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Unit 3 - Week 3
Saving & Emergency Funds

Building financial security

LESSON 3.1
Why save?

¢ Identify goals across three time horizons
¢ Explain the psychological challenge of saving for distant goals
e Connect saving habits to real desired outcomes

¢ Distinguish saving vs. investing by time horizon

Saving without a specific goal is almost impossible to sustain. "I want to save more" is not a savings plan
— it's an intention. Intentions don't survive contact with a compelling purchase, a restaurant invitation,
or a weekend sale. What survives is a named goal with a specific dollar amount, a deadline, and a
monthly savings target that you treat as a non-negotiable expense — not an afterthought funded with

leftovers.

Psychologists who study financial behavior have found that people save significantly more when their
savings accounts are named after goals rather than labeled generically. "Vacation Fund" outperforms
"Savings Account 2." "Emergency Fund" outperforms "Rainy Day." The name makes the goal concrete
and activates the part of your brain that connects today's decision to a future outcome. This is called

mental accounting — and it works in your favor when you use it deliberately.

Most savings goals fall into three time horizons. Short-term goals are under one year: a new phone,
a trip, holiday gifts, a car repair fund. Medium-term goals are one to five years: a car, a down payment
on an apartment, starting a business, a semester abroad. Long-term goals are five or more years away:
retirement, a home purchase, financial independence. Each horizon requires a different savings vehicle
and a different level of urgency. Short-term savings should stay liquid and accessible. Long-term savings

should be invested and growing.

The math of saving is simple and motivating once you see it. If you save $100/month starting at 16 and
invest it at 7% average annual return, by age 65 you'll have approximately $350,000. If you wait until 25

to start the same habit, you'll have about $180,000. The difference — $170,000 — came from starting
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nine years earlier, not from saving more. This is the power of compound interest: your earnings earn

earnings, and time is the most important input. You have more of it right now than you ever will again.

Pay yourself first is the single most important behavioral trick in personal finance. It means treating
savings as the first bill you pay — not what's left after everything else. Set up an automatic transfer to
your savings account on payday, before you see the money. Your brain adjusts to living on what remains.
If savings is last, it either doesn't happen or happens inconsistently. If savings is first, it always happens

— and you adapt your spending to the remaining amount without noticing as much as you'd expect.

Saving and investing are related but different. Saving means setting money aside in a safe, accessible
place — a savings account, a money market account, or cash. Investing means putting money into assets
— stocks, bonds, real estate — that can grow over time but also carry some risk of loss. Short-term
goals should be saved, not invested, because you need the money at a specific time and can't afford to
lose it. Long-term goals should be invested, because inflation erodes the value of cash sitting still, and

time allows you to ride out market fluctuations.

Name three goals right now: Write down one short-term, one medium-term, and one long-
term savings goal. Give each one a dollar amount and a target date. Divide the dollar amount by
the number of months until the date. That monthly number is what saving for that goal actually
costs. Goals that feel vague and distant become real and manageable when they have a price tag

and a deadline.

Term Definition

Short-term goal A savings target achievable within one year — an emergency fund starter,

phone, or car repair fund

Medium-term goal A savings target achievable in 1—5 years — a car down payment, moving

costs, or tuition

Long-term goal A savings target 5+ years away, such as retirement or a home down payment

— these can be invested

Delayed Choosing a future benefit over an immediate one — the psychological
gratification foundation of all savings behavior
Saving rate The percentage of after-tax income you direct to savings and investments

each pay period
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Term Definition

Purposeful saving Saving toward a specific named goal rather than vaguely "for the future" —

dramatically more effective

LESSON 3.2
The emergency fund

¢ Explain what an emergency fund is and why it matters
e C(Calculate a personal emergency fund target
e Describe consequences of not having one

e Create a simple plan to build one on a limited income

An emergency fund is not a savings account. It is insurance against financial catastrophe — specifically,
the kind that forces you into debt or derails your entire financial plan. Its purpose is to be there when
everything goes wrong. And everything will go wrong eventually: your car breaks down, you lose a job, a
medical bill arrives, a pipe bursts. The question is never if you'll face a financial emergency — it's whether

you'll be ready when you do.

What counts as an emergency? A medical bill counts. A job loss counts. A car breakdown counts if the car
is how you get to work. An unexpected home repair counts. What does not count: a sale on something
you want, a vacation you didn't plan for, a gift you forgot to budget for. An emergency fund is not a
slush fund for expensive inconveniences. It's a firewall between your normal financial life and a genuine

crisis. Using it for non-emergencies destroys its purpose.

How much should you save? The standard guidance is 3—6 months of essential expenses — not
income, expenses. Calculate what it costs you to cover rent, utilities, groceries, transportation, insurance,
and minimum debt payments for one month. That's your monthly essential number. Multiply by 3 for the
minimum; multiply by 6 for a more comfortable buffer. People with variable income (freelancers,
commission workers, seasonal employees) or dependents should aim for the 6-month end. People with

stable salaried jobs and no dependents can start with 3 months and build from there.

Where should it live? Your emergency fund should be in a high-yield savings account — not invested
in the stock market, not locked in a CD, not in cash at home. It needs to be three things: safe (FDIC

insured, can't lose value), liquid (you can access it within 1—2 business days), and separate from your
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checking account (so you don't accidentally spend it). A high-yield savings account at an online bank
currently earns 4—5% APY, which is far better than a traditional savings account while still meeting all
three requirements. The critical insight about emergency funds is what they replace. Without an
emergency fund, the default response to a financial emergency is a credit card. A $1,000 car repair on a

22% APR credit card, paid off over 6 months, costs roughly $1,067. The same repair paid from an

emergency fund costs exactly $1,000. The emergency fund doesn't just solve the immediate problem — it
keeps one bad event from becoming a long, expensive debt spiral. Financial crises compound: a job loss
that creates credit card debt creates minimum payments that make it harder to save once employed again.

The emergency fund breaks that chain before it starts.

Building an emergency fund when money is tight feels circular — you need savings to build savings. Start
small. Even $500 is meaningful: it covers most car repairs, most medical co-pays, most unexpected utility
bills. Get to $500 first. Then $1,000. Then one month of expenses. Then three. Each milestone changes
what kinds of emergencies can derail you. A $500 fund handles most surprises. A $1,000 fund handles
almost all single-event emergencies. A 3-month fund handles a job loss. A 6-month fund handles almost

anything.

Calculate your number: List your essential monthly expenses — rent/housing, food, utilities,
transportation, insurance, minimum debt payments. Add them up. That's your monthly essential
number. Multiply by 3. That's your emergency fund target. Divide by 12 and you know what
monthly savings contribution gets you there in a year. Most people are surprised to find the

monthly number is less intimidating than the total looked.

Term Definition

Emergency fund Money set aside specifically for unexpected essential expenses — not

accessible for planned or optional purchases

Liquid savings Money that can be accessed within 1—2 business days without penalty or

market risk

Financial The ability to absorb unexpected financial setbacks without going into debt
resilience or derailing your financial plan
3-6 month rule The guideline that an emergency fund should cover 3—6 months of essential

living expenses only

Unexpected A cost you could not have predicted — distinguishing it from irregular but
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Term Definition

expense foreseeable expenses like car maintenance

LESSON 3.3
High-yield savings accounts

e Define APY and how it differs from APR
e Compare at least two types of savings accounts
e Calculate interest earned at a given APY

e Explain why keeping savings in checking is a missed opportunity

Where you store money matters almost as much as how much you save. A traditional big-bank savings
account earns about 0.01% APY. A high-yield savings account (HYSA) at an online bank earns
about 4—5% APY. On $3,000 in savings over one year, that's the difference between earning $0.30 and
earning $135. That's not a minor difference — it's 450 times more interest for doing nothing except

choosing the right type of account.

APY stands for Annual Percentage Yield. It's the real rate of return on your money after accounting
for compounding — interest earning interest on itself throughout the year. APY is always the number to
compare when evaluating savings accounts because it reflects what you'll actually earn, not just the base
rate. A similar-sounding term, APR (Annual Percentage Rate), appears on loans and credit cards — it
represents what you'll pay, not what you'll earn. When borrowing, you want a low APR. When saving, you
want a high APY.

Why do online banks offer so much more? Because they have no physical branches. Traditional big banks
maintain thousands of branch locations, employ tellers, and pay for all the overhead that comes with a
physical presence. Online banks pass those savings directly to customers in the form of higher interest
rates. The trade-off is that you can't walk into a branch — but for a savings account you're not supposed
to touch except in emergencies, that's not a meaningful limitation.

The most important thing to verify before opening any savings account is FDIC insurance. FDIC
(Federal Deposit Insurance Corporation) is a U.S. government agency that insures bank deposits up to
$250,000 per depositor, per bank. If your FDIC-insured bank fails, the government guarantees your

money. All legitimate U.S. banks and credit unions are FDIC or NCUA insured. This is what makes a
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savings account "safe" in a way that investing in stocks is not. Before opening an online savings account,
confirm FDIC insurance — it should be prominently displayed on the bank's website. Well-known high-
yield savings accounts include those from Ally Bank, Marcus by Goldman Sachs, SoFi, American

Express National Bank, and Discover Bank. Rates change with the Federal Reserve's interest rate

decisions — when the Fed raises rates to fight inflation (as it did in 2022—-2023), HYSA rates go up. When
the Fed cuts rates, HYSA rates fall. Shop for the best current rate periodically, but don't chase rates
obsessively — a 0.1% difference on a $2,000 balance is $2/year. The account you'll actually use

consistently beats a marginally better one you find difficult to manage.

Certificates of Deposit (CDs) are worth knowing about even if they're not right for everyone right
now. A CD locks your money in for a fixed term — 3 months, 6 months, 1 year, 5 years — in exchange for
a guaranteed interest rate, usually slightly higher than a HYSA. The catch: withdraw early and you pay a
penalty. CDs make sense for money you won't need for a specific period. Emergency funds should not be
in CDs — they need to be immediately accessible. Money you're saving for a goal 12—18 months away

might benefit from a CD if the rate is attractive.

Do the math right now: Look up the current savings account rate at a big bank (Chase, Bank of
America, Wells Fargo) and at one online high-yield savings bank. Calculate what each would

earn on $1,000 over one year. Then calculate the same on $10,000 — because that's what your
emergency fund might look like in a few years. The difference compounds over time. Choosing the

right account type is one of the easiest financial improvements you can make.

APY Annual Percentage Yield — the real annual return on a savings account,

accounting for compounding frequency

APR Annual Percentage Rate — the annual cost of borrowing without

compounding effects; used for loans, not savings

High-yield savings An FDIC-insured savings account, typically at an online bank, offering

account rates significantly above the national average
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Compound interest Earning interest on previously earned interest — causing growth to

accelerate over time

Automatic transfer A scheduled, recurring movement of money between accounts that

occurs without any manual action

LESSON 3.4
Automating savings

¢ Explain the "pay yourself first" principle
e Describe how to set up an automatic savings transfer
¢ Understand why automation outperforms willpower

e Connect automation to lifestyle inflation

Willpower is a depleting resource. Every decision you make throughout the day costs a small amount of
mental energy — and by the end of the day, your decision-making is meaningfully worse than at the start.
Building a savings habit that requires a fresh decision every payday will eventually fail — not because you
don't care, but because decision fatigue is real. The solution isn't more discipline. It's removing the
decision entirely. Automating savings means your money moves to savings before you ever see it or

decide anything about it.

The core mechanism is a recurring automatic transfer from your checking account to your savings
account, timed to coincide with your payday. You set it up once — logging into your bank's website or
app, scheduling a transfer for the same day each pay period — and it runs indefinitely without any further
action from you. The psychological effect is powerful: your brain quickly adjusts to treating the net
amount in your checking account as your available money, because the savings transfer happens before

you make any spending decisions. What you never see, you don't miss as acutely.

Pay yourself first is the principle behind automation — and it's the most consistent piece of advice
across virtually every personal finance framework. The traditional approach to saving is: earn money, pay
bills and expenses, save whatever is left. The problem is that "whatever is left" is almost always less than

intended, and sometimes nothing at all. Pay yourself first flips the order: earn money, automatically move
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savings to a separate account, then live on what remains. Savings happens with certainty. Expenses

adapt.

401(k) contributions are the most powerful form of automated saving if your employer offers one.
When you enroll in your employer's 401(k) plan, you designate a percentage of each paycheck to be
automatically deducted and invested before the money ever touches your bank account. Because
contributions are pre-tax, a $200/month contribution might only reduce your take-home by $170 — the
tax savings subsidize part of the contribution. Many employers also match a percentage of your
contribution — typically 3—6% of your salary. This is free money that disappears if you don't contribute
enough to capture it. The employer match is the single best guaranteed return available in personal

finance.

Behavioral research on automated saving is unambiguous. Studies of 401(k) programs
consistently show that employees enrolled automatically (opt-out) have dramatically higher participation
and contribution rates than employees who must actively enroll (opt-in). The only thing that changed
was the default. When saving is the default — when you have to take action to NOT save — people save
more. Automation imports this principle into your personal finances. Set up the transfer. Make not-

saving the action that requires effort.

Separate accounts for separate goals amplify the effect of automation. Rather than one general
savings account, consider dedicated accounts for your emergency fund, your vacation fund, your car fund,
and your long-term investment account. Many banks offer free sub-accounts or savings "buckets" within
a single account. When you name the account after the goal and automate contributions to each, your
savings become organized, intentional, and visible. You can watch your car fund grow toward your target
in real time — which reinforces the behavior far more than a lump savings balance you're mentally

allocating across multiple goals.

Set it up today: Log into your bank's website or app right now. Find the recurring transfer or
automatic savings feature. Set up a transfer for the day after your next payday — even $25 or
$50 to start. Then name the account something specific: "Emergency Fund," "Car,"” "Roth IRA
Deposit." Increase the amount the next time you get a raise. The specific dollar amount matters
less than the habit of automation. Small amounts automated consistently beat large amounts

saved sporadically every time.
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Term Definition

Automatic transfer A scheduled movement of money between accounts that occurs without

any action from you

Pay yourself first The savings strategy of directing money to savings automatically when

your paycheck arrives, before any discretionary spending

Lifestyle inflation The tendency to increase spending proportionally as income rises,

preventing wealth accumulation despite earning more

Savings rate The percentage of after-tax income you direct to savings and investments
each pay period
Financial habit A repeated financial behavior that happens automatically rather than

requiring a deliberate decision each time
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