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Open-Ended Response Answer Key

1. Budgeting in financial literacy is essential as it helps individuals
plan how they will allocate their money. For example, creating
a budget can involve listing monthly income, tracking expenses,
and setting aside a portion for savings. This process ensures that
there's enough money for essential needs and allows for savings
to achieve financial goals.

2. Saving money is crucial for financial security and achieving
financial goals. For instance, having savings can provide a safety
netin case of emergencies, like medical bills or car repairs. It also
allows individuals to work toward long-term goals, such as buying
a house, starting a business, or retiring comfortably.

3. Compound interest is a fascinating concept in finance. It refers
to the process where the interest earned on an initial sum of
money is reinvested, earning more interest over time. This
compounding effect can significantly increase the value of
savings or investments. For example, a small investment today
can grow into a substantial amount in the future due to
compound interest, making it an essential tool for wealth
building.

4. Using credit wisely is essential because it allows individuals to
access funds when needed while maintaining financial stability.
It means responsibly managing credit cards and loans, paying
bills on time, and avoiding excessive debt. Accumulating too
much debt can lead to high interest payments, making it
challenging to meet financial goals and causing financial stress.
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