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INTRODUCTION
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WHY YOU
SHOULD CARE
ENOUGH to READ
THIS BOOK

What do you think of when you
think of money?
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Money is everything because without it you can’t do the things you want. Money kind of does buy happiness, because everything depends on it.

—Erin, 12
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Whenever I make money from a job, my mom makes me record what the job was, the time, and how much I made in a notebook, but she won’t explain to me why. Why do I have to do this?

—Michael, 13
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One thing I’d really like to know: How much money does an average American adult really spend in a year?

—Tamika, 14



THOSE ARE JUST SOME OF the things kids around the country think about—or wonder—when they think of money. How do I know? I asked.

I’m an expert on personal finances—which is a term for how real people (your parents, your teachers, and yes, you) handle their own money. You may have seen me on television talking about money (I’m on the Today show a lot, but I’ve also been on everything from Larry King Live to Sesame Street to Oprah!), and I’ve written six very popular books for adult audiences on topics from saving more money and making more money to getting out of debt.* But this is my first book for kids.

So I figured that before I sat down at my computer, it might be helpful to understand a few things. Such as, what do you already know about money? What don’t you already know about money? And maybe most importantly, what do you actually want to know about money? I have two kids of my own—13 and 16—and so I am aware of what happens to books that contain a lot of information they’re not at all interested in. They gather dust under the bed.

That’s why I decided to do some homework. For about three months last year I met with groups of kids at middle schools across the country. I asked questions about where the money that kids like you have tends to come from (jobs, gifts, allowance?), whether or not you have bank accounts, what you think of credit and debit cards, how much you understand about the cost of various things (from groceries to a brand-new car) and the earning power of various professions (actors, doctors, athletes, the president), how much it takes to be rich, and how the economy works. Most importantly, I listened as those kids asked many, many questions of me.

This book is the result. It’s written for you, with the help of your peers, and contains both the questions you asked most often (as well as the ones I thought were the most fun) and the answers to those questions. I hope you like it. For that reason, I’ve made sure there are many of the specific things you told me you’d need in order to read a book like this: fun facts, trivia, real information about how you can make money (and “not just babysitting,” as Zoe warned me), and how much it costs to raise a kid like you. There are even quizzes and brainteasers. But I have to tell you: Even more than I want you to like this book, I want you to find it helpful. If making money is at the top of your list, then I want you to put this book down knowing how to make more money.

Why? Because Erin had a point when she said, “Money is everything because without it you can’t do the things you want. Money kind of does buy happiness, because everything depends on it.”

I don’t agree with her word for word. I don’t believe money is everything (the people in your life matter more). And I know for a fact that more money does not necessarily make you happier. Once you have enough to live comfortably, not like a pro athlete or a rap star, more riches do not put a smile on your face. But Erin is correct that money is a very important tool. You need money to get the other things that you need in life—food, a place to live, transportation back and forth to school or work, decent clothes, medical care. You need even more to get the many, many things you want. And if you don’t have money, at least enough to buy the things you need, then chances are you will be pretty unhappy, because life will be difficult. You might not be able to see the doctor if you get sick or injured. You might be forced to live somewhere that’s not convenient to your work or your school because it’s cheaper. And things like nights out, trips to the mall, or vacations will be few and far between.

That’s why being smart about money—making it, saving it, investing it, spending it, giving it away, and understanding why it sometimes drives people to be so emotional or do crazy things—is so important. It’s also why having a basic understanding of how this country’s financial systems work is key.
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See, your great-grandparents and some of your grandparents grew up in a world where other people took care of their basic wants and needs. They worked for the same companies for many years (often many decades), and when they retired, they received a pension—a lifetime income—from that company. They got Social Security, another income stream from the government, to supplement that pension. And they got Medicare, health insurance paid for by the government, so that if they got sick, they didn’t have to worry about who would foot the bill from the doctor or hospital.

Unfortunately, you (and your parents) don’t live in the same world. You live in a world where you are responsible for your own financial wants and needs. Chances are, over the course of your career, you won’t work for one or two companies like your grandparents. You’ll work for twelve. You’ll have four different careers. You may be able to afford going to the doctor, thanks to the changes in health care that have now been passed by Congress as I write this book, but you won’t have a pension. Instead you’ll have a retirement account, and in it will be only as much money as you manage to stash away during your working life. Will you have Social Security to tide you over? Maybe. But chances are it won’t be enough to provide you with that comfortable life that we talked about before. That’s why, if you’re smart, you’ll learn to save and invest your own money, so that you can take care of yourself.

I’m not telling you all of this to frighten you. Actually, maybe I am. Just as you may have gone through DARE programs at school that warn you off drugs, and you may go through a driver’s ed course that teaches you how insane it is to text behind the wheel, you need to understand the implications of being able—or not being able—to manage your own money.
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Besides, what people who are smart about money soon realize is that while having money may not translate into the utmost happiness or bliss, having money means having choices. When you have money of your own, you get to make the decisions. Not only about what sort of sneakers or blue jeans or smartphone you want to buy, but about what car you want to drive and what neighborhood you want to live in. When you have money, you can decide how much time you want to work and how much time you want to take off from work.

Most importantly, having money gives you independence and freedom. When you have money in the bank, you can decide you don’t want to live with your parents anymore (no offense, Mom and Dad). When you have money in the bank, you always have an automatic escape out of a bad situation. When my mother was a teenager, her parents made her take “mad money” on dates. In case she got mad, they told her, she could tell that boy she was leaving and call a taxi or hop on the bus. It works similarly today. Your mad money—your personal savings stash—can enable you to quit a truly bad job or get out of a bad relationship. Without it, you may not only feel stuck, you may actually be stuck.

And the truth is that no one—not your parents, your future spouse, your employer, or your government—cares as much about your financial well-being as you do. So even though this may not be information that you’re learning through school, what you’ll get in the next hundred-plus pages is vital for you to have.

As you read this book, please let me know what you think by writing to me at www.jeanchatzky.com. And while you’re there, let me know what questions I didn’t answer. I’ll put up a special section on the site and answer as many as I can.

*Bold words are words that appear in the glossary.



CHAPTER ONE
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The ECONOMY
and YOU
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Lately my parents have been talking a lot about how to save money and how to move their money around to pay the bills that they have because my dad’s job is getting cut back a little bit. So money is a little bit of a situation in our house. We have to think about how we can save.

—Max, 12
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My mom is a single parent, so it’s just her and me. She and I talk about how sometimes we can’t go out and do things like we normally do. We’ll talk about how we can’t go out to eat right now, we have to eat in today. Or she’ll say, “You can’t go to the movies now. But maybe later.”

—Brittney, 13
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ALMOST TWENTY YEARS AGO, WHEN he was running for president for the first time, Bill Clinton had a campaign strategist from Louisiana named James Carville. Carville, whose nickname was the Ragin’ Cajun, gets a lot of credit for Clinton’s victory because he focused the campaign on the economy. He even wrote the words “It’s the economy, stupid” on a piece of paper and posted it in the campaign’s war room, a sort of mission control, so that no one would forget what they should be emphasizing.

What did Carville mean? He understood that the early 1990s, much like the last few years, and of course the Great Depression, were a time of financial worry for many people. When the economy is chugging along nicely, there are plenty of jobs, businesses are growing, and prices on things that you need to buy every day, like gas and milk, aren’t out of control, and as a result most people feel safe and secure. When it is not, people want change—and they vote for change. That’s what ushered Barack Obama into the White House in 2008. By making sure that the Clinton team remembered, every day, that the economy was issue number one, Carville and company won the White House.

The economy has been issue number one in the last few years as well. Any time you turn on one of the twenty-four-hour news channels, you are likely to hear about it. But what is the economy? What is it really?

The economy, simply put, is the exchange of goods, services, and natural resources by people and companies. Goods are physical products. Guitar Hero is a product. So are AirHeads. Services are jobs or functions that people or companies perform for one another. Cooking dinner in a restaurant is a service, so is designing a website or fixing an air conditioner. And natural resources are non-man-made items that can also be exchanged. Coffee, natural gas, and water are all natural resources. When people talk about “the economy” on television, they are usually talking about the national economy of the United States. But your town, city, state, and region have smaller economies of their own. And the global economy includes all of the different goods and services being exchanged around the world.

I Asked: How is the economy doing?
You Answered:


Well, I know that we’re in trillions of dollars of financial debt and that in this economy there’s no room for spending.

We’re in a recession. It’s not a depression. It’s a little before that.

You hear all this stuff about how the economy is bad.… I don’t really get any of that.

From everything my mom tells us and our teachers tell us, they say we’re
in a bad economy.



As you can see, when I asked the question, the perception was that the economy was struggling. But there is—at any point in time—a real way to tell how the U.S. economy is doing. We have many ways to measure it, but the main measurement tool is called GDP, or gross domestic product. This is the value of all of the goods and services in the country. Essentially, it’s the size of the economy, but you won’t usually see GDP expressed as a dollar amount. Instead it’s expressed as a percentage and used as a comparison from quarter to quarter or from year to year. For example, you might hear a reporter on a financial news station report that the U.S. GDP is up 2 percent year-over-year. That means the economy is 2 percent larger than it was last year. If GDP is up, the economy is growing, and that means good things, like more goods, more services, and more jobs.

GDP tells us what is happening in real time. Then there’s the crystal-ball data—signals, or indicators, that tell economists if things are headed up or headed down. Some of these signals are called leading indicators. They move ahead of the economy. If a leading indicator is up, the economy as a whole will likely be growing. The stock market is a leading indicator. It goes up before the economy does. Other signals are lagging indicators; they move after the economy. Unemployment is a lagging indicator. It improves after the economy is already showing signs of getting better.
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