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This book is dedicated to my best friend. She was the person who was always there: to accept my collect phone calls; to read me only my good horoscopes; to supply all of her friends with autographed copies of my books; to tell me that I always looked thin on TV and I was brilliant even when I thought a TV monitor was a mirror; and to let our family celebrate the glorious ninety-nine years she was on this earth. Granny Jewel, thank you.





INTRODUCTION



WHY YOUR CHILDREN MUST BE FLUENT IN FINANCE



In the early 1990s, when I began working on the original manuscript for Money Doesn’t Grow on Trees, I was a banker and the mother of two single-digit-aged children. I read Dr. Spock and Dr. Brazelton, and a whole range of other authorities, wanting to get the best advice I could on raising healthy, disciplined, un-neurotic children.


Even earlier than that, in the mid-1980s, as a banker, I had become more and more aware that no one was addressing one very important issue in child raising: the role of money skills and financial awareness. I had to become concerned about this knowledge gap. As president of The First Women’s Bank, I started The First Children’s Bank at FAO Schwarz; and eventually, both as a mom and a concerned citizen, working with kids and families became my most important preoccupation. I left the banking field to form my own consulting firm and educational company, the Children’s Financial Network, and set to work creating a whole new field.


Kids were growing up knowing next to nothing about money. . . and this is a knowledge that every human being has to use, in every day of his or her life. Why was no one writing about it?


The answer was simple. There weren’t any child-rearing experts who were also financial experts. And far too many adults—especially women, who are the primary caregivers for children, and the primary readers of child-rearing books—didn’t really know very much about money either.


We were a generation who hadn’t been taught financial skills. We grew up with Donna Reed as our role model, pulling a perfect roast out of the oven and serving it while wearing crinolines and white gloves. Our mothers had, in the majority, not worked outside the home. As likely as not, they had never even balanced a checkbook.


And many of us had an unconscious or irrational feeling that there was something wrong with knowing too much about money. Money was “the root of all evil,” a tool for power, a weapon to control others. If you knew about money, it meant you had an unhealthy attachment to it.


But the world was changing. It was getting more complicated. It was moving faster. We couldn’t afford to be ignorant, and our children could afford it even less.


So I sat down to compile everything I knew about kids and money, from my banking experience, my mom experience, and my growing expertise giving seminars, working with kids and families, and appearing as a family finance expert on Oprah and other TV shows. The result was the first edition of this book, which struck a chord. It went to number one on the New York Times bestseller list, and it set off a wave of interest in the subject as people began to realize how important it was.


Still, it was, and is, a hard sell. Schools and companies are starting to realize that money education is important, and that it’s important to start young.


But we’re still a culture that’s far too ignorant financially. Our national debt is skyrocketing . . . and so is our personal debt. Bankruptcy has become a national concern. Credit card debt has swamped even kids in their teens.


And our kids don’t know enough about money. According to a recent survey by Visa USA:


• 56 percent of parents believe their high school graduates are totally unprepared to manage their personal finances responsibly


• 78 percent of parents say that their high-school-aged kids do not have a budget


All too often, we’re not sure where to start in teaching them. According to a recent FleetBoston survey of parents:


• Only 27 percent feel very well informed about managing household finances


• Only 26 percent feel well prepared to teach their kids about basic personal finances


• Fewer than half feel themselves to be good role models for their children regarding saving and spending


We can’t count on someone else to do the job. In the Visa USA survey, only 30 percent of parents said their child’s high school offered a course in practical money management (which is actually better than the roughly 0 percent that were doing it before Money Doesn’t Grow on Trees and the Children’s Financial Network sparked awareness); and in a Northwestern Mutual survey, 43 percent of parents said they believed schools should be doing more money education. They’re right, of course. We need to keep pushing for more school programs. But we need to remember that all education begins in the home.


Meanwhile, the results of financial ignorance continue to mushroom around us, even as the stakes keep growing larger. This next generation will inherit 41 trillion dollars of accumulated wealth, and as former Federal Reserve Chairman Alan Greenspan has warned, they are “ill-equipped to inherit this global economy.”


• 180,000 young adults ages 18 to 24 declared bankruptcy last year


• More adults declare bankruptcy in the United States each year than graduate from college


• One in four women retire into poverty


That little baby; that curious toddler; that serious, frivolous, reckless, careful, thoughtless, loving little girl or boy is one of the biggest financial investments you as a parent will ever make. According to the most recent studies by the U.S. Department of Agriculture (USDA), it costs in the neighborhood of $200,000 to raise a child from birth to leaving the nest. For the most recent figures, go to the USDA’s website—usda.gov/wps/portal/usdahome—and search under “Expenditures on Children by Families,” followed by the year. The University of Minnesota also provides some excellent worksheets to help you figure out how much you can expect to spend in raising your children (www.extension.umn.edu/distribution/businessmanagement/DF5899.html).


In a world where financial security is uncertain at best, ignorance is not bliss. So, however much trepidation we may feel about money—we don’t know enough about it, there’s something wrong with knowing too much about it, kids should preserve their innocence as long as possible—we cannot allow these feelings to cause us to pass financial ignorance on to another generation of kids.


The answer lies in education. Our kids are going to grow up sooner than we think into a world in which they’ll have to buy cars, get mortgages, manage credit cards, pay off student loans, manage stock portfolios, care for aging parents, and look forward to their own retirement.


They won’t have to do all that while they’re in kindergarten, but there’s never an age too young to begin learning about money and its value. Kids are aware of money as soon as they start being aware of the world around them. This means that you can start teaching them the principles of money management at a surprisingly early age. Have you grabbed a quarter away from a toddler with a sharp, “Don’t put that in your mouth! You don’t know where it’s been”? Then you’ve started him or her on a money recognition course: Where has that quarter been? What did someone need to do to earn it? What is it worth in terms of buying power? How many quarters do you need to make a dollar?


The process of teaching money management doesn’t have to be tedious. In fact, it had better not be, if you want to hold your child’s attention for more than thirty seconds. I set out to write Money Doesn’t Grow on Trees with the idea of making knowledge fun for the kid and easy for the parent. I called it Money Doesn’t Grow on Trees because we’ve all said it or had it said to us. Money is a measure of value—the value of work, the value of time, the value of things. And understanding value is an important first step in understanding values.


    —


Ten years later, in a world that’s changed but not enough, where kids need to grow up financially savvy more than ever, here’s a new, updated edition of this book. It’s designed to help a parent explain the basics of money management to children, starting at age three and going through the teen years. It goes from how many pennies go into a dime, to making change, to opening a checking account, to sophisticated financial terms like “debit” and “mortgage” to brand-new worlds like using a credit card, purchasing stock, or online banking. It offers instruction on allowances, budgeting, work for pay, and even charitable giving. Most of all, Money Doesn’t Grow on Trees enables parents to give their children a gift that cannot be bought at any price: self-reliance.
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WHAT KIND OF (FINANCIAL) PERSONALITY DO YOU AND YOUR CHILDREN HAVE?


History and literature are full of references to the greedy and the generous, so much so that we can call up examples of both traits just by mentioning names. Say “Scrooge” and people will automatically think tightwad. King Midas loved gold so much that he made a fatal wish that everything he touched would turn to gold. In one old TV show, a mysterious millionaire gave gifts of a million dollars to strangers; All in the Family’s Archie Bunker was known to shut the blinds and turn out all the lights to avoid giving away free candy on Halloween. On the other hand, whatever historical figures like Carnegie and Rockefeller and Vanderbilt may have been like, today they’re best known for a great concert hall, a philanthropic foundation, and a university.


Most of us fall into neither extreme. We don’t hide in the dark to avoid giving away a few dollars’ worth of candy on Halloween, but we like to think we’re not pushovers for every sob story that comes along either. We may not have the money to build a great university, but we can give something to our alumni fund. We may not be able to see our names on a hospital or a concert hall, but we can give to charities or religious organizations that mean something to us.


But we all have our own special relationship to money; in general, we are either a spender or a saver. And whichever we are, that attitude toward money is going to influence the way we raise our children to think about money.


Do you know if you are a spender or a saver? Try this quiz.


YOUR FINANCIAL PERSONALITY TYPE


1. Do you find yourself worrying about money often?


Yes__ No__


2. Do you use your credit cards to the limit?


Yes__ No__


3. Do you know exactly how much you have saved?


Yes__ No__


4. Do you live from paycheck to paycheck?


Yes__ No__


5. If you suddenly received a large sum of money, would you save most of it?


Yes__ No__


6. Do you feel that you have to prove you can live as well as people around you?


Yes__ No__


7. Are you afraid that you’ll be left destitute in your old age?


Yes__ No__


8. Do you make on-the-spot decisions to buy something you like?


Yes__ No__


9. When your significant other suggests buying something, is your first response “We can’t afford it”?


Yes__ No__


10. Do you use shopping as a reward for yourself?


Yes__ No__


How to score: “Yes” answers to the odd-numbered questions indicate a saver while “Yes” answers to the even-numbered questions show a spender. Where were most of your “Yes” answers?


You probably already know what category your children fall into. Just to make sure, though, here’s one more quiz. Fill out for each one of your children, because all kids are different, and there can easily be spenders and savers in the same family.


YOUR KIDS’ FINANCIAL PERSONALITY TYPES


1. If you give your child money, does he save it?


Yes__ No__


2. Does your child lose or misplace money often?


Yes__ No__


3. Is your child reluctant to spend any of her own money?


Yes__ No__


4. When you’re shopping with your child, are the words “I want, I want” a familiar refrain?


Yes__ No__


5. Is your child proud of watching the figures in her bank account add up?


Yes__ No__


6. If you ask your young one, “Why do you want this?” are you likely to hear “Because Lizzie has one” or “I saw it on TV”?


Yes__ No__


7. Does your child sometimes save up for a special toy, then decide he doesn’t really want it that much?


Yes__ No__


8. If you say no to stopping for ice cream or a pizza, will your child ask, “Can we if I pay for it?”


Yes__ No__


9. When you go out on a shopping trip, will your child always come back with some money still in her pocket?


Yes__ No__


10. When you travel, does your youngster want to bring back presents for all his friends?


Yes__ No__


How to score: Same as before.


And what does it all mean? Well, it’s just a quiz. It doesn’t mean that you need to start worrying that you’ve got a miser on your hands, or the last of the big-time spenders, even if your child did score five out of five on one side or the other. These are just predispositions, and can be tempered over time with common sense and education.


It does mean that if you’re a saver, you’re naturally going to want to teach your kids the importance of saving; but if your child is a saver too, you’ll want to temper those lessons, rein in your natural impulses, and remind both of you that money is only as good as how much happiness it allows into the world. If you’re a spender and your child is a spender, you’re really going to have to rein in your impulses, and remember that spending isn’t everything. If you’re one and your child is the other, then remember not to get too freaked out that your young one isn’t exactly following in your footsteps.


The ideal personality, of course, is right in the middle: a careful but joyful spender, and a disciplined saver. That is the balance I’ll be talking about in this book.


You don’t need whips and chains to change your youngsters’ behavior. You simply need to help them to set specific short-range and long-range goals for their money. The excitement of setting up a strategy to pursue these goals, and then the satisfaction of attaining them, will begin to instill in your child the true joy of money saved and money spent.
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HOW TO TEACH YOUR CHILD THE BASICS OF MONEY MANAGEMENT



What is the most important concept to teach children about money? Most of us would say “saving money,” because to most Americans it seems so hard to do. And we wouldn’t be wrong . . . but we’d be only half right. Most of our money, even for the best savers, is allocated for spending—on taxes, on necessary expenses like food and shelter, and on what we like to call “discretionary spending,” even though for many of us it can sometimes be deliciously indiscretionary. Teaching children to save money is very important; showing children how to spend money wisely is equally important.


We’d be right if we looked to the lessons of saving first, since they seem to be increasingly going out of style. In the last half of the twentieth century, Americans saved, on average, close to 8 percent of their income; in the twenty-first century, there’s been a sudden and frightening drop, so that now we’re saving less than 2 percent—in some years, as little as 1 percent. And even at our best, we were never one of the world’s foremost saving nations—the Japanese, for example, save a quarter (or more) of their income.


And not only are we saving next to nothing of our household income, we’re often spending more than our household income. In 2003, the ratio of household debt to disposable income in America was 108.3 percent, according to the Council for Economic and Policy Research. If trends continue, they say, that figure will reach 152 percent by the end of the decade.


In this book I will focus on how you can teach, inspire, and coax your child into saving money, as well as how to show a young person to examine, evaluate, and choose the ways to spend money intelligently.


WHERE TO START


Saving money is essentially a discipline that youngsters must be taught just like brushing their teeth or doing their homework. Think about this first process. You provide the child with the tools needed: a toothbrush and toothpaste; then you provide the proper environment, a bathroom with a sink, to practice the discipline; and, finally, you monitor the activity and offer encouragement and praise for successfully completing the newly learned task.


I will offer here a similar three-step process for teaching children how to save money. Be prepared. Teaching kids how to spend money wisely is much more complicated and will consume a considerable portion of this book. Unless your offspring is a teenager, though, learning how to save money is the place to start.


The very first step is to explain to your child what money is. Here is an appropriate definition for a young child:


MONEY: Anything you can use to pay somebody for a thing, or for doing something for you.


Exercise: Have your kids make a list of things a person can use to pay for goods or services. For school-age kids, have them use the Internet or the library to find out different things that have been used for money in different times and cultures.


Now, let’s explain what saving means. Here is a young child’s definition:


SAVING: Saving means putting something away in a safe place to be used, if needed, at another time.


Exercise: Have your kids make a list of other things you can save besides money.


We all save something (besides money) to use at another time. Squirrels save nuts to eat during the winter; mothers save dessert until after dinner; and more and more people are saving empty bottles and aluminum cans for recycling.


THINGS PEOPLE SAVE TO USE LATER


Baby clothes


Books


Buttons


Gift boxes


Newspapers


Pictures


Safety pins


Videotapes


Wedding dresses


WHY SAVE MONEY?


We save money for three reasons: first, for protection in case of an emergency; second, for retirement; and third, to buy something we really want. Many people feel that one should save money with the intention of never, ever touching those funds except in the most severe emergency. This is a valid concept, and one that will be addressed later in this book. But first, consider emphasizing the sheer fun of saving money to your child. It just might get him or her hooked for life!


Exercise: Ask your kids, “Would you rather have a job that pays you a million dollars a year or a job that pays you a penny on the first day and then doubles your pay each day for a year?” Then get out a calculator and do the math together. It’s pretty simple. Just keep going “times two . . . times two . . .” and counting off the days. By the time you get to twenty-eight days, you’ll have made the point.


Have your older kids do a Internet search for saving compound interest. The figures they find will suddenly start to make saving an exciting prospect.


For younger children, I suggest that you approach the subject of saving with reason number three—to save for something they really want to buy.


THINGS ADULTS SAVE MONEY FOR


Babies


Boats


Cars


Clothes


Education


Furniture


House repairs


Houses


Jewelry


Retirement


TV


Vacations


Exercise: Have your kids make a list of things they might save for. Take a trip to the store or to an Internet shopping site, see how much the things on their list would cost, and then figure out how long they would have to save to get them.


As a parent, keep in mind that there are few joys in life more satisfying than earning your own money and then buying something you really want with it. Don’t you remember the satisfaction you enjoyed when you bought your first stereo or car or house? Parents can show their children this joy at a very young age, and it will become a gift their kids will benefit from all their lives.


THE THREE-STEP APPROACH TO SAVING MONEY


No matter how old your child is, if he’s still living under your roof, it’s not too late for you to begin teaching him how to save money.


I should point out here that my financial developmental scale is a little different from Dr. Spock’s. By the time youngsters are in their early teens, they should be earning a significant portion of their own money outside the home (from babysitting, cutting lawns, and so forth). In addition, by age fifteen or sixteen, most teenagers are capable of handling all their financial affairs (with your supervision) and should be earning most or all of their own “income.”


However, just as I wouldn’t suggest putting a sixteen-year-old who has never ridden a horse on a bucking bronco, I am not recommending that you hand over checkbooks and credit cards to your financially naive teenager. Whatever age your child is, start with the basics, the first of which is saving money.


The principles of inspiring anyone (including adults) on how to save money are the same for a youngster age six or sixteen. The general approach to teaching the discipline of saving money is to (1) set a financial goal with your youngster; (2) help him or her earn the money necessary over a period of time to attain that goal; and then (3) enjoy the reward of attaining the goal together. Here are the three specific steps to start a successful savings program:


HOW TO SET UP A SAVINGS PROGRAM


1. Provide your child with the tools to save. They must have a source of money, preferably earned, that enables them to have money of their own to save (details on how and when to start an allowance are in Chapter 3).


2. Provide the proper environment where the child can safely keep the money saved. This can be four jars, pouches or a toy safe.


3. Monitor the activity and provide encouragement. Set attainable goals and then reward your child with praise for successfully saving the money.


Remember that saving money regularly is a habit that requires some measure of self-discipline—but who do you know who has an unending supply of that? Don’t set up a system that relies too heavily on your child’s ability to discipline himself. It can only fail in the long run.


Instead, provide your offspring with a simple, easy-to-use system to save money so that it becomes a weekly habit. Pay the allowance in exact change and at the same time each week. Make sure the youngster has a special, safe place to keep the money. If the child is saving up for something, tape a picture of the item on the jar or pouch as a reminder.


The easier it is for the youngster to get into the habit of saving money, the less pressure there will be on her self-discipline—and that will be a relief to you both!


Since my principal mandate is to make learning fun, I will be suggesting games and exercises for you to do with your youngster. Remember that these activities are only designed to prime the pump and generate interest. With or without weekly games and incentives, your child still needs a basic ongoing savings plan—until he has the first trillion dollars safely locked up!


Here are specific suggestions on working with your child at her age level. Before you skip to your youngster’s age, make sure he or she understands the basics discussed at younger levels. You may also want to do a quick review of these before starting.


AGES 2 TO 4


For very young children, you first may need to explain what money is before you talk about saving it.


Here are three What Is Money? games to further familiarize your offspring with coins. Each exercise is designed to help young ones learn to recognize coins and to develop simple reading, memory, and reasoning skills as well. The games can be played at the kitchen table while you prepare dinner, or in a doctor’s waiting room, or even in the car on a long trip.


This first game, the Coin Identification Game, is designed to teach young ones how to recognize coins and their value.


THE COIN IDENTIFICATION GAME


GOAL


To teach the youngster how to identify a coin three ways: by its size, its name, and its number or value.


TOOLS


Paper, pencil, and several coins, including at least one penny, nickel, dime, quarter, half-dollar, and one-dollar coin (if you can find one). Trace each coin on the paper and, under the circle, write out the name of the coin and its denomination (for example, “Quarter = 25 cents”).


RULES


Call out the name of a coin (penny, dime, etc.) and see if your child can select the correct coin from the pile of coins and put it on the right circle.


Note that some coins have more than one name. On the coins themselves, a penny is called “one cent,” a nickel is called “five cents,” and a fifty-cent piece is called a “half-dollar,” so use those descriptions in addition to the common names when you write them down.


HOW TO WIN


The child wins if he can place the entire pile of coins on their correct circles.


The next exercise will introduce your young one to the relationship of coins to one another. For instance, five nickels also equals one quarter.


THE SMALL-CHANGE GAME


GOAL


Do show a child how to count money and understand its value.


TOOLS


First, conduct a treasure hunt with your child to gather up all the loose change in the house. Don’t forget the pockets of coats and jackets, drawers, old purses, and under sofa cushions!


RULES


At the kitchen table, help your little one divide the “treasure” into piles of pennies, nickels, dimes, and so forth.


HOW TO WIN


See how many different combinations of coins your child can create that add up to $1. Are there twenty nickels? Or are there ten nickels and two quarters? If the child comes up with three or more different combinations, she wins!


Your youngster is bound to be impressed with what one hundred pennies piled in front of him looks like. This is a good moment to emphasize the value of a dollar and perhaps how hard someone, like a parent, works to earn it.


After you’ve finished the game, show your child how to “roll” the coins into the paper tubes that banks use (most banks will give you these free). After each group of coins is counted, help the child add up the total. Is there enough “treasure” to send out for a pizza?


Another way to show youngsters how a bunch of coins translates into dollars: After they’ve counted the coins themselves (and you’ve double-checked), make an expedition to the change-sorting machines at your local bank or supermarket. The machines will give you a running tally of all the pennies, nickels, dimes, and quarters and a total. Then it will give you and your child a receipt you can take over to the cashier and get your money. But make sure your child understands that most of the supermarket machines charge a percentage of the total as a fee for their services.


AGES 5 TO 8


Get jars or pouches that are just for savings; spending money should go somewhere else, like a coin purse or wallet. Each week when you pay out the allowance, go with your child and together “deposit” money into the jars or pouches.
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