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= 10 Terms & Definitions

SAVINGS

Savings refers to the portion of income that is not spent
on current consumption and is set aside for future use.
Building savings is the foundation of financial security.
Savings can be held in savings accounts, money market
accounts, CDs, or other low-risk, liquid vehicles.

EXPENSES

Expenses are the costs of living — housing, food,
transportation, utilities, insurance, and debt payments.
Your monthly essential expenses determine how large
your emergency fund should be. Financial advisors
recommend saving 3—6 months of essential expenses,
not total income.

INTEREST

Interest is the cost of borrowing money or the reward for
saving it. When you keep your emergency fund in a
high-yield savings account, you earn interest on your
balance. Interest rates on savings accounts vary
significantly — from 0.01% at traditional banks to 4-5%
at online ban

INSURANCE

Insurance and emergency funds serve complementary
roles in financial protection. While insurance covers
specific named risks (illness, car accidents, theft), an
emergency fund covers the gaps: deductibles,
uncovered expenses, job loss, and unforeseen
emergencies that insurance do

STABILITY

Financial stability means having the income, savings,
and insurance coverage to weather unexpected financial
disruptions without crisis. An emergency fund is the
cornerstone of financial stability because it prevents
small setbacks from cascading into major financial
problems.

LIQUIDITY

Liquidity refers to how quickly and easily an asset can be
converted to cash without losing significant value.
Emergency funds must be highly liquid — accessible
within 1-2 business days. Checking and savings
accounts offer maximum liquidity; real estate and
retirement accounts o

BUFFER

A financial buffer is a cushion of cash reserves that
protects against unexpected expenses or income
disruptions. An emergency fund serves as a buffer
between you and financial crisis. Without a buffer,
unexpected costs force reliance on high-interest credit
cards or loans.

RECESSION

During recessions, emergency funds become especially
critical. Recessions bring rising unemployment, making
job losses more likely at the exact time when other
emergency expenses may also arise. Financial planners
recommend larger emergency funds — up to 9-12
months of expenses —

BUDGET

A budget is a financial plan that tracks income and
expenses to ensure you live within your means and save
intentionally. Building an emergency fund requires
budgeting — specifically, treating savings contributions
as a non-negotiable fixed expense.

AUTOMATION

Automation in personal finance means setting up
automatic transfers to move money to savings on a
schedule — typically on payday — so saving happens
before you can spend the money. Automating savings
removes willpower from the equation and ensures
consistent progress.

Free educational resource - financepuzzles.com - For classroom use only - Not for resale



