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Investing for The Next Generation


	
THE BIG IDEA  •  Start early, match the account to the goal, and use investing as an opportunity to teach lifelong financial habits.
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One of the most valuable financial gifts a parent or guardian can give a child is the opportunity to learn about money and investing at an early age.

Even relatively small amounts invested over many years can potentially grow substantially because of the power of compounding—earning returns on both the original investment and previous earnings.

Parents and guardians have several ways to save and invest for a child. The right choice depends on the purpose of the money, the child's age, whether the child has earned income, the investment time horizon, and how much control the parent wants the child to have.

This guide provides an overview of several common options and explains how families can begin building a foundation for their children's financial future.

1. Custodial Brokerage Accounts

A UGMA or UTMA custodial account allows an adult to invest money on behalf of a minor.

The account is established for the benefit of the child, while the parent or another adult acts as the custodian. Depending on the account and state rules, the custodian generally manages the investments until the child reaches the applicable age of termination.

What can be invested in?


• Stocks

• Exchange-traded funds (ETFs)

• Mutual funds

• Bonds

• Other permitted securities


Advantages

Long-term growth potential: Money can remain invested for many years.

Investment flexibility: The account can generally be used for a broad range of investments rather than being restricted to education expenses.

Family participation: Parents, grandparents, and others can potentially contribute.

	
Important consideration: The money ultimately belongs to the child. Once the child reaches the applicable termination age under the account and state rules, the child generally gains control of the assets.




2. Custodial Roth IRA

A custodial Roth IRA can be one of the most powerful investment vehicles available to a child—but there is an important requirement:

	
The child generally must have earned income.




A child who earns legitimate taxable compensation from employment or qualifying self-employment may be eligible for a custodial Roth IRA, subject to applicable annual contribution limits and other IRS rules.

For example, a teenager who earns money from a legitimate job may be able to contribute some of those earnings to a Roth IRA.

Why is it attractive?

Qualified Roth IRA withdrawals can potentially be tax-free, and investments inside the account can potentially grow for decades.

For example, if $2,000 were invested at age 15 and earned an average 8% annual return, without additional contributions, it could grow to approximately $64,000 by age 58. That is only an illustration—not a guaranteed return—but it demonstrates the potential impact of a long investment horizon.

The big limitation

A Roth IRA is designed primarily for retirement. Parents should understand the withdrawal rules and potential tax consequences before using it as a general-purpose investment account.

3. 529 Education Savings Plans

A 529 plan is designed primarily to help families save for qualified education expenses.

Parents and guardians can contribute money that can be invested and potentially grow over time. Withdrawals for qualified expenses can receive favorable federal tax treatment.

Depending on the plan and circumstances, qualified expenses can include certain costs associated with:


• College

• Universities

• Certain vocational programs

• Other eligible education expenses


There are also rules that can allow certain 529 funds to be used for other purposes, including limited Roth IRA rollovers under specific requirements and limits.

Advantages

Education-focused: Particularly useful when the primary goal is helping pay for education.

Tax advantages: Investment growth can potentially be withdrawn federally tax-free when used for qualified expenses.

Family contributions: Parents, grandparents, and other family members can potentially contribute.

	
Important consideration: A 529 plan is more restricted than a general investment account. Families should understand the qualified-expense rules and potential penalties or taxes associated with non-qualified withdrawals.




4. Family Business Employment + Roth 401(k)

Another potentially powerful strategy is for a family that owns a legitimate business to employ a child in the business and, if the business has an appropriate retirement plan, allow the child to participate in a Roth 401(k).

This is different from simply giving a child money to invest.

	
Family business  →  legitimate job  →  earned wages  →  401(k) eligibility  →  Roth 401(k) contributions  →  long-term retirement investing




How it can work

Suppose a parent owns a qualifying family business and the child performs legitimate work for that business. The child could potentially be placed on the company's payroll and paid reasonable compensation for the work actually performed.

If the company's 401(k) plan permits the child to participate, the child may be able to make Roth 401(k) elective contributions from those wages.

For 2026, the basic

Example




The business structure matters



The work should be legitimate
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