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Financial literacy at a glance 
Financial literacy is knowing how to manage your money effectively. Use these basic concepts as 
a starting block for a lifetime of education and conversation around personal finances. 
 
Earn—the first step to managing your money is making money 

- Sharpen your skills to earn an income 
o Use your talents and abilities to obtain full-time or part-time employment. Save money from allowances or 

birthdays. Be entrepreneurial by helping family or friends with tasks they need completed. 
- Understand taxes 

o Income tax—collected from people who make wages and salaries from employment, tips, investment earnings, 
and more 

o Payroll tax—collected from employees’ paychecks and paid to the government to fund programs, such as Social 
Security and Medicare 

o Property tax—collected from property owners based on the assessed value of their home, land, or vehicles 
o Sales tax—collected upon purchasing a good or service 

Spend—stay within your means and only spend the money you have 

- Understand your wants versus needs 
o Carefully think about the shopping decisions you make depending on how much money you have now, how much 

money you need in the future, and what goals you want to achieve. 
- Comparison shop 

o Prior to buying, research an item at multiple stores to make sure you get the best deal for the quality you’ll receive. 
- Balance a budget 

o Estimate how much monthly income you have and compare the amount to how much money you spend on fixed 
and variable expenses. It is important to make sure you are not spending more than you earn. 

Save—when you save money, you pay yourself for future expenses 

- Build a rainy-day fund for emergencies 
o A rainy-day fund will help you pay for unexpected expenses and emergencies with your own money, so you don’t 

have to borrow money. 
- Put money aside for short-term goals 

o You can start saving with as little as $1 for short-term goals. You don’t need thousands of dollars to save or invest. 
- Start as early as you can 

o If you start saving as little as $5 per week at the beginning of the year, you will have $260 at the end of the year.  

Invest—use your money to generate a profit (more money) 

- Use compounding interest to your advantage 
o Compounding interest is when your money makes money, and then the money your money made makes money. 

Your investment earnings stack up over and over throughout time. 
o For example, if you deposit $50 into your account each month with an interest rate of 1%, your interest will 

compound throughout the years. Your account would grow like this:  
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Time (in months) Balance Balance + Interest Earned 
12 $600 $603.26 
24 $1,200 $1,212.58 
36 $1,800 $1,828.02 



 

Not FDIC insured | May lose value | No bank guarantee 

- Know the Rule of 72 
o The Rule of 72 helps you determine approximately how long it will take to double your money with a specific 

interest rate. The formula is 72 divided by the interest rate. 
o For example, if your investment earns 4% each year, your account will take about 18 years to double in value. 

 

  

 

 

Glossary 

- Interest rate: the amount a lender charges someone to borrow money, expressed as a percentage of the total 
amount borrowed 

- Fixed expense: a cost that does not change from period to period, such as home rent 
- Variable expense: a cost that does change from period, such as grocery shopping 
- Compounding interest: the interest based on both the initial principal and the accumulated interest from prior 

periods 
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Request a prospectus, or summary prospectus if available, from your financial representative or by calling Putnam at 1-800-225-1581. 
The prospectus includes investment objectives, risks, fees, expenses, and other information that you should read and consider 
carefully before investing. 
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Interest rate 

72 
= 4 

72 
= 18 years  


