Name

Short Answer Key

1.

Budgeting in financial literacy helps individuals plan and
allocate their money wisely. For example, creating a monthly
budget can help track income and expenses, ensuring that
there is enough money for essentials like bills, groceries, and
savings.

Saving money is important for building a financial cushion and
achieving long-term goals. For instance, having savings can help
cover unexpected expenses, like medical bills or car repairs,
without going into debt. It also allows individuals to save for
future goals, such as buying a home or starting a business.
Compound interest is the process by which money grows over
time, as the interest earned on an initial sum is reinvested,
earning more interest. This compounding effect can significantly
increase the value of savings or investments over the years,
making it a powerful tool for wealth accumulation.

Using credit wisely means responsibly managing and using credit
cards or loans to avoid excessive debt. Accumulating too much
debt can lead to high interest payments, financial stress, and
difficulties in meeting financial goals.

The analogy used to describe investments in the passage is "like
planting seeds that grow into mighty trees over time," and it is
significant because it illustrates how small, initial investments can
grow substantially over time, leading to long-term financial
success.
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