
What is Credit? 

Identify Reasons to borrow and 
the trade-offs you make when you 

borrow 
Discuss how to plan when and 

how much to borrow 



Why Borrow? 
  Credit--is the ability to borrow money in 

return for a promise of future 
repayment. 



Credit is a trade-off 
  When you use credit, you are giving up 

the ability to spend in the future to 
spend now. 

  You must pay interest on borrowed 
money, so you are giving up more 
future spending than they amount you 
are spending now 



Opportunity Cost of Credit 
  If you borrow $100 
  Spending Now = $100 
  If interest rate is 10%, you will repay 

$110 
  Future Spending you are giving up = 

$110 



Reasons to Borrow 
  1.  For Your Goals 

  Can help you buy things earlier than by 
saving 

  Never borrow more than you can easily 
repay 

  If you use credit responsibly, and  you 
don’t borrow more than you can repay, 
then using credit makes sense. 



Reasons to Borrow 
  2.  For a Home 

  Few people can pay for a home without 
borrowing. 

  Without credit,most Americans could never 
own a home 

  You get the benefits of living in your home 
while making loan payments. 



Reasons to Borrow 
  2.  For a Home 

  A home is an investment 
  Equity--the difference between the amount 

owed on a home and the home’s value 
  Homes often increase in value over time 
  Home ownership can provide tax 

advantages 



Reasons to Borrow 
  3.  For Your Education 

  Higher education is expensive 
  Few people can afford higher education 

without borrowing 
  Education is an investment in yourself 

  Statistics show that people with more training/
education have higher average incomes 



Reasons to Borrow 
  4.  For Your Health 

  Medical care is very expensive 
  Often cannot work when seriously ill 
  Borrowing for medical expenses may be 

necessary 



Plan Your Borrowing 
  Before Your Borrow, Ask Yourself four 

Questions 
  1.  Is it important that I buy now? 
  2.  Do I have to borrow to buy? 
  3.  Can I afford the payments? 
  4.  Will I be able to buy other items I want 

more if I buy this item? 
  Should be able to answer yes to all questions. 



How Much to Borrow 
  The first rule of borrowing is to buy 

responsibly. 
  Don’t buy items just because you can! 

  Make sure what you are buying is worth 
giving up other items you could have 
bought 

  Basic Rule--total debt payments should 
not be more than 20-25 % of take-home 
pay 


