Beyond the Lemonade Stand: Cultivating Financially Savvy Kids

| recently had an experience that may be relatable to a lot of people who have thought about their
own money, theirkids' money, or their clients' money. For the lasttwo July 4th weekends, my
father-in-law has helped our children setup a lemonade stand in town.

This year, my kids earned about $250. They might be too young to discuss revenue versus profit,
and we stillhaven't paid my in-laws back for the raw materials, so let's just pretend this is all profit.
Intrying to figure out what to do with the money earned, we've adapted the spend/save/give
approach, where the kids getto pick a charityto whichthey can donate some of the money they've
earned, save another portion of the money for their future selves, and spend a smalleramount of
the lemonade/cookie cash on something that they want. A current contender, atleastfor my son, is
a smallLego® set.

| was trying to explain the idea that when it comes to spending and saving, there are trade-offs
afoot. But nothing was really working the way | was hoping. My kids are 5 and 8, in case that's
relevant. This overall experience got me thinking: Is there a research-backed way to encourage kids
to save more? And maybe justas important: |s there anything we can learn from nascent
developmental psychology research thatcan be appliedto adults as well?

Insights from Developmental Psychology: Encouraging Young Savers

As it turns out, there are two new forthcoming papers that hit on justthese questions.

One of them, by Ege Kamber and her colleagues, had over 250 3-, 4-, and 5-year-olds play a Saving
Board Game, where the kids were able to earntokens that they could use right awayto get a
smaller prize or save up to get a larger one afterthe game was over.’

Theresearchers tried a host of strategies that have proved successful with adults. For instance,
they had the kids keep a budget, track their use of tokens, and take the perspective of a “grownup”
who was playing the game. But compared to a control condition, none of these strategies seemed
to have an impact.

T Ege Kamber, Madi K. Maguire, and Edyta K. Tehrani, et al., “The impact of strategies on young children’s saving for the future,” Journal of
Experimental Child Psychology 246 (October 2024):105995.
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Twothings did matter, though. First, the older the kids, the more they
saved (5-year-olds, not surprisingly, were better at delaying gratification
than 3-year-olds). Second, regardless of age, parents whoreported that
their kids had highertendencies to save at home (for example, putting
money into their piggy banks) had kids who seemedto save more on the
Saving Board Game.

One thing to note about this particular project: Kids were learningto save
withtokens. That is, a little board game token was representative of atoy
that a child could receive later. To some extent, the same is true for the
dollars and cents that sit in our bank accounts: They are representative of
the necessitiesand luxuries that we can buy now or later. But this level of
abstraction might be a bit too much for kids (and adults, too!), lessening
the effectiveness of the strategies that the researchers used.

Contrast that work with the second forthcoming paper, in which spending
and saving were less abstract. In this one, Jinyi Zhang, Kathleen Vohs,
and Stephanie Carlson had 4-year-olds play a version of what's known as
the “marble game."?

| love this task that was developed by Christina Atance and Jennifer
Metcalf years ago: Kids are given a few marbles and taken into one room
with a little marble game in it. There's a chute in whichthe kids put the
marbles, and down the marble travels into a locked black box. Then, the
kids are taken into another room with a much bigger marble game that
has lots of chutes.

2 Jinji Zhang, Kathleen D. Vohs, and Stephanie M. Carlson, “Imagining the Future Improves Saving in Preschoolers,” Journal of Experimental Child

Psychology 246 (October 2024): 105966.

It's kind of the kid version of “You can spend your money on something
that you wantright now, OR you can wait and save it for something bigger
(and better?) later.” With each marble, kids can decide if they want to play
the smaller game right now or waitand save it for the bigger, cooler game
later.

To try to change saving behavior, here's what Zhang and her colleagues
tried out:

Positive simulation: Some kids were asked to think about how happy
they'd feelinthe future if they saved the marbles for the bigger game.
They were even shown four little images of smiley faces thatranged
from mildly happy to very happy. Once they picked one of the images,
the researchers placedthat face on a board infront of the kids as a
reminder of whenthey made their “saving” decision.

Negative simulation: Same thing, except kids were askedto think
about how sadthey'd feelif they *didn't* save their marbles. Here,
kids picked a negative, frowny face torepresent how they'd feel, and
those pictures were placed on a board in front of them when they
made their saving decision.

There were alsotwo “control” groups where kids were asked to think
about either a positive routine (their parents reading them a fun bedtime
story aftertheir nightly routines) or a negative routine (their parents
saying no to another bedtime story aftertheir nightly routines). Kids in
these groups also got to pick a smiley or frowny face, whichwas placed
in front of them as they made theirdecisions.
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The Power of Positive Future Simulationin Children’s
Savings

So, what worked? The kids who simulated their feelings in the future
ended up saving more marbles than the ones who didn't think about their
future feelings. In fact, they were about 3.5 times more likely to save
(about 60% of kids in the simulation groups saved at least one marble
compared to about 20% in the routine groups).

But you know how we oftentell our kids to think about how bad they
might feelin the future if they break something or hurt someone else's
feelings? Well, it turns out that simulating negative feelings was a *lot*
less effective than simulating positive feelings! The kids who thought
about how happy they'd be in the future if they saved their marbles were
about twice as likely to save thanthe kids who thought about how sad
they'd feel if they didn't save.

Shifting the Savings Conversation: From Negative
Consequences to Positive Outcomes

There’s ahost of other work that has explored saving strategies for
children, but in justtaking these two papers, a few lessons and questions
arise:

= Saving can be abstract. Perhaps moving away from a mindset of
“smalleramounts of money now versus largeramounts of money
later” could be a good idea. Instead, one could focus on concrete
material and experiential goods now and later.

= At leastforyoung kids, spotlighting the negative impacts of not saving
didn’t move the needle as much as spotlighting the positive feelings
that arise from going through the act of saving.

To whatextent, | wonder, when we try to motivate ourselves, ourkids, or
our clients to save, do we speak of the negatives of inaction versus the
positives of action? Could shifting the balance of that conversation a little
more to the positive side make a difference?

It's something I'm actively trying at home right now, but only time will tell
if there’s a bigger Lego® setin the distant future or a smallerone right
now.
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