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Teaching Teens Financial Responsibility: 13 Proven Tips and Tactics from Financial Pros

With a teenager as part of the household, you likely already have your hands full with the often mind-bending responsibilities that come with parenting a child in the 21st century. But don’t let those day-to-day duties get in the way of efforts to impart that teen with the skills to responsibly handle their money, because those skills will serve them well throughout every phase of life, says Certified Financial Planner™ Timothy Watters of Watters Financial Services in Paramus, NJ.

Helping teens develop the ability to make smart financial decisions is among the most important and valuable legacies a parent or guardian can leave, asserts Watters, who knows of whence he speaks, having raised four kids of his own. “It’s about giving them bumpers to crash against, but not enabling them, because people need to learn to stand on their own two feet. If you can help show teens how to make good financial decisions, you’re doing your part to prepare them for the launch into adulthood.” 

Here Watters and other personal finance experts who’ve been down this road with teenagers and their families offer creative ways to instill financial literacy in a kid — and particularly one who, given their stage in life, doesn’t necessarily welcome advice from their elders.

1. Open the lines of communication. “Money should not be a taboo subject,” says Watters. “If you want your kids to make good financial decisions, it’s important to discuss money with them.” 

Those discussions don’t happen as frequently as they need to, however. While a vast majority of teens (84%) say they look to their parents for information about how to manage money, 34% of parents say they do not discuss money with their children, according to a recent Junior Achievement survey. While talking finances with a teen may initially feel awkward or pointless, it is nevertheless vital to open and maintain a family dialogue around money issues, according to Watters. Sharing your own real-life experiences with and stories about money — positive and negative — can provide the entrée to those discussions. 

2. Get clear on financial responsibilities. Once those lines of communication are open, use them to initiate a conversation about the extent to which a teen will be responsible for paying his or her own expenses.

Cellphone, car, clothes, school supplies, social life — many aspects of a teen’s life require money. So it’s important you’re all on the same page regarding the expenses the teen will be expected to cover out of their own pockets and those the parents are willing to pay, says Chris Hardy, a Certified Financial Planner™ at Paramount Investment Advisors in Suwanee, GA. Hardy says he did exactly that with his 13-year-old. “So far it has been a great experience for her and us and we haven't been asked, ‘Dad, can I get $20 to go out with my friends?’”
3. Get on the same page about college funding. Here’s another area a communication gap may need to be bridged. Nearly half (48%) of teens think their parents will help pay for college. However, only 16% of parents report that they plan to pay for their child’s post-secondary education, according to results of the Junior Achievement survey.

“I recommend kids and parents jointly put together a budget for college,” says Watters, “so it’s clear to everyone how much the parents are willing to spend, if any, and how much the kid will be expected to contribute.”
Watters recommends that kids be required to pay at least some of their college costs. “Kids who pay some portion of those costs tend to take their college education more seriously,” he says.

4. Give them an allowance.“I like the idea of setting an allowance and taking away the allowance if goals are not met,” says Watters. “In our house, our 12-year-old nephew gets $3 per week for long-term spending, $3 per week for short-term spending and $3 a week goes towards charity. To use the long-term money, the rule is that you have to wait at least 24 hours or longer before purchasing something, to teach delayed gratification.”
5. Encourage them to get a job. “If they want something badly enough and you aren't the Mom and Dad ATM, teenagers will have to earn money to pay for what they want,” advises Certified Financial Planner™ Kristi C. Sullivan of Sullivan Financial Planning in Denver, CO. “This teaches them the value of an hour's work, how it looks when taxes are taken out of a paycheck, and how much things really cost when you are paying with your own earned money.”

6. With an income, your teen now has a reason to establish a budget. Whether the source of that income is an allowance or a job or both, it’s important for teens to begin considering the options they have, and the rationale, for allocating their money. How much does the kid have coming in each month? How much do they need to cover their monthly expenses? What goals do they want to save toward? How much spending money do they require? Putting it all down in a simple spreadsheet or into an app from a site like www.mint.com can provide a teen with a basic framework for managing their finances, along with valuable insight into spending within their means.

7. Get them comfortable with managing their own accounts. Help them open a checking and/or a savings account at a bank or credit union, then show them how to balance a checkbook and how to manage accounts online. You may also want to consider providing them with a credit card that’s jointly held by you and the teen, to help them gain familiarity with interest charges, paying monthly bills, carrying and managing debt, and the like.
8. Get kids involved in household financial decisions. “From age 12 on, our kids were involved planning vacations, the purchase of the next car, etc.,” Watters explains. “Give them some information about it and help them to make the decision. This helps them to understand how much things cost.”
9. Give them freedom to make financial decisions for themselves — even bad ones. Oftentimes the most powerful lessons about managing money are those stemming from decisions the teen made on their own. 

10. Foster self-reliance and problem-solving. Allowing a teen to work through a financial issue themselves, with you standing by to offer guidance only if it’s requested, can be empowering to the kid. So it can be worth letting the teen figure out a plan for how to pay off the repair tab for a car accident they caused, or a plan for how to save toward the new car they want to buy, for example.

11. Connect behaviors with financial consequences. Whether it’s something relatively minor like a lost school textbook or something costlier like a car accident, kids need to know they’re financially accountable for their actions, says Watters. 
12. Introduce them to the stock market and investing. For many people, achieving life goals and investing go hand in hand, whether it’s saving for a kid’s college education in a dedicated investment-based account, setting money aside for retirement in an investment-based account such as a 401(k) or building a portfolio of investment assets to eventually use for some other purpose. That introduction can be made through a game built around managing a hypothetical stock portfolio, for example, or by parents explaining their retirement account or 529 college savings account statements to the teen, or even by gifting the teen shares of stock, so they can begin to grasp the concepts of movements in share price, dividends, long-term investment strategy, unrealized and realized gains and losses, and more.
13. Model behavior for them. For better and sometimes for worse, kids take after their parents.

 “The best money lessons for teens come from parents’ own behavior towards money,” observes David J. Haas, a Certified Financial Planner™ at Cereus Financial Advisors in Franklin Lakes, NJ. “If parents spend too much and live beyond their means, then that's the normality lesson for the teens. So parents need to be careful to set good examples.”
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