
Proceeding International Seminar on Islamic Studies Vol. 6, No. 1 (2025) 

Malaysia, February 1, 2025 E-ISSN: 2722-7618 ││ P-ISSN: 2722-7626 

  

 

 
236 

 

 

FINANCIAL LITERACY UNDERSTANDING FROM AN 

EARLY AGE: BUILDING A FOUNDATION OF FINANCIAL 

SKILLS FOR THE FUTURE 

 
Ijah Mulyani Sihotang1* 

*1Universitas Muhammadiyah Sumatera Utara, Indonesia 
*1email: ijahmulyani@umsu.ac.id 

  

Abstract: Financial literacy is a fundamental skill that is crucial for a healthy and sustainable 

economic life. However, an understanding of financial management is often not formally 

taught at the early stages of education. Therefore, early financial literacy understanding 

becomes key to building a solid foundation of financial skills for the younger generation. 

This article aims to explore the importance of financial literacy from an early age and how 

its implementation can prepare individuals to face future financial challenges. The main 

issue addressed in this article is the lack of understanding and teaching of financial literacy 

from an early age within the formal education system. The approach taken in this article 

involves reviewing literature and research conducted by previous scholars. Through an 

integrated and comprehensive educational approach, financial literacy can enhance 

students' awareness and ability to manage personal finances, understand basic economic 

concepts, and make sound financial decisions. In conclusion, early financial literacy 

education not only provides short-term benefits, but also contributes to the long-term 

economic well-being of individuals and society. 

Keywords: Financial literacy, early education, financial skills, personal financial 

management. 

 

Introduction  

Amidst rapid economic changes and the complexity of the global financial system, 

financial literacy has become a crucial skill for every individual. Financial literacy is not just 

about knowledge of money management but also encompasses the ability to plan, manage, and 

wisely utilize financial resources. Without a good understanding of finance, one can easily fall 

into financial difficulties, such as accumulating debt, uncontrolled spending, and poor 

retirement planning. According to the National Financial Literacy and Inclusion Survey, which 

measures the knowledge, skills, and beliefs that influence attitudes and behaviors to improve 

decision-making and financial management to achieve well-being, the financial literacy rate is 

still very low, standing at 38.03% (OJK, 2019). Gunawan (2019), a lecturer at the Faculty of 

Economics and Business UMSU, shows that the level of financial literacy is low. This reflects 

that even though the respondents are lecturers in the Faculty of Economics and Business 

UMSU, who possess adequate knowledge of financial management and a good understanding 

of economics, they are still categorized as not being able to manage their finances effectively. 

Therefore, early financial literacy education is an important foundation to equip the younger 

generation with the skills they need to manage their financial lives in the future. 

Financial literacy education provided from an early age has a significant impact on the 

development of healthy financial habits. At a young age, individuals begin to form mindsets 



Proceeding International Seminar on Islamic Studies Vol. 6, No. 1 (2025) 

Malaysia, February 1, 2025 E-ISSN: 2722-7618 ││ P-ISSN: 2722-7626 

  

 

 
237 

 

 

and attitudes toward money, saving, and spending. If children are taught the importance of 

saving, budgeting, and understanding the value of money from an early age, they will be more 

likely to avoid common financial mistakes later in life (Nur & Bakir, 2021) (Yushita, 2017). 

Financial literacy is closely related to an individual's well-being. Knowledge of finance and the 

skills to manage personal finances are essential in daily life. If these habits are continued into 

adulthood, they can prevent financial crises and help individuals make more prudent financial 

decisions in the future. 

A person with good financial literacy is more likely to make sound financial decisions. 

They are more capable of evaluating various financial products, such as insurance, investments, 

and loans, and recognizing the risks involved. Furthermore, financial literacy helps individuals 

with long- term planning, such as retirement planning or education savings. In the long run, 

they are better prepared to face financial challenges, including economic crises, inflation, or 

major life changes such as marriage or childbirth. Thus, the development of financial literacy 

starting from a young age can help individuals achieve financial stability and well-being 

throughout their lives. 

The role of parents and schools is crucial in the development of children's financial 

literacy. Parents are the first examples children see in financial management, and they can serve 

as primary educators in teaching basic financial skills. Teaching children to save, distinguish 

between wants and needs, and giving them responsibility for their pocket money are simple but 

effective steps. On the other hand, schools also play an important role in integrating financial 

literacy material into their curricula. By providing more formal knowledge of financial 

concepts, schools can broaden students' understanding of finance and equip them with practical 

skills that can be used in daily life. Yulial (2020) in his research states that the results of the test 

show that financial literacy activities can enhance the intelligence of elementary school 

students.  

 

Literature Review  

Definition and Scope of Financial Literacy 

Financial literacy is a broad concept that encompasses an individual's ability to 

understand and manage various financial aspects in their daily life. According to Lusardi and 

Mitchell (2014), financial literacy can be defined as the ability to understand basic economic 

and financial concepts, as well as the ability to make informed decisions regarding personal 

financial management. This literacy is not limited to an understanding of financial products but 

also includes the capacity to plan long-term finances, manage debt, and avoid risky decisions 

that could jeopardize one's financial stability. 

Financial literacy can simply be understood as the ability to comprehend financial 

concepts and use that knowledge to make wise financial decisions. Miller (2020) states that 

financial literacy is an individual's ability to recognize and understand the financial information 

needed to make sound financial decisions. This includes the ability to manage money, 

understand financial risks, and adapt to changes in the market and financial products. 

Individuals with high financial literacy tend to have better skills in managing personal 

finances, minimizing financial risks, and seizing profitable investment opportunities. Xiao 

(2016) argues that financial literacy is the knowledge, skills, and beliefs necessary to make 

smart and responsible financial decisions. This not only includes understanding the theory but 

also the ability to apply that knowledge in daily life and manage financial risks. Financial skills 
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related to financial literacy include analytical abilities, evaluation, and decision-making. 

Financially literate individuals can process complex financial information, compare various 

financial product options, and make decisions that align with long-term financial goals. 

Therefore, financial literacy is not just knowledge, but also an essential life skill for achieving 

financial well-being. 

 

Early Financial Literacy 

Early financial literacy is crucial because it provides children with a strong foundation 

for managing their finances in the future. With an understanding of basic concepts such as 

saving, budgeting, and distinguishing between needs and wants, children can develop healthy 

financial habits from an early age. A good financial education helps them make wise financial 

decisions, avoid debt traps, and plan for the future more effectively. (Samhudi & Pardani, 2023) 

in their research found that there is a significant impact of financial literacy on consumer 

behavior. Early financial literacy protects them from potential financial mistakes that could 

have negative consequences later in life, while also equipping them with skills to face 

increasingly complex economic challenges. According to OJK, here are some reasons why 

early financial literacy is important: 

1. Shaping Good Financial Behavior Early On 

Instilling good financial management habits from an early age by introducing basic concepts 

like saving, budgeting, and investing will help individuals make wise financial decisions in 

the future. (Lusardi, 2019) A child who is trained to understand financial concepts early is 

likely to be more prudent in managing their finances, avoiding debt, and planning for the 

future more thoroughly. Therefore, financial literacy education at a young age not only 

strengthens the foundation of financial skills but also has a positive impact on future 

financial stability. 

2. Development of Human Resources Quality 

Financial literacy contributes to more inclusive economic development because financially 

literate individuals can participate more effectively in the economic system. (Dhara 

Kartika1, n.d, 2022) Financial literacy has a positive impact on the financial performance of 

SMEs. This is due to the fact that financial literacy includes knowledge of managing finances 

effectively. The higher the level of financial literacy, the better the ability of SMEs to 

optimize their financial performance. Therefore, integrating financial literacy into human 

resource development processes is crucial to equip future generations with the skills needed 

to face increasingly complex economic challenges. 

3. Basic Concepts of Financial Literacy That Should Be Taught from an Early Age 

It is important to teach basic financial literacy concepts to children and teenagers gradually, 

starting with simple ideas and progressing to more complex ones. According to Nababan 

(2023), several basic concepts that should be introduced include: 1) Basic Knowledge 

Related to Personal Finance, 2) Savings and Borrowing, 3) Insurance, 4) Investment. 

4. Basic Knowledge Related to Personal Finance 

Teaching children how to manage a budget is a crucial first step. They need to learn how to 

divide their allowance or income into various spending categories, such as daily needs, 

savings, and entertainment. By practicing simple budgeting, children can learn to prioritize 

their spending and avoid unnecessary expenditures. 

5. Savings and Borrowing 
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Teaching children about savings and borrowing from an early age is an important step in 

building healthy financial habits. Saving teaches children to set aside some of their money 

for future needs, giving them an understanding of the importance of financial planning and 

prioritizing long-term needs. (Rudi Setiawan, 2020) The higher the financial literacy gained 

by students, the more likely they are to be interested in saving. Introducing the concept of 

borrowing can help children understand how debt works, as well as the risks and obligations 

involved, even in simple forms such as borrowing money from parents to buy something and 

repaying it later. By introducing both of these concepts, children not only learn about money 

management but also about discipline and responsibility in making wise financial decisions. 

6. Insurance 

Introducing the concept of insurance to children from an early age can help them understand 

the importance of financial protection in life. Children can be taught how insurance works 

to protect families from unexpected risks, such as accidents or illnesses. For example, 

parents can explain how health insurance helps cover medical costs, or how life insurance 

protects the family if something happens to the primary breadwinner. (Lin et al., 2017) 

People with high financial literacy are more likely to purchase life insurance. By 

understanding the basic concept of insurance, children will learn the importance of financial 

planning that involves protection against various risks, preparing them to be individuals who 

are better equipped to face financial challenges in the future. 

7. Investment 

Teaching children about investment from an early age can provide valuable insights into 

how money can grow over time. Children can be introduced to basic investment concepts in 

simple ways, such as saving in a bank account with interest or even through educational 

games that teach them how to manage and invest money to achieve specific goals. Citra 

(2019) states that financial literacy has a significant impact on investment decisions in the 

people of Bandung City. Teaching children about investment is not only about saving but 

also about teaching them how to let their money work to generate profits in the future. 

 

How to Foster Financial Literacy from an Early Age 

According to Sohilauw et al. (2023) in the Financial Services Authority (Otoritas Jasa 

Keuangan, 2020), several steps can be taken to foster financial literacy from an early age, as 

follows: 

1. Knowledge of Money Concepts and Skills to Recognize Types of Money 

Children should be given an understanding of money. This is important so that children can 

comprehend that money is not something to be played with, but rather a tool used for 

transactions. 

2. Knowledge of the Use of Money in Daily Life and Skills to Distinguish Needs and Wants 

After children understand the basic concept of money, it is important to teach them about 

the function and uses of money in daily life, such as for buying and selling activities. 

Additionally, children need to be taught the difference between needs and wants, so they can 

make wiser decisions when prioritizing money usage. 

3. Knowledge and Skills to Save Money for Future Use 

4. Children should be introduced to the concept of saving money and its benefits, by providing 

them with piggy banks that have shapes and designs they enjoy, and teaching them to save 

regularly. This habit is expected to be formed from an early age, so that when the children 
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grow older, they will be accustomed to managing finances and have the ability to save 

effectively. 

5. Awareness of Sharing with Others or Friends in Need 

Children should also be introduced to another function of money, which is as a means to 

help others who are in need. It is important to instill values of caring for others, so that 

children develop empathy and prevent them from becoming greedy and selfish, especially 

concerning money, in the future. 

 

Method  

The approach used in this article is a documentation study, conducting a literature review 

from journal articles of previous research as the data source (Azwar Juliandi, 2014). 

 

Result and Discussion 

The Importance of Financial Literacy from an Early Age 

Financial literacy education is very important for children, not only for their future but 

also for navigating the increasingly complex life they face today. Based on reviews of several 

previous studies, understanding financial literacy is crucial for children. Financial literacy skills 

serve as an important foundation for children, providing them with the skills necessary to 

manage finances (Oktaviani et al., 2022; Rapih, 2016). Some research in developing countries 

has found negative impacts of low financial literacy on families or households. Individuals who 

do not understand financial literacy tend to have large debts and save less, as they are unable to 

make sound financial decisions (Lusardi and Tufano, 2015) in (Anang Rohmawan, 2024). Low 

financial literacy can worsen family financial stability, hinder future planning, and increase 

vulnerability to economic pressures. 

 

Financial Literacy: Building the Foundation for Financial Skills 

Financial literacy is closely related to financial management, where the higher a person’s 

level of financial literacy, the better their ability to manage finances (Arsanti, 2018). Financial 

literacy is strongly connected to financial management, meaning that the higher a person’s 

financial literacy, the better their financial management will be. Personal financial management 

is one application of financial management concepts at the individual level. Low financial 

literacy in children can have negative impacts on their ability to manage finances in the future. 

Children who are not taught the basics of financial literacy from an early age are likely to 

struggle in making wise financial decisions when they grow up. Without sufficient 

understanding of money management, saving, and investing, they may fall into bad habits such 

as overspending, lack of savings, or easily falling into debt. Moreover, the inability to plan 

finances properly can hinder a child’s ability to achieve life goals, such as buying a home, 

continuing education, or planning for retirement. This impact can also carry over to the next 

generation, creating a cycle of financial instability within families. Therefore, teaching financial 

literacy to children from an early age is essential to prepare them for future economic challenges 

and to develop healthy financial habits throughout their lives. (Samhudi & Pardani, 2023) found 

a significant influence between the financial literacy variable and the consumer behavior 

variable. Consumer behavior reflects an individual’s tendency to spend money excessively, 

often on things that are temporary or not urgent. Individuals with low financial literacy tend to 
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be more vulnerable to consumer behavior, as they do not have enough understanding to 

distinguish between needs and wants. 

Research conducted by Riana (2023) shows that financial literacy significantly affects 

financial management. This finding aligns with research by Utami & Marpaung (2022), 

Gunawan et al. (2020), Putri & Lestari (2019), and Riana (2023), which also shows that 

financial literacy impacts financial management. Individuals with low financial literacy may 

struggle to plan budgets, save, or invest for the future, making them more prone to impulsive 

purchases that do not align with their financial capabilities. In contrast, individuals with high 

financial literacy tend to be more disciplined in managing finances, have well-thought-out 

financial plans, and are more cautious with their spending. They focus more on long-term goals, 

such as saving for education, buying a home, or retirement, rather than being tempted to buy 

unnecessary items. 

 

Conclusion 

Financial literacy education from an early age is an important long-term investment to 

prepare children to manage their personal finances wisely and effectively. By introducing basic 

concepts of budgeting, saving, investing, debt, and financial protection, children are equipped 

to face future economic challenges. Teaching financial literacy to children not only helps them 

manage their money better but also builds a stronger foundation for financial independence and 

smarter decision-making throughout their lives. 

 

Bibliography 

Anang Rohmawan, A. A. A. F. W. G. P. N. P. A. (2024). PENDIDIKAN LITERASI 

FINANSIAL 

Panduan Implementasi untuk Satuan Pendidikan dan Pemangku Kepentingan. Badan Standar, 

Kurikulum, dan Asesmen Pendidikan (BSKAP) Kementerian Pendidikan, Kebudayaan, 

Riset, dan Teknologi. 

Arsanti, C. . & R. S. (2018). ANALISIS PENGARUH LITERASI KEUANGAN TERHADAP 

PERILAKU KEUANGAN MAHASISWA (STUDI KASUS MAHASISWA 

PERBANAS INTSITUTE FAKULTAS EKONOMI DAN BISNIS). Jurnal Perbanas, 3, 

110. 

Azwar Juliandi, I. & S. M. (2014). PENELITIAN BISNIS KONSEP DAN APLIKASI (F. 

Zulkarnain (ed.); 1st ed.). UMSU PRESS. 

Dhara Kartika1, L. S. M. (n.d.). PENGARUH LITERASI KEUANGAN, KOMPETENSI 

SUMBER DAYA MANUSIA DAN MINAT MENGGUNAKAN E-COMMERCE 

TERHADAP KINERJA KEUANGAN UMKM PADA MASA PANDEMI COVID-19 

DI KECAMATAN BULELENG. 

Gunawan, A., Pulungan, D. R., & Koto, M. (2019). Tingkat Literasi Keuangan Dosen Fakultas 

Ekonomi dan Bisnis Universitas Muhammadiyah Sumatera Utara. Prosiding Seminar 

Bisnis Magister Manajemen (SAMBIS) 2019. 

Gunawan, A., Pirari, W. S., & Sari, M. (2020). Pengaruh literasi keuangan dan gaya hidup 

terhadap pengelolaan keuangan mahasiswa prodi manajemen Universitas 

Muhammadiyah Sumatera Utara. Jurnal Humaniora: Jurnal Ilmu Sosial, Ekonomi Dan 

Hukum, 4(2), 23-35. 



Proceeding International Seminar on Islamic Studies Vol. 6, No. 1 (2025) 

Malaysia, February 1, 2025 E-ISSN: 2722-7618 ││ P-ISSN: 2722-7626 

  

 

 
242 

 

 

Hikmah, Y. (2020). Literasi keuangan pada siswa sekolah dasar di kota Depok, provinsi Jawa 

Barat, Indonesia. Jurnal Pengabdian Kepada Masyarakat, 26(2), 103. 

Lin, C., Hsiao, Y.-J., & Yeh, C.-Y. (2017). Financial literacy, financial advisors, and 

information sources on demand for life insurance. Pacific-Basin Finance Journal, 43, 

218–237. https://doi.org/10.1016/j.pacfin.2017.04.002 

Lusardi, A. (2019). Financial literacy and the need for financial education: evidence and 

implications. Swiss Journal of Economics and Statistics, 155(1), 1. 

https://doi.org/10.1186/s41937-019-0027-5 

Lusardi, A., & Mitchell, O. S. (2014). The Economic Importance of Financial Literacy: Theory 

and Evidence. National Bureau of Economic Research. 

Miller, M., Reinartz, W., & Harnack, J. (2020). Understanding financial literacy: Insights from 

economics and behavioral finance. Journal of Behavioral and Experimental Finance, 27, 

100345. DOI:10.1016/j.jbef.2020.100345](https://doi.org/10.1016/j.jbef.2020.100345 

Nur, S. K., & Bakir, A. H. (2021). Inovasi Pengenalan Literasi Keuangan Sejak Dini Melalui 

Media Pembelajaran Diorama. Jurnal Pengabdian Masyarakat Manage, 2(2), 72–77. 

https://doi.org/10.32528/jpmm.v2i2.5430 

Oktaviani, R. F., Meidiyustiani, R., Qodariah, Q., & Iswati, H. (2022). Edukasi Menumbuhkan 

Literasi Finansial Pada Anak Usia Dini di Masa Pandemi Covid-19. ABDI MOESTOPO: 

Jurnal Pengabdian Pada Masyarakat, 5(2), 133–140. 

https://doi.org/10.32509/abdimoestopo.v5i2.1654 

Rapih, S. (2016). PENDIDIKAN LITERASI KEUANGAN PADA ANAK: Mengapa dan 

Bagaimana? Scholaria : Jurnal Pendidikan Dan Kebudayaan, 6(2), 14. 

https://doi.org/10.24246/j.scholaria.2016.v6.i2.p14-28 

Riana, D., & Astarina, Y. (2023). PENGELOLAAN KEUANGAN: LITERASI KEUANGAN 

DAN GAYA HIDUP (STUDI: MAHASISWA ADMINISTRASI BISNIS POLITEKNIK 

NEGERI SRIWIJAYA). Jurnal Riset Akuntansi Tridinanti (Jurnal Ratri), 4(2), 189-197. 

Rudi  Setiawan.  (2020).  PENGARUH  LITERASI  KEUANGAN  TERHADAP  MINAT 

MENABUNG (Studi Pada Mahasiswa STIA YPPT PRIATIM Tasikmalaya Tahun 

Akademik 2017/2018). JAK Publik, 1, 79–85. 

Samhudi, A. ., & Pardani, S. R. R. (2023). Pengaruh Literasi Keuangan Dan Gaya Hidup 

Terhadap Perilaku Konsumtif Pegawai (Studi Kasus Pada Spbu 61.707.01 61.707.01 

Banjarbaru). AL-ULUM : Jurnal Ilmu Sosial Dan Humaniora, 9(2), 101–113. 

https://doi.org/10.31602/alsh.v9i2.12709 

Sibuea, C. A., Simorangkir, H. H., Nababan, C., Nadapdap, T. I., Siallagan, H., & Sipayung, R. 

(2023). Pengaruh Literasi Keuangan dan Kemudahan Penggunaan Terhadap Keputusan 

Penggunaan Uang Digital. Jurnal Maneksi (Management Ekonomi Dan Akuntansi), 

12(3), 696-701. 

Sohilauw, M. I., Tinggi, S., Ekonomi, I., Bongaya, M., Santi, V., Universitas, P., & Yani, J. A. 

(2023). LITERASI KEUANGAN. https://www.researchgate.net/publication/371724162 

Utami, L. P., & Marpaung, N. N. (2022). Pengaruh literasi keuangan dan gaya hidup terhadap 

pengelolaan keuangan karyawan (Studi di PT. Mulia Boga Raya Tbk). Jurnal Parameter, 

7(1), 96-108. 

Xiao, J. J., & O'Neill, B. (2016). Financial literacy and financial behavior: The role of financial 

education. International Journal of Consumer Studies, 40(3), 320-328. DOI: 

[10.1111/ijcs.12230](https://doi.org/10.1111/ijcs.12230) 



Proceeding International Seminar on Islamic Studies Vol. 6, No. 1 (2025) 

Malaysia, February 1, 2025 E-ISSN: 2722-7618 ││ P-ISSN: 2722-7626 

  

 

 
243 

 

 

Yushita, A. N. (2017). PENTINGNYA LITERASI KEUANGAN BAGI PENGELOLAAN 

KEUANGAN PRIBADI. Nominal, Barometer Riset Akuntansi Dan Manajemen, 6(1), 11– 

26. https://doi.org/10.21831/nominal.v6i1.14330 

 

 

 

 

 

 

 

 

 


