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Chapter Two

Building a
Budget
A budget is your plan for spending money, but it’s about
more than paying bills. A budget puts you in charge of your
finances, gives you control over your spending, and helps
you reach savings goals. Creating a spending plan lets you
make choices that help you worry less and enjoy life.
As twenty-six-year-old Rachel
found, it can also keep you from
“If you don’t research and
making spending mistakes. Radon’t think about it first, it’s
chel, a structural engineer, was easurprising how easy it is to
ger to furnish her first apartment.
spend money.”10
She saw a couch she thought was
—Rachel, age twenty-six
cute and didn’t really think about
how much it cost. “I paid a lot for
it because I didn’t know how much
couches were supposed to cost. I literally bought the first
cute one I saw online,” she says. “Then it ended up being
really uncomfortable, and was too short for me to even lie
down on.” When she moved into an apartment that already
had a couch, she sold the couch for half price. Her lesson?
A budget can help you think twice before making a costly
purchase you regret. “If you don’t research and don’t think
about it first, it’s surprising how easy it is to spend money,”10
she says.
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A budget gives you the opportunity to think through purchases and manage your finances. It also helps you do the following:
• avoid credit card debt
• save for things you want
• prepare for emergencies
• ease financial uncertainty
• take away guilt over spending money
As Rachel found, planning your purchases helps you make
decisions you’re happy with. Making the effort to create a budget
pays off with better spending habits and peace of mind.

Looking at Income
Before creating a spending plan like Rachel now has, you need
to look at how much money you have coming in and where it’s
currently being spent. This gives you the foundation for creating a
budget and deciding where you want your money to go.
You might think that you don’t need to learn about budgeting
right now because you don’t have a lot of money coming in. However, it’s never too soon to get insight into good financial habits.
Budgeting now allows you to practice money management. You’ll
gain experience you can build on as your income grows. Sure, you
might make mistakes, but they’ll be less costly now than if you
make them when your income is higher.
Budgeting doesn’t hinge on having a certain amount of money
to spend. It’s about figuring out how to make the best decisions
with what you have. For example, Sara, age eighteen, gets most
of her income from her job at a fast-food restaurant. Nick, age
fifteen, earns income in the summer by mowing his family’s lawn.
You might get income from an allowance for work you do around
the house, gifts for your birthday and holidays, or babysitting for
neighbors.
To estimate your income each month, list all the ways you
get money. If you have a job, look at the pay stubs to see how
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A part-time job is a great
way to earn income
so you can reach your
personal savings goals.

much you bring home with each paycheck. The amount on your
check is your net income (the amount you receive after taxes and
other deductions are taken out) for that pay period. Most people
are paid every two weeks (bimonthly), but a paycheck might also
come every week or every month. When adding up your monthly
income, include all of the money you get from your job and other
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sources that month. Multiply that by the number of times you receive it each month to get the total. It might look like this:
Source of
income

Amount

Multiply by
number of times
received each month

Total

Job

$45

2

$90

Babysitting
for neighbor

$30

1

$30

Allowance

$10

4

$40

Total monthly income:

$160

Why If I Don’t Know How Much I’ll Make?
If you work at a job where you earn tips, or if your hours at work
vary, your income could be different from week to week or month
to month. To get an idea of how much you’ll be bringing in, look at
the average amount you’ve brought in over the past few months.
Use this as a starting point, and adjust your budget if your income
changes.
Eric, age twenty-eight, is a self-employed automotive journalist who has been budgeting for a variable income for several
years. He’s usually paid in the month
after his assignments are finished (for
example, he’s paid in May for assign“My advice for people
ments he finished in April). He bases
who are budgeting with a
his income estimate on the payments
variable income is to have
that written budget unique
he’s expecting. He finds it helpful
11
to each month.”
to have a different budget for each
month, based on the income he ex—Eric, age twenty-eight
pects and the expenses he’s planning
for. Eric says:
My advice for people who are budgeting with a variable income is to have that written budget unique to each month
and to adjust that income column every time you get a
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new assignment and can make an accurate estimation of
when you’ll be paid for it. . . . It might sound hard to predict your income, and it is at first. I learned how to budget
mostly by trial and error and it took a few months to really
figure out how to do it right.11

Track Spending to Find Out
Where Your Money Is Going
Eric also breaks down his expected expenses each month, using
a spreadsheet to list how much he’ll spend on things like insurance, utility bills, and subscriptions. His spreadsheet also has columns for debt (his mortgage payment), savings, and donations.
In addition, his spreadsheet includes expenses that are unique to
that month. In May, for example, he budgets for gifts for Mother’s
Day and his son’s birthday.
Eric has been budgeting for a while, so he has a good handle
on how much he spends each month on various items. To find
out where your money is going, track your spending. This lets you

Spending Surprise
No matter how much money you make, the amount you’re spending can come
as a surprise if you don’t keep track of it. The importance of watching spending
didn’t occur to Mario Fernandez until he lost his job. An oil field rig supervisor in Texas, he was laid off in the spring of 2020 when demand for oil fell as
people stayed home to avoid the COVID-19 virus. Workers like Fernandez who
had made $100,000 or more a year were laid off. “I didn’t realize how much I
spent when I was at work,” Fernandez told National Public Radio. “Breakfasts.
Lunches. Buying my crews food.” He wanted to reward his workers for their
hard work, but he hadn’t realized how much it was costing him. When his
income disappeared, he realized how much he had been spending.
Quoted in John Burnett, “Historic Oil Bust Delivers a Gut Punch to a High-Flying Texas County,” Morning
Edition, National Public Radio, May 11, 2020. www.npr.org.

Small Expenses May Result in Hardship
A 20
019 survey conducted by the
e U.S.
S Fe
Fede
dera
ral Reserve Bank revealed th
that
re
ela
latively small, unexpected
d expenses can be a hardship for many familie
es
without adequate savings
gs. Faced with an expense of $400, most responde
ent
ns
said they would carry a balance on a credit card or bo
orr
r ow from friends or
family. Twelve percen
nt of adults said that they would be
e unable to pay the
expense at all.

Other ways individuals would cover a $400 emergency expense
Put it on a credit card and
pay it off over time

16%

Borrow from a friend or
family member

10%
6%

Sell something
Use money from a bank
loan or line of credit
Use a payday loan, deposit
advance, or overdraft

3%
2%

Would not be able to pay for
the expense right now

12%
Percent

Note: Respondents can select multiple answers.
answers
Source: www.federalreserve.gov.

emotions will be involved. If you get into a car accident, break
your phone, or lose your job, you might experience anxiety, frustration, sadness, and anger. These emotions should not be ignored. You can deal with them by talking to family, friends, or a
counselor.
Having an emergency fund will make it easier for you to work
through the financial side of the situation. It’s important to be proactive and take steps to deal with the costs you’re facing. Trying
to avoid bills or constantly planning to deal with them later will

57

One Step at a Time
If building a well-stocked emergency fund of several thousand dollars seems
daunting, try reaching smaller goals first. For example:
• Step 1: Save one month’s rent.
• Step 2: Save $1,000.
•˜Step 3: Save one month’s expenses.
“We are incrementally building this savings,” notes financial counselor Becky
Smith. “If I tell someone to save one month’s rent and they can’t do it, I’ll tell them
to try to put $20 in savings next month.” This allows steady progress to be made
toward the goal. For example, if your monthly rent is $500, you can reach this goal
in about six months if you save $20 per week. If you keep going for the rest of the
year, you’ll reach step 2 and have $1,000. Then you can aim for step 3.
Becky Smith, interview by the author, March 28, 2020.

only make the problem bigger. Missed payments bring fees and
added interest. Do your best to assess your financial situation
and come up with a plan.
When an emergency arises, figure out how long your emergency fund will last or how much of the surprise expense it will
cover. If it won’t cover everything, take action. Ask about payment plan options, turn to family and friends for loans, look for
ways to cut back on spending, or bring in cash by selling furniture, a bike, or a car. These solutions are not ideal, but they
are better than allowing bills to mount. A financial emergency will
involve dealing with change and uncertainty. Taking steps to get
the financial side figured out will provide a sense of control and
allow you to have more energy to focus on the other aspects of
the situation. Once things settle down, learn from the situation
and restock your emergency fund.
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