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Saving and Investing:
Make your money grow
Want a faster computer or a great car? How about retiring at 40? You don’t 
have to be old or rich to save and invest. People with ordinary jobs and moderate 
incomes can build wealth—and financial freedom—just by starting young. 

Saving: The Frugal Habit
Frugality is the attempt to save money instead of spending it. 
Why save? Because saved money grows. Here’s why it’s worth it: 
1. Savings are your only safety net in emergencies.
2. With an early start, you can amass huge amounts of money 

over time.
3. Having a savings account improves your credit rating (see 

Credit and You Skill  ).

The Secret of Compounding Why save now? Because of a 
simple but very important concept: compounding. It’s the 
process of interest earning interest. And it takes time to kick in. 
If a family saves $75 a month at 5 percent interest from the day a 
child is born, they’ll have more than $24,000 by the time she’s 
ready for college. More than $9,000 of it is interest—money their 
money earned. If they wait until the child is seven to start, 
they’ll have to save almost $137 a month to get the same result. 
Two key concepts make compounding work: yield and time.

Yield: Different types of accounts offer different annual 
percentage rates (APR). That’s the rate you’ll get if the interest is 
compounded only once a year.

EXAMPLE : You deposit $10,000 in an account with an APR of 
5 percent. At the end of the year, your money has earned $500 
($10,000 × 5% × one year = $500). So you have $10,500.

Interest for some accounts is compounded more often: semi-
annually, quarterly, monthly, daily, or even continuously. The 
more frequently it’s compounded, the more interest you get. 
That’s because interest is added to your deposit periodically and 
the entire amount earns, or yields, interest—the annual percentage 
yield (or APY). 

In recent years, the average 
American family has earned 
about $40,000 per year but 
saved 5 percent of its income. 
The Chinese earn on average 
$1,500 per year—but save 
23 percent of their incomes. 
The worldwide average is 
about 20 percent. 
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SAVINGS VEHICLES AND RISKS

Savings account: Safe (FDIC-insured). Some student accounts offer no 
deposit requirement. Easy access to funds makes them good for 
emergencies, but interest is low.

Money market deposit account: Safe (FDIC-insured), with easy but 
infrequent withdrawals. These accounts pay slightly higher interest 
than savings accounts, with various deposit requirements.

Money market mutual fund: Relatively low risk because invested in a 
pool in short-term vehicles such as certificates of deposit and short-
term debt of businesses and banks. Terms are from 90 days to 13 
months. Interest is comparable to money market deposit accounts.

Certificate of deposit (CD): FDIC-insured time deposit with slightly 
higher interest than savings accounts and opening requirements as 
low as $100. Terms are from 3 months to 5 years with varying interest 
and low penalties for early withdrawal.

U.S. savings bond: Safe (government-backed) and some electronic 
versions are available for as little as $25. Terms vary, but after a waiting 
period bonds can be redeemed before maturity. Not taxed until 
redeemed. Most types offer interest higher than savings accounts.

EXAMPLE: You deposit the same $10,000 at 5% APR, but interest 
is compounded twice a year. After six months, your money has 
earned half the annual interest ($10,000 x 5% x ½ year = $250). 
The bank adds that interest to your original deposit. Now the 
$250 also earns interest for six months. The APY is 5.0625%. So 
at the end of the year, you have $10,506.25 instead of $10,500. 
That may seem like a small change, but it can make a big 
difference as your balance grows over the years. 

Time: The longer you leave your money in an account, the 
better compounding works—especially in an account with 
frequent compounding. If you left $10,000 in an account for 
10 years, with interest compounded quarterly, you’d have 
almost $16,500—without ever adding another cent!

Ways to Save Your goals should determine which savings 
methods you choose. A savings account is ideal for “emergency 
funds,” since you have fast access to cash. But it also pays low 
interest, so you’ll want to find other ways—including 
investments—to get enough interest to offset the taxes you’ll 
pay on the interest, plus inflation.

? did
you  
   know

Who Is Rich? Looking 
rich and being rich are 
not the same. Most 
millionaires drive used 
cars, live in modest 
houses, and don’t wear 
expensive clothes. They 
save at least 15% of 
their earned income, 
and four out of five of 
them did not inherit 
their money.
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Common Investments
Type  of  invest ment Advantages Disadvantages

Stocks High earnings potential High risk
Need broker to buy and sell

Stock mutual funds Some risk, but less than buying stocks individually 
Professional investment manager

Need fund company or 
  broker to buy and sell
Minimum investment
  usually $1,000 or more

Bonds Good earnings potential
Federal:  no default risk 
  
Municipal:  low risk, no federal tax
Corporate:  moderate  risk

Federal tax on federal and
  corporate bond interest

Bond mutual funds Professional investment manager
Less risk than individual bonds

Need broker to buy and sell

Investing: Not Just for the Rich
About 19 percent of students in grades 8–12 own stocks or 
bonds. If you think you don’t have enough money to invest 
now, remember the compounding principle: time is on your 
side. Even the spare change you keep in a jar every week, 
invested consistently and well, can reap big rewards in time. 
Investment advice can be confusing and, let’s face it, boring. A 
good way to learn is to join—or start—an investment club. Get 
information at www.betterinvesting.org.

All investments involve two unknowns: the possibility of 
making money (the return), and the risk of losing it. In choosing 
investments, you’re always balancing those two realities. 
Common investments include the following: 

Stocks A stock is a share of a company’s assets. Say you want 
to start a company that sells jewelry but can’t afford to buy the 
beads. So you ask three friends for money. Now each of you 
owns one fourth of the company—one share. When you sell the 
jewelry, you each get a fourth of the profits. If it doesn’t sell, 
you all lose money. That’s the stock market, simplified.

Most investment professionals consider stocks the best way to 
get a fairly dependable, high return—but only if you keep them for 
more than ten years. Individual stocks and the stock market itself 
shoot up and down like a roller coaster. But over the last 50 years, 
the average annual return for stocks has been 10 percent—higher 
than savings vehicles and most other types of investments. Patience 
is the key to success.

You can buy stocks online, through a stockbroker or 
mutual fund company, or directly from companies that offer 
“Drip” (direct reinvestment) funds in which earnings are 
automatically reinvested in more of their stock.

The stock market crash of 
1929 ushered in the Great 
Depression, which plunged 
one-third of Americans into 
poverty. By 1933, the market 
had lost 80% of its precrash 
value, and the unemployment 
rate had reached about 25%.
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To reduce your risk, you can buy stocks through a 
mutual fund, a pool of money from many people invested in 
a variety of stocks or bonds by an investment manager. 

There are two ways to make money with stocks. You can 
sell them when their value is high; the pro�t is called a capital 
gain and is taxed as income. Or you can keep them and receive 
regular payments (dividends), if the company pays dividends. 

Bonds Governments (federal, state, and local) and 
corporations sell bonds to raise funds for projects like schools, 
bridges, or business expansion. They’re borrowing your money. 
In return, you generally get periodic interest and a �xed amount 
of money at a speci�ed time in the future (maturity date). Some 
types of federal bonds offer different payment plans. Maturity 
dates vary. Most bonds are considered less risky than stocks, 
and government bonds are less risky than corporate bonds, 
since companies sometimes lose money. 

U.S. Treasury Instruments Treasury instruments are loans 
you make to the government. They include T-bills, T-notes, 
T-bonds, Treasury In�ation-Protected Securities (TIPS), and 
several series of savings bonds. They offer various interest rates 
and maturity dates. Because they’re issued by the government, 
treasury instruments offer low risk. They can be bought directly  
from the government online, or through banks or brokers. 
Minimum investments for most are $100–$10,000; some savings 
bond minimums are much lower. 

Other Investments A home may be the largest 
investment you’ll make. Real estate is considered a good 
investment because most properties increase in value—but 
not all. Other types of investments include precious metals 
(like gold and silver) and retirement plans.

Test Your Financial Fitness
1. Explaining Look at the budget you prepared and see if you can

 increase the amount you’re saving. If so, what type of savings 
vehicle or investment will you use, and why?

2. Defining What is the difference between APR and APY?

3. Summarizing How can you make buying stocks less risky?

4. Applying In the library or on the Internet, research an investment you 
think you’d like to make. Write down your reasons.

? did
you  
   know

Early Investing A 
16-year-old who invests 
$2,000 a year at 10 
percent APR will have 
more than $2 million at 
age 65. By  waiting until 
you’re 26 to begin, 
you’d have less than 
$803,000.
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