barter.
Ask for it in our group of relatives, friends, contacts on social networks, etc. Even holidays can be acquired
through barter (house sharing)!
Will you really use it for a long time? Will you consider it a “useless purchase” in a little while?
Solution: follow Marie Kondo’s philosophy, which is to have only goods that give joy and happiness when we
touch them. You will see that there are really only a few!
The result: you will buy fewer things!
Which are long term consequences of your purchase? For you, or for your family or for others? Your desire
to purchase has to be paid for by someone else and often it is the whole family that pays for it. Try to think
about what is going to happen in a few months or years as a consequence of your purchase today and think
about if it is really worth it.
Solution: ask people you trust for their opinion, but not only people who generally think you are right. You
need to have different points of view to compare, in order to weigh up the pros and cons, in the short and in
the medium term; this is a good resource and it costs nothing.
Is your desire/need to buy spontaneous, or is it created by a marketing expert? Today persuasion and
marketing techniques have reached unthinkable levels. Ask yourself if you really want to buy or if it is
someone else that wants you to buy...
Solution: if you have any doubts, wait a while to clear your head!
Are there viable alternatives? The first opportunity we find is not said to be the best. Indeed, statistics say
the contrary!
Solution: every type of comparison site!

A. Banks, financial institutions, brokers are the “classic” ways to get some money from others. Financial
institutions can also use credit intermediaries, who have to be registered on OAM’s (Agents and Mediators
Organism) lists. Financial institutions agents can directly operate and conclude contracts, while brokers are
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loan?

independent operators who can promote contracts, but CANNOT conclude a contract; mediators ask to be
paid for their mediation with the consumer.
B. Alternatives (social lending, fundraising, barter): even private individuals can lend money. “Social lending” is
an increasingly widespread practice that connects people with other people, even if the warranties given in
this case are very similar to those provided by banks and financial institutions.
LINK to know more:
https://www.superinformati.com/consumatori/guida-prestiti.htm#Il_social_lending_una_nuova_frontiera
Some of main platforms:
uk.zopa.com
www.ratesetter.com
www.fundingcircle.com
www.auxmoney.com
www.isepankur.ee/home
www.pret-dunion.fr
www.thincats.com
www.smartika.it/Web
www.comunitae.com
www.fundingknight.com
On the contrary, fundraising “is a means, more than an aim, therefore it is a consequence of objectives and social
benefits that an organization wants to achieve”, as Henry Rosso, fundraising inventor in the ‘90s, wrote. “It is the
science of financial sustainability of a social cause, it is not the science of raising funds”. It is not just fundraising, “it
is the funds development process, from the basic idea, until its implementation”.
20 principles of fundraising:
https://grosseto.unicusano.it/studiare-a-grosseto/cose-fundraising-funziona-la-guida-completa-alla-raccolta-fondi/
For “social” causes: https://www.gofundme.com/
For artistic and recreational projects, etc.:
https://www.kickstarter.com/
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1.7:
How to choose?

A. To evaluate the offer and the funder (mandatory data, examples, TAEG, costs, etc.), you need:
- essential, clear, concise and highlighted information
- annual interest rate
- expenses that make the credit total cost
- credit total amount or maximum amount made available
- contract length
- total amount due
- amount of a simple instalment
- TAEG
- concrete example including funding’s characteristics
- potential obligations to sign agreements for ancillary services, if they are not included in the TAEG
B. Hidden or unclear clauses: if the contract is unclear or if it misses important elements, please ask for information
from multiple sources. The consumer has the right to ask for a copy of the contract and to read it before signing, so
he/she has all the time to do some research and assess the proposal properly.
C. Comparators: online services that allow you to compare different lenders’ proposals.
For example:
https://prestiti.supermoney.eu
https://www.prestiti.it/

1.8:
To make the choice

1.9:
Nota bene!

A. To follow the instructions of Bank of Italy’s guide:
https://www.bancaditalia.it/pubblicazioni/guide-bi/guida-credito-consumatori/GuidaCredito_WEB.pdf
B. How to make the choice (G1)
C. What documents to present
D. What to do when signing (K)
E. During the contract (L)
F. Information and complaints (M)
1) Beware of people who offer easy loans to everyone.
2) Assess incidental expenses and all other foreseen economic conditions
3) Interest-free is real for TAEG, not only for TAN.
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4) If a subject is not in order with the subscription in the OAM’s lists, you have to report it!
5) Always ask for a copy of the contract in order to have enough time to evaluate it
6) The lender could ask for a third party guarantee: these persons commit themselves to pay in the event of
non-compliance from the consumers.
7) Only banking institutions can provide a revolving card! In case of suspicious activity detected, please report it
to the Bank of Italy
8) If we have a third party guarantee, the lender is reassured and it is easier to get the loan
9) The ability to repay is assessed as the debt-to-income ratio, which has to be lower than 30% of the total.
More instalments (longer loan) --> more sustainable in the long term.
In Islamic finance, that respects Sharia law, it is forbidden to receive or to pay interests coming from financial
operations; for example, the positions opened in the morning in the accounts for the FoRex (currency exchange)
have to be closed by evening, in order not to have to pay the bank or the broker for interests...
2.0:
Glossary

TAN: annual nominal interest rate is applied on funding and it represents an important piece of information for
calculating the cost of your loan.
TAEG: annual global percentage rate is the real cost of your grant paid in instalments. Find out the different costs
that make up the TAEG.
Incidental expenses: in order to discover if your loan is convenient, remember to check potential incidental
expenses linked to the procedure or to the instalments.
Preliminary fees: in order to open a loan procedure, banks ask for some preliminary fees. Discover how they impact
on your loan.
Loan insurance: information on insurance covers for loans. Protect your family and yourself through a loan
insurance.
Etc...
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