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Teens and Their Money: Financial Literacy for the Younger Set
 

Study after study suggests Americans need to be smarter about their money and increase their financial literacy — the knowledge and skills to effectively manage their finances.

It’s a pressing enough problem that in June 2013, President Barack Obama signed an Executive Order establishing the President's Advisory Council on Financial Capability for Young Americans, tasking the group to find ways to improve financial literacy within the younger generation, figuring kids are key to building a more financially literate culture. Already the council’s work has given rise to the Money to Grow campaign (www.moneyasyougrow.org), a quasi-government effort to boost the financial savvy of younger Americans. 

Financial literacy becomes especially important for teenagers, for that’s when many start making money, and thus, when they also must start making choices about what to do with that money. These early financial choices could reverberate over a lifetime, says Howard Erman, a certified financial planner in Seal Beach, Calif. “If younger people are conscious enough [about their financial choices] to make early good decisions, they are going to be far ahead of their peers in their ability to pursue their dreams. The world opens up to you when you have more financial resources available to you. And that comes with financial literacy.”

While programs designed by the likes of the Jump$tart Coalition (www.jumpstart.org) and the National Endowment for Financial Education (www.nefe.org) seek to increase teen financial literacy via schools and other channels, that education can just as easily begin at home by reinforcing a handful of simple core values and principles.

A teen can go a long way toward becoming financially literate by understanding how to: 

• MANAGE CASH FLOW. With a job comes a paycheck and newfound financial freedom. A spending plan (or budget) can help teenagers determine how much money they’re taking in, how much they need to cover expenses (car, cell phone, clothes, etc.), and what they have left over. Look to a site such as www.mint.com for free budgeting apps, and to www.PlannerSearch.org for spending plan/budget worksheets and more.

• SET GOALS, then make a plan to achieve them. Armed with the clear financial picture a spending plan provides, teens know exactly how much they can set aside to meet a goal like buying a car or funding college. Setting goals can provide a teen with extra motivation and focus.

• USE PERSONAL BANKING TOOLS, such as checking and savings accounts. Accounts like these can play a vital role in teaching cash-flow management. With no-fee, low- or no-minimum checking and savings accounts in their name (but overseen by their parents/guardians), kids can build financial awareness, competence and discipline by writing checks, arranging to pay bills automatically, balancing a checkbook and setting aside funds to meet their goals.
• MANAGE AND MINIMIZE DEBT. Used wisely, debt can be a valuable tool for helping accomplish one’s financial goals. “Say you have saved enough cash to buy a car, but you also have the chance to take advantage of a zero-percent financing deal. That’s a good choice to have,” says Erman.

Yet too much debt can be dangerous to a young person’s financial present and future — and thus is something teens should avoid if possible, he says. The first rule of debt-management: always pay bills in full and on time.

• USE CREDIT CARDS RESPONSIBLY. For better or worse, plastic is part of our consumer culture, so teenagers need to know what using a credit card entails — and what the ramifications of overusing it can be. To encourage a teen to learn responsible use of a credit card under the watchful eye of a parent/guardian, consider giving him or her a secured credit card that requires a cash collateral deposit to create a line of credit. Obtain one with a reasonable interest rate and a low credit limit to remove the temptation to run up a big tab. Offer a quick lesson on the meaning of “compounded interest” and preach not using a credit card to buy things you’re unable to pay for with cash. One of the dangers of a credit card is its potential to “divorce the pleasure of buying something from the pain for having to pay for it immediately,” notes Erman.
• BUILD A CREDIT HISTORY and a STRONG CREDIT RATING. Having bank accounts and bills in their own name (and paying them on-time) helps teenagers to build good credit. This is an important consideration when kids enter the “real world” and lenders, landlords, financial institutions and potential employers begin looking at their credit scores. Having a good credit rating can give a person a better chance of landing a loan, rental housing, a credit card, even a job. 

• USE INVESTMENTS to build personal wealth as a means to meet some of life’s most important long-term goals, from buying a home to living comfortably during retirement. Smart investors understand that investments come with risks and rewards that they must balance in light of their goals and circumstances. High school students who already own stock (that they have inherited or received as a gift, for example) can learn more by reading stockholder statements, annual reports, etc. Websites such as Bankrate.com, mint.com and Investopedia.com also provide solid, basic information for novice investors.
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