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Reduce Your Income
Inequality Through
Financial Literacy
Financial literacy will help you achieve your life's goals!
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Urgent Message
We are finalizing the content of this e-book as the 2016 Presidential
primaries are coming to a close.
All the candidates have discussed the concept of income inequality. In
fact, certain candidates have made income inequality a major part of
their platform. However, none of the candidates has spoken in much
detail about how specifically he would reduce income inequality.
Historically, solutions which have been considered include:
weakening the dollar, thereby increasing the demand for American
goods and services.
increasing income redistribution to the less fortunate. This can be
accomplished through raising taxes, increasing entitlement programs
or sweetening the pool of money associated with tax credits.
increasing the minimum wage.
increasing funding for early childhood education.
training or retraining Americans in the skills necessary to compete in
the current job market.
training Americans in financial literacy.
The time and money needed to advance some of these initiatives is
significant. Those hoping to reduce their own income inequality could be
waiting a long time for both the funds to be available and the initiative to
be implemented. Some of these solutions could take a generation or
more to have an impact. These solutions may not be in the hands of
those less fortunate.
However, taking action to improve financial literacy is solely in the hands
of those who need it. Resources are available through free workshops and
tutoring, on-line webcasts, courses put on by local nonprofits and ebooks, to name a few.

If you choose e-books to help you become financially literate, please read
the remainder of this e-book. Then consider Grant's Smart Money
Trilogy.

Grant's Smart Money Trilogy focuses on:
•How to Budget, Save, Spend, and Invest
•How to Afford the Big Ticket Items: College, Home, and Retirement
•How to Protect Your Money and Your Identity
We believe Grant's Smart Money Trilogy will help you and your family
reach your life's goals.
So, take action! It is in your hands to reduce income inequality through
financial literacy.
"A nation will not survive morally or economically when so few have so
much, while so many have so little." - Bernie Sanders, United States
Senator

This e-book was prepared by Rich Grant and Donna Canavan for
Boomerbaggage.

Financial Literacy

The President's Advisory Council on Financial Literacy defines
personal financial literacy as “the ability to use knowledge and skills
to manage financial resources effectively for a lifetime of financial
well-being."
The President's Advisory Council on Financial Literacy defines
financial education as “the process by which people improve their
understanding of financial products, services, and concepts, so they
are empowered to make informed choices, avoid pitfalls, know where
to go for help, and take other actions to improve their present and
long-term financial well-being."

Why is Financial
Literacy Important?

Understanding the jargon used in health plans is not easy. Premiums,
covered beneﬁts, deductibles, coinsurance -is my doctor in the health
plan? and what about the hospital? Understanding the terminology is
like putting a complex puzzle together.
We live in an increasingly complex financial world, yet you are making
financial decisions alone, without help from your employer or other
professionals.
In the last decade or more, many employers have stopped advising their
employees in two critical areas: health insurance and retirement
planning.
Employers historically offered a small number of health plan alternatives
from which you and your family chose. Now, you alone must decide
which health plan is best for your family.
Your decisions aren't confined just to choosing between individual or
family coverage. In order to make an educated choice, you must
understand all of the terminology along with lots of data about each

plan. You must choose the
structure of your plan. Is it a health maintenance organization (HMO),
preferred provider organization (PPO), or exclusive provider organization
(EPO)? You must understand the covered benefits, premiums,
deductibles, copayments, and coinsurance. You must determine if your
doctors and hospitals are in the plan's network. You, the consumer, may
be making this decision without the help of your employer.

In the past, employers also provided defined benefit or defined
contribution retirement plans. In many cases, these plans were 100%
employer funded. That is, no additional contribution was required by
employees.
That being the case, employees did not pay much attention to the
workings of the plans. All they cared about was the benefit at the end of
their many years of employment. Employers also had human resources

departments that helped their employees prepare for retirement in ways
other than financial.
The cost of retirement plans continue to increase. This has occurred for a
variety of reasons including the fact that retirees are living longer and the
investment return on pension plan assets has been low. When the cost of
these plans increased substantially, many employers determined they
could no longer afford to fund retirement plans. This resulted in
employers establishing 401(k) plans with smaller or discretionary
employer-matching contributions or no plans at all.
Now, employees must save for their retirement—in many cases without
any guidance from their employers.

In addition to managing your own health and retirement plans, you must
also keep up with financial planning in other areas, too. Financing
alternatives for mortgages, college savings, life insurance, and long-term
care insurance continue to change.
Once, people made investments via savings accounts, certificates of
deposit, and money market funds. Now, investment vehicles can be
exchange traded funds (ETFs), master limited partnerships (MLPs), and
target date funds. It is difficult enough for a consumer to understand all
of the old financial vehicles, but now keeping current is necessary to stay
financially literate. This leaves you, the consumer, with the obligation to
become more knowledgeable with the hope of making the appropriate
informed decision toward reaching life goals and achieving financial
well-being.
Unfortunately, as consumers are facing more choices in our society, they
have little education to enable them to choose what is best for them. We
do not provide adequate learning opportunities for people of any age
about the financial skills needed to make the decisions necessary for

everyday life.

"The number one problem in today's generation and economy is the
lack of financial literacy." -Alan Greenspan, Former Chairman of the
Federal Reserve.

How We Know
People Are Not
Financially Literate

Source: 2013 FINRA Investor Education Foundation Survey of
approximately 25,000 adults.

Americans:
Got three or fewer questions correct on a five-question survey about
financial literacy.
Do not have at least three months' worth of expenses saved.
Make only the minimum credit card payment.
Financial illiteracy is a huge problem in the United States, affecting both
individuals and businesses. A 2013 FINRA Investor Education Foundation
Survey of approximately 25,000 adults found that 56% of adults do not
have three months' worth of expenses saved up in case of an emergency;
34% make only the minimum credit card payment; and 61% could only
answer three or fewer questions on a five-question quiz about financial
literacy.
However, a 2015 survey indicated that 71% of people believe they are
financially literate, and only 29% believe they are not. However, the
financial literacy test tells us that the number of people who are not
financially literate is much higher than 29%. This highlights the fact that
people are not aware of their degree of financial literacy. In fact, people
tend to overestimate their level of financial knowledge.
Now let's review the 5 questions on the financial literacy survey and
discuss the underlying financial concepts.

Personal Finance Concepts Respondents
Did Not Understand

Interest Compounding, Bond Pricing, Inflation, Time Value,
Diversification.

The personal finance concepts included in the word cloud above include
many financial and economic terms. Below the word cloud, we have
listed those concepts that were included in the five questions in the
FINRA financial literacy survey. We'll go over the questions below, look
briefly at the answers, and explore the concepts in more depth
throughout the e-book.
Question 1: Suppose you have $100 in a savings account earning 2%
interest a year. After 5 years, how much would you have: more than $102,
exactly $102, or less than $102?
The correct answer is more than $102. This is due to the concept of
interest compounding. Compound interest is interest added to the
principal of a deposit or loan, so that the added interest also earns
interest from then on.
Question 2: Imagine that the interest rate on your savings account is 1% a
year, and inflation is 2% a year. After one year, would the money in the
account buy more than it does today, exactly the same, or less than
today?
The correct answer is less. Inflation is the rate at which the price of goods
and services rise. Therefore, if the inflation rate is more than your interest
rate, your money cannot purchase as much. Your buying power has been
reduced.
Question 3: If interest rates rise, what will typically happen to bond
prices? Will they rise, fall, stay the same, or is there no relationship?
The correct answer is that bond prices fall. This is because newer bonds
issued in the market would have a higher interest rate. People would not
want to buy the old bonds since the interest rate on those bonds is less
than the newer bond rate. Therefore, people would pay less for the older
bonds; hence, the bond price falls.
Question 4: A 15-year mortgage typically requires higher monthly
payments than a 30-year mortgage, but the total interest over the life of
the loan will be less. True or false?
The correct answer is true. If you pay off a mortgage over a shorter period,
the interest rate will be applied to a smaller principal amount. Therefore,
the interest over the life of the loan will be less.

Question 5: True or false: Buying a single company's stock usually
provides a safer return than a stock mutual fund.
The correct answer is false. This is due to the concept of diversification.
Diversification is just a fancy way of saying “don't put all your eggs in one
basket," or invest all your money in one company's stock. A diversification
strategy tells you to invest your money and build your portfolio with a
variety of different asset classes, which can include large- and smallcompany; domestic and international bonds; commercial and residential
real estate investment; alternative investments including master-limited
partnerships; and others.
All the financial concepts included in these five questions will be
discussed in various topical areas of my e-books.

Financial literacy test administered by the National Financial Educators
Council
Another financial literacy test, developed and administered by the
National Financial Educators Council, was specifically designed for 15–18year-olds, but people of all ages took part in this assessment.
This 30-question test was designed to measure a participant's ability to
earn, save, and grow their money.

As you can see, the average test score increases from 54% at ages 10–14 to
75% for those over age 51. Although the average score increases with age
and then declines (according to other studies), the scores need
significant improvement at all ages. The results of this test make it clear
you really have to start your financial education at a young age. But as the
saying goes, better late than never.
Statistics show that Americans cannot prepare well for their financial
futures because they are not financially literate.
Only 1 in 10 Americans could solve complex financial tasks.
More than 1 in 6 U.S. teens were unable to make simple, everyday
choices about spending.
(Source: 2013 study by Organization of Economic Co-operation and
Development)
Only 34% of Americans were able to correctly answer all three
questions of a study conducted by fellows of the TIAA-CREF Institute.
The questions covered interest rates, effects of inflation, and the
concept of risk diversification.
Another study by the TIAA-CREF Institute showed that people with a
high degree of financial literacy are more likely to plan for retirement,
and that people who plan for retirement have more than double the
wealth of those that do not.

"Financial freedom is available to those who learn about it and work for
it." - Robert Kiyosaki, financial literacy advocate.

The Cost of Financial
Illiteracy
Financial literacy matters when making economic decisions. People who
are financially illiterate are more likely to make financial mistakes when
saving, investing, borrowing, and spending.

A 2015 financial literacy survey sponsored by NerdWallet found that one
in three households carries credit card debt from month to month, and
one in four don't always pay their bills on time. Just over half of U.S.
adults ages 18 to 34 pay their bills on time. Late payments generate fees
and interest charges; but people are uncertain what interest rates they
are being charged and are more likely to incur fees for exceeding their
credit limit and using cash advances.
The financially illiterate are also more likely to default on their debt and

are less likely to refinance their debt during periods of falling interest
rates. The less financially literate are also more likely to borrow against
their 401(k) or other pension assets. When significant stock market
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declines occur, the less financially literate are more likely to lock in losses
by selling shares low after buying high.
Those who are financially literate have better financial skills and are more
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The cost of financial illiteracy is substantial.
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If you have any questions you may email me at
Boomerbaggage2013@ gmail.com.
If you would like to interact with others who have
read this e-book and are interested in its content,
please join Grant's Smart Money Trilogy Facebook
page.
I Want to Become Financially
Literate

“By some estimates, income and wealth inequality are near their
highest levels in the past hundred years, much higher than the average
during that time span and probably higher than for much of American
history before then." - Janet Yellen, Chairman of the Federal Reserve

Disclaimer
This e-book is designed to provide information on how to reduce your
income inequality through financial literacy only. This information is
provided and sold with the knowledge that the author and illustrator do
not offer any legal or other professional advice. In the case of a need for
any such expertise, consult with the appropriate professional.
This e-book does not contain all information available on the subject. This
book has not been created to be specific to any individual's or
organization's situation or needs. Every effort has been made to make
this book as accurate as possible. However, there may be typographical
and or content errors. Therefore, this book should serve only as a general
guide and not as the ultimate source of subject information.
This book contains information that might be dated and is intended only
to educate and entertain. The author and publisher shall have no liability
or responsibility to any person or entity regarding any loss or damage
incurred, or alleged to have incurred, directly or indirectly, by the
information contained in this e-book. You hereby agree to be bound by
this disclaimer or you may return this e-book within the guarantee time
period for a full refund.
This e-book contains affiliate links that might pay the author or publisher
a commission upon any purchase from the company. The author and
illustrator take no responsibility for the business practices of these
companies and or the performance of any product or service.
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