
	Session #10: Wise Use of Loans—It Is Not My Money!


	Training Manual:
	
	Youth Livelihoods: Financial Literacy

	Rationale: 
	
	This session gives participants the opportunity to analyze the situation when a loan is needed. Participants will also learn advantages and disadvantages of loans, as well as compare a loan to saving.



	Target Audience: 
	
	In-school and out-of-school youth who have completed at least primary education


	Facilitator Expertise:
	
	Peace Corps Volunteers and local counterparts who have been trained in the Financial Literacy module of the Peace Corps Youth Livelihoods Curriculum and have basic knowledge of developing small loan plans. 



	Time: 
	
	150 minutes (2 hours 30 min)



	Prerequisites: 
	
	Participants will have already completed Session #9 of “Personal Money Management” of the Peace Corps curriculum Youth Livelihoods: Financial Literacy.



	Version:
	
	Jul-2012



	Session #10: Wise Use of a Loan. It Is Not My Money!

	Date: 
	Time: 150 minutes (2.5 hours)
	Facilitator(s): 

	Facilitator preparation:

1. Read Session #4, “Time Value of Money,” particularly the notion of interest and the justification for looking for additional funds, rather than saving for items you don’t currently have money for.

2. Check commonly used vocabulary for loans. Some use the term “credit” when they borrow money. Be prepared to use the appropriate term during the session.

3. Note: Avoid discussing interest (Activity #8 under “Information”) in communities where only strict Islamic banking rules are used. Islamic banking rules are consistent with the principles of Islamic law (Sharia). These rules prohibit the use of interest or fees for loans or savings. For example, instead of lending money, the lending institution or the lender will take a stake in the investment; or will buy and own the equipment and only transfer full ownership to the borrower when the agreed cost of the investment has been fully repaid.
Materials :

· Equipment

1. Flipchart paper

2. Markers or chalk
· Prepared flipcharts
Flipchart #1: Questions to consider when taking out a loan
Flipchart #2:  To save or to borrow?

Flipchart #3: Definitions
· Trainer Materials

Trainer Material #1: Sample flipcharts


	Competency: 
Participants analyze the need for, and consequences of, taking a loan and can develop a personal repayment plan.
Learning Objectives: 
Participants will

1. Analyze a situation to determine when a loan is needed.

2. Analyze advantages and constraints associated with using a loan.
3. Develop a personal loan repayment plan.

4. Distinguish between a loan and savings.



	Phase/Time/

Materials
	Instructional Sequence

	Motivation

20 minutes

Flipchart paper


	What is a loan and why do people take out loans?

Participants list reasons young people take out loans.

1. Say:  “Last time we talked about savings—the money you set aside. Today we will talk about a loan—the money you borrow from someone or an institution, with the obligation to pay it back.” 
2. Ask participants the following:  “If you have ever borrowed money, stand up. If you have ever lent money to a friend or family member, raise your hand.”

Note: 

Make sure all participants are physically able to stand up or raise their hands, otherwise change the activity. Be aware that there may be people with disabilities.

3. Organize participants into groups of four, making sure at least one person who has either stood up or raised his or her hand is part of the group of four. Then ask the group:  “Can you write down three reasons young people like yourself might take out a loan?”
4. Each group presents its work. Write down on a flipchart the reasons mentioned. Ask participants if they can put those reasons into categories.

Note: 

The facilitator can provide an example of categories: Emergencies, regular expenses (consumption), investment in a business, etc. 

5. Summarize by saying:  “Young people borrow money for different reasons, but there are three main categories. They borrow money:  1) for emergencies, 2) to cover regular expenses, and 3) to invest in an opportunity that will pay in the future (small businesses, education, etc.). We will examine the advantages and disadvantages of a loan and how to go about repaying.”



	Information

60 minutes 

Flipchart #1: Questions to consider when taking out a loan

Flipchart #3

Definitions


	A. Advantages and constraints of a loan in a given situation

Participants first define the term loan and analyze situations where a loan is necessary, as well as the constraints related.

1. Ask:  “What comes to your mind when you hear the word loan?”  Write participants’ answers on a flipchart. 
2. Then summarize by saying:  “A loan is a debt, an amount that you owe to a person or an organization, for money you borrow from a person or organization with the obligation to repay under certain agreed conditions or terms. 
3. Ask: “What are some of the conditions of borrowing money in this community?” 
Note: 

1) The facilitator will remind participants about the concept of interest (see Session #4, “Time Value of Money”). However, the facilitator should consider whether it is appropriate to talk about interest in the community. Some communities may be operating under Islamic finance rules, which do not recognize or use interest.

2) Loan versus credit – In some countries, these two terms are used interchangeably, but in other countries “loan” may be the most appropriate term to use, as it may also include informal borrowing transactions (between individuals or with informal groups). Meanwhile, credit may mean a formal borrowing transaction between a financial institution and individuals.

4. Organize participants in groups so each group represents a category of reasons for borrowing: Emergency, regular expenses, investing (a small business, education, etc.). Ask each group to come up with three concrete examples for each.

Note: 

The facilitator circulates among groups and reproduces on a flipchart the result of their work.

Categories of reasons to borrow

Examples

Emergency

1

2

3

Regular expenses

1

2

3

Invest in education, small business

1

2

3

5. After making sure all groups have examples and that participants are well aware of these examples, assign new categories to each group. Ask groups to write on a flipchart the advantages and disadvantages, if any, to borrowing for a particular category.

6. Say:  “In your group, using the examples, fill in the flipchart below. Please write clearly as we will be having a fair, during which you will present your ideas.”

What good things happen when you borrow money for [category]?

What things can happen that you don’t like when you borrow money for [category]?

7. The Fair: When all the groups have completed the activity, instruct them to leave one group member in front of their flipchart, while the rest visit the other groups to see what they came up with. The remaining member of the group will explain to “visitors” what their group did and answer questions. The facilitator will “open” the fair by “cutting the ribbon” and visit stands with the rest of the participants.
8. Summarize your observations by saying:  “There may be some advantages and constraints to borrowing money. Some constraints: a) paying back more than what you have borrowed. The additional amount you pay is called interest. b) Providing collateral, which is something of value the borrower provides or promises the lender in case the borrower doesn’t pay back the loan.”
9. Say:  “Let’s talk about interest. Who has heard the term interest before?”
Note: 

Remind participants that you have used the term in a previous session: “Time Value of Money.”

10. Explain by saying:  “The lender charges a fee for using his or her money. Interest is the additional amount you pay on money borrowed. The interest is determined as a percentage of the amount of money borrowed.”
11. Let’s say you borrow $100 at an interest rate of 2 percent per month and you have to repay at the end of the month.  You will end up paying back $102 at the end of the month.”
Amount borrowed, or “principal” = $100 

Interest rate = 2% every month

Total amount of interest = 100 X 2/100 = $2

Total to pay at the end of the month = $100 + $2 = $102

The loan term is one month

Note: 

1) Skip this activity in communities applying strict Islamic banking rules.

2) The facilitator uses the flipchart with the definition of terms while explaining the exercise.

4. To save or to borrow?

Participants analyze the differences between loans and savings and examine the consequences of using one or the other. 

1. Ask participants to go back into their groups and consider each of the reasons for borrowing that they identified, and choose one of the examples they have for each reason.

a. Discuss whether it would be better to save for or borrow the money for each example.

b. Complete the chart. Give one reason for each example. 

Reasons to borrow

Examples

Borrow or Save?

Why?

(Reasons)

Emergency

Regular expenses

Invest in small business

2. Walk around to monitor progress and clarify the activity. 

3. When the groups have completed the exercise: 

a. Ask each group for one example. The next group must give a different example.

b. Ask: “Who has thought of needs and wants in making the decision on ‘regular expenses’? Congratulations to the group!”
4. Conclude the activity by saying:  “During the session on needs and wants, we saw that it is wise to give more importance to your needs than to your wants. In this case, since borrowing will always cost you more money at the end, in deciding what to do for ‘regular expenses,’ it is important to separate your needs from your wants.
“It is not wise to borrow for your wants. If you save for your wants instead of borrowing for them, then you don’t pay more for them.” 

C. Payback time!

Participants learn how to prepare repayment plans for their loan.

1. Say:  “When you take out a loan, sometimes it is a choice among other choices. But to repay a loan is a need you can’t escape from or postpone without consequences. As with all other needs, you can better handle a loan repayment if you are well prepared; in this case you need a plan.”
2. Organize participants in groups of four and say:  “Think of a young person in the community who has borrowed money from a friend or an organization. What kind of agreements do young people make for repaying loans they take out from their friends? Think of the final amount they must pay back—and things that happen if they don’t pay.” 
3. Each group presents their scenario and the result of their work.

4. Build on their work and read from Flipchart #1 to say:  “When you take out a loan, it is important to consider the following questions with the person or the institution from whom you are borrowing:”
a) “How much do I need to borrow? – (Borrow just what you need, not all that you may want.)

b) “When am I supposed to finish paying back the loan?

c) “Can I pay in small amounts on a regular schedule? – (Pay each week, or each month. Can I put aside that amount after paying for my needs?)

d) “How much will the small amounts be? (It is preferable to decide on the amount and the period. Don’t wait to have to pay back the whole amount in one lump sum. Pay small amounts regularly, and make the payments a required expense in your budget.)
5. “These five key questions are your repayment plan. A repayment plan is the schedule and amount you have agreed to pay back for the money you have borrowed.”

6. Continue by saying:  “In some cases, people or credit institutions may ask you to pledge something of value, like a bicycle or a piece of land before they will give you a loan. This is called collateral or a guarantee. In case you don’t pay back, they take the collateral.” 
Note: 

1) The questions are written on Flipchart #1.

2) The facilitator can provide a 10-minute break.


	Practice

30 minutes 


	To save or to borrow?

Participants compare the concepts of borrowing and saving and analyze the consequences of their decisions.

1. Organize participants in groups of four, and then present them with the following situation:  “A friend wants to buy a new pair of jeans that costs $12. It is a new design of jeans every young person in the village or neighborhood is talking about. He does not have the money now, but he has the choice to either borrow the money or save to buy the pair of jeans at a later time.” 
2. “Borrowing:  “If he decides to borrow, he can buy the pair of jeans now and attend the community party this weekend. However, he will have to repay the loan amounting to $18 over nine months, paying $2 every month. What is the amount of the principal and how much is the interest?”

3. “Saving:  “By making some sacrifices he can save $3 every month and buy the pair of jeans at $12 after four months.”

4. “What will you advise your friend to do: to save or borrow, and why? Use the five questions discussed above [show the flipchart with the questions] as you make your decision.”

5. Each group presents their decision and the consequences.

Note: 

1) The exercise has no wrong or right answer. The main purpose is for the participants to compare loan and savings plans and explore the consequences of each choice. During the debriefing of the exercise, remind them of the difference between needs and wants (in this case having the pair of jeans is a want). 

2) Loan :

· They are paying $6 extra in interest, which is half the price of a new pair of jeans. They have a constraint to pay someone else $2 every month for nine months. But they also have the pair of jeans sooner.

3) Saving:

· They are sacrificing some wants to save for this particular one.

· They are putting money aside that could also help them in an emergency.

· They will pay the real price of the jeans without any additional charge or interest.

· However they will have the pair of jeans later.

6. Summarize the advantages and disadvantages of each option and conclude:  “Each financial decision has consequences. When you want to take out a loan, it is important to ask the five questions [remind them of the questions on the flipchart] and also to compare other needs that you have. Remember, the repayment of a loan is a need, something you have to do every month or week, depending on when you have to pay. It is better to take a loan for a need or for something that will bring you income, rather than for a want.”


	Application

25 minutes 


	How a loan works

Participants describe a situation where they or a friend or a family member has borrowed money. 

1. Say:  “Describe a situation where you, a friend, or a family member has borrowed money. Use the five questions to describe the situation.
2. “Looking back at the situation, could you or that person have saved for the purchase, rather than borrowing? How much would you have had to save weekly or monthly, and for how long?”

3. Ask volunteers to share their exercises with the group.

4. Summarize:  “A loan is not your money. It is the money you borrowed with the obligation to pay it back. Sometimes you repay more than the amount you borrowed because of interest. That is why you have to compare the advantages and disadvantages of a loan with other options you have, such as saving to cover your expenses or to invest. When you take out a loan, make sure to think of how much you will pay at the end, including the additional amount of money you will pay, and how long it will take to pay it back.”



	Assessment

15 minutes


	Challenging each other

Participants ask each other questions about what they have learned about loans.

1. Organize participants in pairs, and each participant comes up with two questions (and answers) to ask the other participant. The winner will be the participant who has answered the most questions correctly. Both can win. Participants take turns asking questions (one question at a time).

Note: 

1) Give each participant the time to find the questions and the answers. 

2) Some questions to consider:

· What is a loan?

· What is interest?

· Why does a lender charge interest?

· What are the disadvantages of loans?

3) List at least two reasons young people in the community use loans.

4) List at least three questions to answer before taking a loan.

2. Facilitator walks around to facilitate or arbitrate discussions in some cases.

3. The facilitator concludes by asking all the winners to stand up and asks the group to congratulate the winners.

4. Remind participants as they leave the room to put a check in the relevant box on the flipchart “What I would like to learn,” discussed during the session “Introduction: Getting Ready.”
Things I would like to learn

(This column contains things participants said they wanted to learn during the Introduction session)

I understand now

 Still don’t understand

Know how to use it

Will start using it



	Facilitator Notes for Future Improvement
	Date and Facilitator Name: [What went well? What would you do differently? Did you need more/less time for certain activities?]



Flipchart # 1

Questions to consider when taking out a loan

1. How much do I need to borrow?—You need just enough.
2. How much will I pay?—Is it the same amount or a higher amount because of interest?

3. If it is a higher amount than what I borrowed, how much higher is it? 

4. When am I supposed to finish repaying the loan?

5. Can I pay in small amounts on a regular schedule (day, week, or month)? How much will the weekly payment be, including principal and interest?
Flipchart #2
To save or to borrow?
	Reasons to borrow
	Examples
	Borrow or Save?
	Why?

(Reasons)

	Emergency
	
	
	

	Regular expenses
	
	
	

	Invest in small business
	
	
	


Flipchart #3: Definitions
Loan—Money you borrow from a person or organization with the obligation to repay under certain agreed conditions or terms.
Principal—The money you initially borrow, not including any interest.

Collateral—Something of value the borrower gives or promises to give to the lender if the borrower can’t pay back the loan.
Interest—The additional amount you pay on the money borrowed.

Loan term—The time the borrower has to pay back the loan.
Trainer Resource #1: Flipcharts
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