Module 5: Budgeting
Every penny counts!

The problem: “Making ends meet”
Many families all over the world deal with a delicate issue at the end of
the month: “making ends meet”, which means being able to keep
expenses lower than incomes. For many reasons, this is not always
easy to achieve.

Main mistakes
• Lack of precise knowledge of
the amount of money which will
be available immediately or in
the short term
• Getting into debt to buy
unnecessary goods and
services

Top tip: barter is still very
popular! Barter exists between
companies, and in some
countries there is barter
between citizens too!

• The use of payment
instruments other than cash
• No funds are allocated to
unforeseen expenses
• Families do not keep a regular
record of incomes and
expenses
• No saving is done

The solution: Budgeting
As with companies, whether big or small, the budget is a good tool for
families too: it is useful not only to make ends meet, but also to ensure
financial viability and the ability to deal with unforeseen situations. The
budget is a forecast of estimated expenses and incomes and it often
comes with a list of real expenses and incomes.

Two kinds of budget
Estimated: this is a budget based on forecasts and projections. It gives a
general idea of the affordability of a business project and is also useful for
keeping household accounts. The information is not specific, but indicative.
Final balance: this considers the actual incomes and expenses over a certain
period of time. It is very useful to compare it to the forecasts. The information
in this budget is fully accurate.

Good reasons for preparing a family budget
Thanks to technology, it is quite quick and simple
to keep track of expenses and incomes, and even
to analyse them in detail. There are some good
reasons for this:
Objectivity
Numbers represent reality in a
very objective way, while
perception of expenses is
generally more related to
subjective factors, which make it
easily distortable. When we talk
about money, numbers can be
very mean but can also reveal
some hidden problems.
“Follow the money!”
We can find out where household
money is going, the same money that sometimes
runs out before the end of the month! There are
always surprises…
Saving
Discovering losses in the family cash flow, or a
lack of balance caused by bad habits, could help
us save a lot of money; in this way we might
reduce our necessity to work or increase our
spending power or our possibility to achieve our
own goals.

Classifying expenses
Based on needs
We cannot eliminate fixed expenses if we do not consistently change our habits and
our general household management; so we can consider them as necessary and
indispensable.
We cannot or we do not want to entirely eliminate flexible expenses but, if necessary,
they can be reduced through a change in quantity or quality of goods and services.
For example, many common household items, both at the supermarket or the
pharmacy, have their equivalent at a much lower price, so we can have the same
result (in this specific case, stocking up on food or medicines) with a lower expense,
simply by changing the brand.
Discretionary expenses are very close to what is “unnecessary”: they can be easily
and quickly eliminated, even if some members of the family may not agree. Many
things for our “vices” or “pleasure” are actually unnecessary… and the saving is often
considerable in comparison to the sacrifice.

Based on frequency
Expenses can be “regular” or “periodic”.
Regular expenses are exactly the same, month after month, such as subscription
costs. They are very easy to manage because they always have the same frequency
and the same cost.
It can be useful to create a regular expenses subcategory for those expenses which
occur every month but they can have different costs: for example, the expenses for
gas, water or fuel consumption. They are necessary but we do not know their exact
cost.
Periodic expenses occur sometimes during the year and they can be unexpected or
very high. It would be better to be prepared!

A few examples of common expenses
subcategories
How many and what are the typical expenses
of a family? There are a lot - too many to
mention, in fact! If we do not want to get lost
between numbers and words, we need to
reduce them to a reasonable number.
Here are several examples of expenses:
rent, fixed and mobile telephone costs,
insurance, charity donations, savings,
education costs, transportation, medical
consultations, medicines, gifts, food,
household maintenance, personal care,
clothing, leisure and entertainment, charges,
house and garden maintenance, dentist,
computers, sports, pets, water, gas, electricity,
Internet, etc.
On the other hand, there are very few sources
of income: salary, business incomes, bonuses,
Christmas bonus, overtime, gifts, investments,
tax benefits, incentives, exclusive contracts,
etc.

It is good to have
different incomes, in
order to be ready to deal
with risks. Nowadays it is
common to generate
income from our online
activities, for example as
teachers or trainers.
Take a look at websites
such as Udemy or
Teachable!

Forecasts and projections
When studying maths at school, we often lose the habit of estimating, as we
always look for the exact answer. On the other hand, good forecasts do not
always require precision. We can use available data or use stats websites
data, such as ISTAT data. Did you know that the average monthly expenses
of an Italian family are around 2400 EUR?

Tips for data collection on incomes and expenses
The easiest way not to panic over the amount of expenses is
to have a single collection point for bills, receipts, etc. at
home; you can also keep a notebook in the car to write down
any unexpected expenses. It will take you just 10 minutes a
week to enter all the expenses onto the spreadsheet, which
will be your greatest ally in data analysis.

Useful links
Mind Mapping software:
http://www.inspiration.com/
Statistics
http://dati.istat.it/Index.aspx?
DataSetCode=DCCV_SPEMMFAM
Movies
The Big Short:
https://www.imdb.com/title/tt1596363/
Capitalism: A Love Story
https://www.imdb.com/title/tt1232207/
The Flaw
https://www.imdb.com/title/tt1787810/
Budgeting Spreadsheet:
https://pearbudget.com/spreadsheet

