Going Beyond the Basics 
Reading, Writing and Arithmetic

Financial education is just as important!!!

Joe: How do individuals educate their children when it comes to money?

Angie: Start young!  Every child should be taught at some time: 

1. The purpose of jobs (how we earn money) 

2. 2. Saving for goals (how to save money) and 

3. 3. Limit useless spending (how to budget).  

When children have a sense that money can buy things, they then want “stuff”.  If you start their financial education at an early age money issues become interesting.  When your child is very young, buy a bank, not just a regular bank, but one that does something fun when you put money into it.  Every time they get a gift of money, make a big deal of putting the money in their bank.  When they are a little older take them to the bank and deposit their money into an account.  Let them participate in the process.

Once your child is old enough to understand, let him/her see you pay your bills.  Explain to them that you have ‘X’ amount of dollars per month to pay for everything.  Point out the dangers of getting into debt (credit cards).  Explain that ATM machines are not magic money dispensers that give you as much money as you need, for free. 

If you are investing your child’s money let them take part in investment decisions.  Have them think about the toy manufacturers that make the toys they love, or the food companies that make the food they like to eat.  Or perhaps Disney stocks, if they’ve been to Disneyland.  Have them buy some shares and let them track how they do.  You would be surprised how interested they become.

Joe:  Should we give our children an allowance?

Angie:  In many cases an allowance is the only way children get access to their own money. Pay you children a weekly allowance, so they learn to budget money.  Typically, at least part of the allowance should be paid with no conditions attached.   Any weekly chores should be performed as part of their family responsibility, don’t tie the chores to cash payments.  Increase the allowance as your child gets older, it should be large enough so the child has money left over to make his/her own purchasing decision.  When setting the allowance, make sure your child knows exactly what must be paid with it.  As much as possible let your children spend the money as they wish, but don’t bail them out when poor choices are made.  Let them live with the consequences, so they won’t be tempted to repeat their mistakes in the future.  That doesn’t mean you can’t discuss options with you children or encourage them to make other choices, but the final decision should be theirs.  If you allow your child to borrow money for large purchases, make sure that at least a nominal amount of interest is charged.  

Food for thought:

· When you child first gets their allowance, don’t be surprised if they want to go and immediately spend it.  Fear not.  This should be expected this is where you can start to teach.  Sit down with you child/children and discuss the “things” they would like to buy.  Let them prioritize the wants on their list in order of importance.  This will be their first exposure to setting financial goals.

· Have them keep their list somewhere they can always look at it and see what they are saving their money for. (Keep a copy for yourself in case they lose theirs, or want to purchase something that is not on their list.)

· The next time you are in a store and you child/children want to use their money to buy something, ask them first: “Do you have your list?  Is the item one of their goals?  Asking these questions will get them thinking about the items of importance.  Is it more important than the items on their goal list?  Let them make the decision whether to buy or not.

· No matter what you say, your child will probably make the purchase, even if the item in question is “junk”.  It’s okay!  This will be a good lesson your child will learn.  Only when the initial thrill of the toy wears off, or when your child realizes that the other items on his/her list were more important, will they begin to “get it” and understand the value of money.

Once your child achieves one of his or her goals, they will understand what it takes to be successful.  They will know how to budget their money and limit unnecessary spending in order to buy what they really want.

Joe:  What if my child is going off to college and I have not taught them any financial skills, is it too late?

Angie:  Its never too late to start the education process.  Sit down with you child and discuss their college costs, once you know their expenses, determine where the money will come from i.e. student jobs, parent’s income, gifts and inheritances education IRA, financial aid, loans, scholarships etc.  

· Do a cash flow chart and budget for the year and then break it down to each quarter or semester.  

· If your child has never had a checking account, open one in their name at least six months before they go off to college.  Explain that money needs to be in the account before they can spend.  

· Show how to balance their checkbook (this would be a good time for you to learn, if you don’t know how!)  Explain how a debit card works and that they must to keep track of their expenditures.  Also, explain the “cost of poor money management” bounced checks can effect their credit, and be very expensive.  It is important to monitor their use for at least six months.

The biggest mistake college student make is credit card debt.  According to information compiled from work by Denison University students:

· Telemarketers aggressively target college students and offer cards with virtually no proof that the students can repay their debt.

· Some colleges sell or give away names and addresses of students, aiding credit-card companies in their pursuit of students.

· Colleges generally do not offer money-management courses or counseling.  It’s up to you as parents to see that your child has the financial education to make good money decisions.
· Some students unable to overcome their debt face bankruptcy, which can cripple their financial future.

· Debt causes stress that can lead to significant physical and mental ailments and, in extreme cases, death.

A 1998 study by Georgetown University researcher Robert Manning found that 70 percent of college students have one or more credit cards and an average debt of $2,000.  A more recent study shows that debt to be more like $3,500.

Oppenheimer Management Corporation, a New York mutual fund company, found from a survey that:

Seventy percent of Americans ages 18 to 24 don’t know how to make financial investments.  This statistic shows that we are ignoring the basics (i.e. budgeting, saving and retirement planning) because our education system doesn’t teach these basics.  Money management is a learned skill that comes from real experience.  It is very important that children learn the value of money and the role it plays in our lives.  Therefore, it’s up to us as parents to teach our children how to achieve their financial security. 

In conclusion our role as parents can be summed up very simply: to arm our children with the tools they need to become self-sufficient, well-adjusted adults. Good money habits and skills are one of those important lessons we must impart to our children.  It is a critical life lesson necessary in and of itself, but also useful in teaching them other core skills.  Too many parents fail to take the responsibility and do not give their children good financial habits. After all, they are our future!
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