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•ABSTRACT


This research report highlights the current economic issues facing  children and youth in North American society today.  The specific question  posed to the reader was how does children's concept of money change their future financial well beginning and what factors do parents, friends and the media play. To provide a base for the thesis question, we concentrated our research on economic psychology and socialization. Numerous texts were referenced and later applied  to our questionnaire results so that a comprehensive analysis could be provided . The findings indicated that children’s concept of  basics economic principles are effected by many factors; however,  age had the most  drastic impact. For the most part findings illustrated a positive trend for future economic prosperity, but there were some limitations that our study could not over come.

•INTRODUCTION


Money, a “medium of exchange that is widely accepted in payment for goods and services and in settlement of debts”(Allan, 2003) is one of the most profound fundamental aspects of our lives. With money establishing the kind of life you live, the choices and knowledge one makes are critical . With spending and debt at all time highs in our society we wanted to ask the question; how does children's perception of money influence their future financial stability and what role do parents, friends and the media play? Focusing on economic psychology and economic socialization we will examine several aspects of childhood monetary activity including allowance, saving habits, spending habits, children’s influential buying power upon their parents, and a host of other topics. We will begin by defining several terms to provide clarification and ensure understanding of key words in our context. Afterwards we will review several pieces of literature that will provide a backbone to our topic at hand. We will then shift focus and examine our research results and methods used to collect our information. Literature in combination with our results will then be used to establish an answer to our thesis question and we will end by providing a concise conclusion and look towards the future of children’s spending.

•DEFENITIONS


a. Economic Socialization: “Economic Socialization seems to be the gradual, cumulative acquisition of a number of skills, not so dissimilar from learning to drive or cook” (Lunt, 1996).


b. Economic Psychology: “Economic Psychology deals with all those questions about behavior that arise from the management of wealth.  It uses concepts, methods, and techniques of psychology, social psychology, and economics, but seeks to construct a synthesis of all three and to go beyond them by discovering its own concepts, methods, and applications” (Lea et al., 1987).

OR

“The point where psychology, social psychology, and economics meet.  It studies the mutual adjustment of mental and material resources, with the hope of furthering human development insofar as that depends on economic activity” (Reynaud, 1981).


c. Distributive Justice: “The name for the system of moral rules that govern the distribution of resources.  ie. When sweets or gifts are given to a group of children, they are shared equally amongst them.  In essence it is an equality rule” (Lunt, 1996).


d. Occupational Foreclosure: Restricting one’s range of occupational aspirations when a child is still quite young.  It is often reflective of gender stereotypes in the workplace.(Lea et al., 1987)


e. Equilibrium:  The working out of a balance between the world children observe and their understanding of it. (1987)


f. Developmental Psychology: Branch of psychology that looks at human development across the life span, however focuses primarily on child development. (Weiten, 1998)

•LITREATURE REVIEWS

In the context of economic psychology, the study of children in the economy is relatively new.  “This stems from the fact that in microeconomic theory the basic element is not the individual but the household”(Lea et al., 1987, p. 371).  It is nonetheless a very important area to study because adult economic behavior develops out of children’s behavior.  The way children think is much different than the way adults think.  It is assumed then that the same is true about the way they view economics.  As Lea states, “it is a commonplace of developmental psychology that children construct their own social world independent of the world of grownups.  Perhaps there is a children’s economy within this children’s society”(371), that if understood, would help us prepare better financial plans for our children.


After reviewing numerous other studies and works regarding children and the economy, we will look at the numerous themes which  highlight “Important developments in consumer socialization [that do] not emerge in a vacuum, but [take] place in a social context including family, peers, mass media, and, marketing institutions”(John, 1999).

•Allownce


Experts say that allowance can start being given “when children begin school (age five or six)”(Lermitte, 2001) because by this age they are getting used to new routines and learning math skills.  Also it is recommended that you hand out the allowance on a set day.  “Sundays or Mondays are ideal because spending naturally happens on the weekends. If child gets their allowance on Sunday, they have the entire week to think about what they want to spend their money on or save for.”(Lermitte, 2001). Also a specific amount should be given. It should be handed out in coins and it is recommended that “50 cents a week per years of age. Thus a six-year-old would receive $3. You want to give them enough that they can make small purchases on a regular basis, but not so much that they have no incentive to work for a little extra. Even if you can't afford much, giving a set amount of money regularly provides opportunities to teach financial principles”(Lermitte, 2001). To wrap up the topic on allowance,  “Spending teaches children about making choices and setting limits.”(Lermitte, 2001). It is important for children to be able to make most of their spending choices on their own, good or bad.

•Development


Much work has been done about children’s consumer socialization development during childhood. “Research... identified early childhood as a period of rapid development in abilities to understand where money comes from and its role in the market place transactions”(John, 1999). Three stages have been identified that describe the progressive nature of consumer socialization, “perceptual, analytical, and reflective, capturing major shifts from preschool through adolescence”(John, 1999). In particular in the first and second grade, a big jump in knowledge occurred. As the child grows the brain is subject to many changes. “Generally speaking, reasoning required profound transformation or what Piaget called restructuring of the mind”(Cottle, 2001). Studies by Burris have shown how Piaget’s stages apply to a child’s economic thinking. He found that for young children “a commodity is defined in terms of physical characteristics”(Lea et al., 1987, p.375).  For example, a horse cannot be bought or sold because it is too big to fit it the car or a gemstone is less than a book because it is smaller.  Around seven, this point of view changes so that the “value is explained by [its] usefulness or function”(375).  For example, their video game is more expensive than a car because it is more useful to them.  They can play the game whereas they are not able to drive the car.  “The oldest children shift to understanding value from the point of view of production”(375).  They understand that the price of something is determined by what has gone into making it in terms of materials and labour. 


We may effect a child's ability to understand new concepts by the environment we place it in so the economic well being of the family has great bearing on the child’s knowledge about money. “We might change a child’s perceived self competence for example by exposing the child to a set of success experiences”(Dodge, 1985). Lastly, studies have shown that money knowledge in “adolescents bring this capacity to higher plateau”(Cottle, 2001), than young children; however, “despite the fact that children have substantial shopping skills by middle childhood, they pay relatively little attention to prices as an aspect of the marketplace”(John, 1999).

• Monetary Equivalence/ Knowledge


As a child develops it not only gains understanding of money but also nurtures a set of knowledge and skills, which are refereed to as transaction knowledge. “Children learn about the places where transactions take place (stores), the objects of transactions (products and brands), the procedures for enacting transactions (shopping scripts), and the value obtained in exchanging money for products (shopping skills and pricing)”(John, 1999). To summarize this theme, the Piagetian cognitive-development perspective holds that each individual child passes through a quasi-universal set of qualitatively different stages of socioeconomic understanding, moving from simple-concrete to complex-abstract notions.”(Lunt, 1996)

• Saving Habits


We will now look at saving habits of both children and their parents. You should “give your child a wallet for their spending money and a piggy bank for their savings [and] encourage your child to set money aside for saving, spending, and charity. A good guideline for savings is 25 per cent.”(Lermitte, 2001). Malcolm X once said, ‘without education, you're not going anywhere in the world’ and in today’s competitive world a degree has become an absolute necessity for a chance at success. “If the current trend continues, then the all-important degree will be accessible to only those children of wealthy families, those on scholarships, or those whose families have planned ahead. The Family Education Savings Plan (ESP) and Education Trust (ET) are full-service savings plans, specifically designed to allow Canadian families, like yours, to provide financial assistance for post secondary education to your children” (Royal Bank of Canada, 2003).


Saving is a concept lost on very young children because it “involves planning and deferred gratification”(Lea et al., 1987, p.392).  Studies have shown that saving usually increases with age (392), however none of them took into account that saving usually increases with income level which coincidentally goes up with age.  In a study by Furnham and Thomas (1984a), they “found that older children not only saved more than younger children, but also saved for different reasons and in a different way.  They tended to use savings accounts because they anticipated needing the money in the future”(392).

• Borrowing


Shifting from saving to borrowing, we are generalizing the term borrowing by describing bank loans and credit cards in the same way as borrowing from friends.  Children’s ideas of banks  “develop in a fairly coherent way. Initially, children become aware that banks pay interest on deposits; that they also charge interest on loans is a more difficult concept to grasp”(384).  To young children “bank loans are seen in the same light as borrowing from friends”(384).  From this, only the oldest children understand how the banks make money off of loans.


 According to children’s spending statistics the United States alone reached “over $172 billion in 2002”(Tucker, 2003). With “one in three [children carrying] credit cards, even more [having] an ATM card”(Tucker, 2003), there is a great cause for concern about excessive spending leading to uncontrollable debt. “We have recently seen an over 50% increase in bankruptcies among people under age 25.” In 2002 undergraduate students were carrying “an average of three credit cards each and [having] an average credit card debt of $2,327.”(Tucker, 2003). Later on one academic career graduate students had “an average credit card debt of $4,776 and [held] an average of four cards each.”(Tucker, 2003). These statistics show that our concern about excessive debt is justified.
• Spending Influences



With money from gifts and part-time jobs, children have significant buying power, considering they do not have to pay for any of the basic necessities such as food or shelter.  This leaves them with a great deal of disposable income, something that companies began to exploit in a major way about twenty years ago.  According to a study done by Mochis and Moore in 1979, “brand names and reduced prices were the two most important factors influencing adolescents’ buying decisions”(Lea et al., 1987, p.390).  Peer influence is a factor that has conflicting evidence, with some studies stating, rather surprisingly,  that it is not all that important”(390), and with others stating that “Peers are an additional source of influence. Affecting consumers beliefs starting early in life and continuing throughout adolescence”(John, 1999).


In today’s consumer society it is prevalent for individuals to partake in conspicuous consumption and make impulse purchases. Often this is to gain acceptance or relieve stress. Goffam argued “that people make status inferences on the basis of possession”(Lunt, 1996), and with this belief so prevalent in our society, our children are at risk for spending an unnecessary amount, just to please others. Manufactures are adding to this problem by using tactics such as conspicuous consumption and mass marketing through every medium possible, to increase global sales. One of the most powerful means to advertise to children and teenagers is through television. “Youth are shaped by the media as consumers before they have had a chance to develop their souls. The net effect is that teens are not only defenseless against the instinct of acquisition which fetters human nature; they are programmed to glorify it before they have the intellectual maturity to examine it”(Page 132, John J. Mitchell). Here is a statistic about toy sales. “Worldwide toy industry sales in 1998 totaled US$67.8 billion, a 2.7% increase from 1997 sales of $66 billion” (N/A).  

• Employment


Employment is an interesting category for children because most of them “lie largely outside the network of social, financial, and motivational relationships that work establishes”(Lea et al.,1987,p.387).  However, this does not mean they are not prepared for it.  Some of the older children (15-16 years) have part-time jobs and most of them, young and old, have indicated occupational foreclosure (see definitions).  One study found that “two thirds of 10-13 year old girls wanted to either be teachers or nurses”(387).  These kind of occupational foreclosures often reflect gender stereotypes in the workplace.  This can begin at a young age while dividing work within the home.  Studies have shown that “boys tend to do outdoor work, while girls do housework and more work in the kitchen”(388).  Children’s first jobs other than housework also are often gender biased.  “Boys mow lawns and shovel pavements; girls babysit”(388).


As children continue their economic socialization they develop the concept that “payment for work tends to follow an equity rule, where resources are allocated, by each individual worker.”(Lunt, 1996). The “expectation of what the ‘fair share’ should be [is] governed by their understandings of distributive justice”(Lunt, 1996), which was defined earlier.
• Children’s influential buying power upon their parents


Many purchases are influenced, by outside sources and no where is this more true then in children’s ability to influence family purchases. From a young age the child is positioned in the shopping cart and has an unobstructed view to observe his/her environment, eventually influencing some of the things that go into the cart. I remember doing the very same thing and trying to make sure the right amount of ‘goodies’ were being purchased, for later enjoyment. “These experiences, aided by developing cognitive abilities that allow them to interpret and organize their experiences, result in an understanding of market place transactions”(John, 1999). In creating direct opportunities by interacting with “their children about purchase requests, giving them allowances, and taking them on shopping excursions”(John, 1999) parents play a vital role in the perception of money.

• Parent/School Financial Education


Parents have been taking the initiative in educating their children in the year childhood with  “Ninety-four percent of youth [citing] their parents as primary source of financial education”(Tucker, 2003). But only “Thirty percent of youth report that their parents rarely or never discuss saving and investing with them. Forty-seven percent say their parents rarely or never discuss household budgeting with them.”(Tucker, 2003). These numbers must increase to avoid future financial dilemmas. Also schools must take a greater lead in dispensing financial knowledge. A mere “21 percent of students between the ages of 16 and 22 [said] they [had] taken a personal finance course through school.”(Tucker, 2003).  With research having shown that “as little as 10 hours of personal financial education positively affects students spending and savings habits”(Tucker, 2003), financial education is obviously an effective and worth while activity in avoiding monetary crisis in the future

•RESEARCH QUESTION


Our research question asks how does children's perception of money influence their future financial stability and what role do parents, friends and the media play? This question was posed to address possible future debt and spending problems children may have in their early adult years as a result prior negative exposure to the notions of money.

•METHODS


In order to collect our data we designed two separate, yet related questionnaires.  One was given to the child or children in a family, the other, to the parents.  For the parents we simply gave them the questionnaire and asked them to fill it out.  For the children we sat down with them and explained it to them. We stayed with them while they filled it out in case there were any vocabulary difficulties, although we did not help them with any of the questions.  In terms of how we chose the subjects, we used a variety of families that we both knew personally because these were the most easily obtained.  We attempted to obtain a variety of ages among the children and we ended up with an age range of 7-16.  Our socioeconomic variety was limited due to the fact that we used all middle-upper class families.  Ethnic background was not an issue we took into consideration in this study; therefore our lack of variety here is not applicable.


The questionnaire was structured in such a way that it was separated into four categories: money Knowledge, income, saving, and spending. Each of these sections contained several questions that were used to provide a broad picture to answer our thesis question.

•RESEARCH RESULTS AND DESCRIPTIVE ANALYSIS


We will now analyze our results that we gathered from administering our questionnaire to parents and their children and see how they compare to our literature review as we examine how children's perception of money will influence their future financial stability and what role parents, friends and the media play. We will once again spread our focus and look at the different themes that effect economic socialization.

•Allownce


Through our findings we saw that almost all parents gave their children allowance, which was recommend by Dr. Paul Lermitte, so the child is able to develop monetary knowledge and skills. What was concerning to see was that, of the children that received an allowance, some of them did not have to do anything to earn it., which may harm their perception that to attain money you must give up your time in the form of labor. The amount of allowance ranged with age, but with in the guidelines describe with in the literature review. Receiving money during Christmas or on a birthday was distributed evenly with about half of the kids receiving money on these special days.

•Development


“Although researchers do not agree on the number of stages, points of transition and exact nature of the understanding at each stage, there seems to be basic agreement that children do advance through stages or phases in their understanding.”(Lunt, 1996) Our results would agree with quote from Peter Lunt’s book, ‘Economic Socialization’. If we look at the our children's results as a whole there is a direct relation between the age and the child's knowledge and understanding available to answer the question. For example knowing what their parent’s earn and what the child will earn during his/her career illustrated this perfectly.


The younger children had no comprehension of what their parents may earn per year or how much they would earn doing the job they said they wanted to do when they grew up.  The older children had much more concise answers to these questions and most of the other ones as well.  According to the stages of development this makes sense because for children between 7 and 11 the value of an object is determined by its usefulness to them.  Thus as we will see below a Playstation is very important to them and a car is not.

• Monetary Equivalence/ Knowledge


This part of the survey yielded some very interesting results. Again, because of major cognitive developmental changes in ages, our results varied significantly between the subjects 7 to 16 years of age, however it was interesting to observer that all subjects, regardless of age were within reason able to tell us the price of a McDonalds Happy Meal. Also 7 and 10 year old subjects were able to correctly identify the correct price of a Sony Play Station, even though their perception on the value of a car and television was significantly skewed. These results would lead us to believe that   media plays a major role in cognitive development, and targets children with specific products and provides them with some monetary knowledge. When it came to defining specific financial terms, the older children were very capable in doing this successfully, but the younger children's ability to respond correctly was far lower.  The youngest ones did not know what debt, interest or inflation were and gave very simplistic answers to the bank questions. One of the questions that all ages had trouble with was ‘What is the Bank of Canada?’. It should be noted that children’s financial knowledge is “impacted by ‘Premature affluence’”(Tucker, 2003), and all of the children in our questionnaire came from a middle to upper class upbringing.

• Saving Habits


From our questionnaire it was consistent to have parent’s promoting saving habits to their children; however, we observed that very few children actually saved their allowance. It should also be noted that financial goals of the parents were to retire debt free or live a comfortable lifestyle. This would suggest that they themselves might not be in an ideal financial situation. In 2001 “1.4 million families filed for personal bankruptcy”(Tucker, 2003) in the United Sates.

• Borrowing

 
The set of questions concerning the topic of borrowing showed that a majority of children participating in our research borrowed money from time to time, but all of them understood the expectation of paying it back. Remember that one in three children have credit cards and even more have an ATM card. In our results age played a direct correlation when parents thought it was appropriate for their child to have an alternative means of paying then cash, and only children that were 16 or above had a debit card.


All of the children said they understood what borrowing involved, however only the oldest ones fully understood the concept of borrowing when it involved credit and bank loans.  The younger children, as seen in previous studies, saw borrowing only in the context of borrowing from friends and family.

• Spending Influences


Our child subjects acknowledge that media and friends influenced their spending very little, however these results are most likely not entirely correct because children would not admit such a thing, knowing it is looked upon with a negative eye. Large-scale results using other means showed that media and peers can play an important role in spending.

• Employment


There was a degree of occupational foreclosure indicated along gender specific lines including one of the boys wanting to be a pro hockey player and one of the girls wanting to be a nurse, while another one would like to be an interior decorator.  However, the gender lines have blurred since the previous research was conducted and job aspirations are not so gender biased anymore.  All the children we surveyed were to young to be employed legally, but parents all thought it would appropriate for their children to work after 16 or when they have completed school.

• Children’s influential buying power upon their parents


There was strong evidence in our data that children influenced what there parents bought, in particular food and electronics. This is not surprising, because as was mentioned in our literature review, children, from a young age, are placed in the shopping cart during grocery shopping and have the perfect position to control what’s being added to the cart. These experiences help in economic socialization.

• Parent/School Financial Education


It was pleasing to see that all parents had established some sort of post secondary education fund, and many had also purchased mutual funds for their children. There has been a trend in today’s society for parents to provide the means for their children to attend college or university and help them get started when they enter the real world. Banks are making it easier for parents to establish these longer team financial plans and it is very encouraging to see that parents are following the lead.


Over all, our research process was successful in providing the necessary information we needed to establish a broad view of if  children’s perception of money is a cause for concern regarding future financial troubles.

•LIMITATIONS


There were several limitations that presented themselves during our research. Firstly our sample size was too small to be able to provide accurate results. For example all the candidates lived on the North Shore, which is a more middle class demographic location, then other parts of the lower mainland. This would skew our results because of increased monetary funds available to the families’ disposal. Also we needed a greater pool of candidates to get a greater variety of family structures and values. Secondly, although most of our questionnaires were administered by either myself or my partner, there were two instances where parents may have influenced the results, so much so that they wrote down the answer on behalf of the child. The times when we were unable to be present when the child was answering the questions, we found that that some of our word choice was to complex and the child was unable to answer the question. Lastly, it is possible that the some of the answers like ‘Do you want something just because your friends have it?’ may not have been answered accurately because the child may have been embarrassed to admit the truth or there may have been other pressures to respond with the desired answer.

•CONCLUSION


From our results it would appear that children's perception of money is slightly affected by friends and greatly affected by parents media, and most importantly by their age, which determines their cognitive abilities. Children’s future economic stability looks promising as long as parents continue to play an active role in their children's lives, such as establishing mutual funds, and providing key knowledge to allow resistance from outside entities such as peers and the mass marketing machines. Some of the statistics we provided in our literature review paint a bleaker picture then what we saw in our research so you must keep in mind these numbers originated from a greater variety of children, across the globe, unlike our research that focused on only a handful of kids within a specific region. As has been said, “we are the future of the future” (Sussman, 1985). To avoid a true piggy bank crises we must remain realistic in our demands, and not push the financial envelope, in order to establish an economically viable lifestyle for our children.
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