
Economics • Budgeting



Budgeting

Can anyone think of another 
word that might describe what a 

BUDGET is?



Budgeting

What personal financial goals do you have?  

• Are saving up to purchase something important to you - like a car.

• Perhaps you want to ready to move out on your own when you 
graduate.

• College is just around the corner for many of you – have you thought 
about how much it costs and how you will pay for it?

• Helping provide for your family, perhaps?



Review of Basic Terms

Opportunity 
Cost

Scarcity

Cost/Benefit Incentives



Budgeting Vocabulary

Opportunity Cost - the value of the next best 
alternative when one alternative is chosen over 
another (see example, next slide)

Cost/Benefit - a process that assesses the 
relation between the cost of an undertaking and 
the value of the resulting benefits



An opportunity cost example

• Tuition and fees are not, for most college students, the major cost of 
going to college

• On average, three-fourths of the cost of a college education–the cost 
borne by the student and the student’s family–is the income that 
college students give up by not working

• A good measure of this “opportunity cost” is the income that a newly 
minted high school graduate could earn by working full-time

• Gary Becker, Concise Encyclopedia of Economics

http://www.econlib.org/library/Enc/bios/Becker.html


What is Scarcity?

What is scarcity and why does it matter?

What will scarcity cause individuals or business to do?

How do we determine what the value of something is?

Scarcity is the existence of unlimited human wants versus the limited 
nature of resources (time, money, materials, etc.).  This conflict makes 
us compare relative values and make choices



What is a Budget?
Anyone ever need to create a budget? For an event, to organize a group’s 
finances?

A budget helps keep finances in balance. It’s a SPENDING PLAN to fulfill a 
specific objective (a vacation, an event, yearly spending, etc.).

What are some of the goals of doing a budget:

- Establish financial success goals - Anticipate/plan $ for the future

- Make choices/trade-offs - Visualize spending data

- Systematic way to assess what - Avoid stress and emotion in decision-

you value making



Needs vs. Wants

Complete the individual exercise sorting the Monthly Expenses into 

Needs vs. Wants



What does a Budget include?

Budgets are made up of two simple things:

- How much money I will take in or have available to spend

- How much money I have to pay for things

We’ll label these: INCOME and EXPENSES



What is Income?

Income is the money I take in. 

When doing a budget,  income is the money I earn and have available 
to spend or save.  Income ($) can be “earned” in different ways.

What are the different things that might count as income?

We can think about these different categories - but let’s start with 
things we don’t have to pay back,  like loans: 



Income can be more or less predictable

It’s best to order income by how certain or predictable:

What income is generally controllable and predictable?

What income is possible, but more variable?

What income is risky and may not happen at all?

What is available from prior income I didn’t spend (Savings)?

For a budget, sometimes it is necessary to access other people’s money -

Loans



What about Income

Income, Revenue, Salary all mean pretty much the same thing - money 
in your pocket.

Income can come from many different places:
- Job/Salary
- An Allowance
- Interest or Dividend from an investment
- Inheritance
- Grants, scholarships, gifts
- Money from a government program or a retirement plan



Important distinctions about Income for Budgeting

Income vs. Savings

Income vs. An Investment (or other Asset)

Income vs. A Loan

A Loan vs. A Gift



Income vs. Assets
• What is the difference between Income and Assets?

• Income is a “flow” of value from some source

• Assets are value that has accumulated – but they can be either liquid or illiquid.

Lets talk about a few examples:

Asset Income

- House - rental income

- Car - Uber side hustle

- College Degree - Salary at a job requiring a degree

- Stock Investment/Savings Account - Dividend/Interest Income



What is Expense?

Expense is the money I expect to pay out. 

When doing a budget,  expense is the money I expect to spend to 
complete a certain activity.   THE  $ COSTS.

What are the different things that might count as expenses – let’s use 
the example of the cost of living in an apartment over the course of  a 
one year?



Expense Types

Not all expenses are the same.  In addition to differentiating between 
what we want and what we need, there are some important ways to 
categorize expenses.

• Variable Expenses

• Fixed Expenses

• Discretionary Expenses



Expenses by Type

We usually think about expenses as fixed (regular and certain) or not 
fixed.

In the apartment example – which expenses must I pay - why?

These are considered fixed expenses. They are regular and predictable, 
but unavoidable month to month (or over the length of a contract).



Expense categories for Budgeting

Fixed Expenses

Variable Expenses – Expenses that change as an underlying 
activity changes. Usually cost is associated with the amount of the item 
we use.  That determines the amount we pay (eg., gas, food, electricity).

Discretionary Expenses – Expenses that are not 
required.  The expense satisfies some desire of the spender.  Another 
way to thing of these is “wants” vs. needs.

Sometimes an expense can be more than one – ex. a fixed  or variable 
discretionary 



Budgeting – other concepts

Liability – Money I owe in the future

Emergency Expense Planning – Set aside a sum of money for an 
unexpected event or expense.

Some suggest setting aside enough for 6 months worth of normal 
expenses.



Budget Exercises

Two Budget Activities:

Jim Cornelius Budget (20 points) – See handout.  Paired exercise.

Objectives: Continue simple budgeting – to understand choice, value, 
fixed vs. variable vs. discretionary expenses.  Word problems, requiring 
research.  Organizing a worksheet for a budget.

Planning the Prom (20 points) – See handout.  Group exercise.

Objectives: Use the decision-making process, Understand scarcity, 
trade-offs and choices, practice a simple budget. Practice presenting.



Laying out a budget – helpful hints

Income

• Put the most predictable income first and then add the amounts that 
are less known or sure to happen

• Don’t put in things that are very unlikely or totally out of your control

Expenses

• Add expenses in the following order Fixed, Variable and then 
Discretionary – it helps clarify what your budget issues might be



Personal Finance Decisions

Personal finance decisions involve the same types of trade-offs we see 
companies and governments making.

As we saw in the case study, they involve:

- Scarcity 

- Choice

- Incentives

- Opportunity Cost

- Cost/Benefit



Fact Gathering Activity
We will be working on planning college costs and later on budgets.

Individual Assignment:  On the next page pick two relevant items that 
might reflect your situation when you graduate.  Choose two different 
categories

On a sheet of paper, include the following:

- Name, period, date - Items you chose to research

- What you found in your research (cite your sites – at least 2 for each)

 Evaluate your sites – why might you “discount” its data

Summarize the  information you found and answer the question

The level of reliability in the data found(20%, 50%, 95%) – it’s a guess


