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The material in this publication is copyrighted. No part of this
booklet may be copied and/or translated or re-reproduced in
any form without written consent by AMF except in the case of
brief quotations where reference must be quoted.

The views expressed in this publication are those of the author
and do not necessarily reflect the views of the AMF.

All correspondence relating to this publication should be
addressed to:

Economic Department
Arab Monetary Fund
P.O. Box 2818
United Arab Emirates
Telephone No.: +9712-6171552
Fax No: +9712-6326454

Email; economic@amfad.org.ae

Website: http: //www.amf.org.ae

The publication is intended for the benefit of the young
generation seeking to gain a better understanding of
money, credit, investments, and finance through a
simplistic and interesting approach.
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Introduction

Although most schools introduce the concept of finance during
economics and math classes in preparation for universities, further
understanding of basic finance and financial education remains
necessary in today's world.

As a parent responsible for my child, I realised the need to teach him
finance as early as possible. Just like playing sports promotes
perseverance and teamwork, and how music and arts encourage
creativity and self-expression, timely financial education promotes
good financial practices.

In the e-commerce world that we live in nowadays, and with
increasing consumerism, the young generation needs to have a solid
understanding of finance before getting overwhelmed by massive
amounts of credit card debts, resulting from uncontrolled spending.

Luckily, I work in the Arab Monetary Fund, the pioneer Arab regional
institution in economic and financial reform programs aiming to
achieve sustainable growth in the Arab region. The fund launched the
Financial Inclusion for the Arab Region Initiative (FIARI) in 2017,
which underscores the extreme importance of ensuring access to
finance for all in the Arab countries.

Within this context, this booklet aims to develop financial
responsibility and understanding for the young generation between
the ages of 11 to 18, who have limited or no prior knowledge of
finance, which is essential to help them make smart financial
decisions early in their lives.
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1. What Is Finance?
DON'T YOU JUST LOVE SHOPPING?

While shopping in the mall, my ten-year-
old son Youssef sees the new PS4
display at a video game store. He asks

if I would buy him this new handheld
game console. I tell him that I do not
have enough money to purchase it.

He spontaneously replies, "But Mum,
you don't need money. Just use your credit
card".

The young generation below the age of 18 seems to have a limited
understanding of money, credit, investments, and finance. There is
nothing wrong with spending money; many people enjoy shopping;
we can buy goods and services that we genuinely need.

Money also allows you to obtain services. Parents pay a mechanic to
repair the car, a plumber to fix a water leak, and a doctor to check on
you when you get sick. We also need to know that electricity, cable
TV, and the Internet services we use at home are available to us
because of money. Money is an essential part of our everyday lives.

Furthermore, saving money is also very important because it helps us
prepare to buy expensive items and manage our retirement age needs.
When we receive money, we have the choice to either spend it or to
save all or some of it for the future. More importantly, saving money
allows us to better manage unexpected expenses and emergencies that
may occur at any stage in life. The exciting thing about money is that
it grows when used in the right way, which is called investing.
Anyone can invest savings and earn more money. The earlier we start
to invest money, the bigger the savings can grow over time.
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However, you must know that money is not easy
to come by “Money does not grow on trees''.

Most parents work to provide their families’
needs. The same is true for adults who work

to earn money. We need to face some realities
when dealing with money; when learning how
to make money, and understanding how to take
care of our earnings is a responsibility that we should be ready for.

When people don’t adequately manage or protect their money, they
may lose all or some if they put their savings into the wrong
investments. When anyone spends more than what he/she earns, that
person could end up with no money in the future.

It is so stressful to lose that hard-earned money, especially when you
cannot buy the things you need. Therefore, knowledge of finance is
very instrumental.

Finance is the process of managing money. Learning finance will help
us make good choices when it is time for us to decide on how we will
earn and make money. More importantly, understanding how finance
allows us to make smarter decisions when we spend, save, and invest
the money.

Money— something (as coins or bills) generally accepted as a mean of exchange, unit
of account, store of value, and standard of deferred payment.

Services- a helpful act: good turn

Spending- to pay out : spend

Saving - to spend less money.

Goods- something good, useful, or desirable
Investing- to use your money to get a return or a profit
Investments- the outlay of money for income or profit

Finance- the system that includes the circulation of money, the providing of banks and
credit, and the making of investments
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2. Money: How Did It All Start?

Years ago, before developing money, life was simple; when people
ran out of food, they moved from one place to another, there was no
need for money.

As time passed, many people
developed certain skills. Some
became farmers, and they were good
at planting crops and grains, while
some developed fishing and crafting

skills. People were encouraged to
trade with each other for goods they
could not produce or for tasks they could not

perform. For example, a farmer needs a carpenter's help to build a
house, and a carpenter needs a farmer’s help to get food. So, they
exchanged their goods and started to trade, which is called
"Bartering".

Bartering is the exchange of goods and services for other goods
and services without the use of money. So, at that time, there
were no bills or coins used. It is similar to swapping video
games.

Before developing money, a farmer could trade a cow for two
goats, or a person who can build a grain store could offer this
service in exchange for food or tools.

Bartering only works if a person finds another person willing to
trade and accept the goods or services which need to be exchanged.
If the farmer believes that his cow's value is at least equal to twenty
chickens, what will happen if he cannot find a chicken farmer who
has four chickens to trade? What if the chicken farmer only has
two chickens? What will the cow farmer trade his cow for instead?
The cow farmer will most likely not trade his cow if he cannot find
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something at least of the same value. If he cannot find the right
trade to suit his needs, no exchange will occur. Therefore,
bartering is difficult to take place unless a match for traded items
can be found.

By expanding trading, people started to trade more goods against
precious metals such as gold and silver. Gold was accepted as a
form of payment, and its weight determined its value.

Trading developed because gold was
widely accepted as a form of
exchange.

The use of gold for trading has its
drawbacks, but the traders were still

burdened with carrying heavy loads when
the transactions came with a bigger value.

Imagine how much gold is needed to be
carried if a trader wanted to buy a farm or a big boat?

Traders found an easier way to leave their gold with another
person like a banker for safekeeping, issuing notes written on
paper to state how much gold is left with them.

The person who holds the note has the option to go to the bank
and exchange the note for gold, or he will keep it for other
transactions.

Traders accepted notes as payments for their goods and services.
As a result, notes or paper bills became the regular exchange
instruments, creating what is now called money.
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Money has no actual value itself; it can be a shell, a metal coin,
or paper. Its value is symbolic; it conveys the importance that
people place on it. Money derives its value from its functions: a
medium of exchange, a unit of measurement, and a storehouse
for wealth.

Money helps communicate the price of goods (prices written in
dirhams corresponds to a numerical amount in your pocket). It also
provides individuals with a way to store their wealth in the long
term.

Today, money is no longer backed by gold, and the paper itself
used to print money has very little value or worth, so why does my
money remain valuable?

To keep money valuable, the government must safeguard or
guarantee its value.

A guarantee is a promise that a particular condition will be

fulfilled. This system of the government guarantee helps maintain
the stability and value of our money.

Bartering - to exchange things (such as products or services) for other things instead of
for money.

Mean of exchange- anything that can be used to facilitate the sale, purchase, or trade
Note - a short piece of writing that is used to help someone remember something
Stability- the quality or state of something that is not easily changed or likely to change.

Transaction- a business deal: an occurrence in which goods, services, or money are
passed from one person to another

Government - the group of people who control and make decisions for a country, state

Guarantee - a promise that something is true or real.
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3. How Can We Earn Money?

People need income to obtain money. Forms of income can be
received as a salary or profit from having a business. We have
some different sources of income.

A. Salary

We need work to earn money. Most adults make money by having
jobs.

When working for a company, this is called an employee.
The company that provides the job is called the employer.
The employer may be a person, a company, or the government.

The employee then receives a salary as payment for the work that
was done for the employer.

When choosing a job, you need to remember that; you should
enjoy the kind of work you do, not only the amount of money you
earn.

B. Profit

People who own a store, a business, or a restaurant earn money by
working on their own instead of working for an employer. These
people are known as self-employed or business owners. They earn
money by having a profit from the business they own.

The profit can be figured out by
adding up all revenue and subtracting
all expenses.

Profit = Revenue — Expenses

The revenue is the money earned
from providing services or selling
merchandise.
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Expenses are the money spent to run the business.

When the total revenue is higher than the total expenses, the
business makes a profit.

Profit occurs when owners are making money, and then the
business has that potential to expand.

When more money goes out than the money that comes into the
business, a loss occurs, this means that the expenses are greater
than the revenue. In this situation, business owners may be forced
to shut down.

Income-money received for work
Salary- an amount of money that an employee is paid each month

Business- the activity of making, buying, or selling goods or providing services in
exchange for money

Profit- money that is made in a business, through investing, etc., after all the costs and
expenses are paid

Revenue- money that is made by or paid to a business or an organization

Expense- an amount of money that must be spent especially regularly to pay for
something

Loss- failure to keep or to continue to have something
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4. The Power of Money

A. Making Your Money Work for You

Money can grow over time when
deposited in a bank because of the ,)
interest that can be earned.

& ¢
Interest is the money paid by the
bank in return for allowing them to % @

use your money for their business. 0

e
You need to know three things to

figure out the amount of interest the
banks offer:

The Principle (the original amount of money deposited in the bank)

The annual (yearly) interest rate (the amount paid to you for the use
of your money and is shown as a percent).

The term (the period of time that money is left in the bank).

All three numbers are multiplied together to get the amount of interest
earned.

Interest = Principal X Interest Rate X Term

Let's say Hamdan deposited AED 1,000 of his savings to XYZ Bank.
This bank is paying 3% interest per year.

How much interest will he receive in 1 year?

Interest = AED 1,000 X 3% X 1 year

Interest = AED 30




Basics of Finance

Hamdan's AED 1,000 will earn AED 30 in one year which looks like
a small amount, but how much money will Hamdan earn in the year
if he keeps his AED 1,000 savings under his bed? Zero!

As Hamdan increases the amount of money he deposits in the bank,
he will earn more money.

B. Money Also Works for Others

“The Banks Have Endless Money?” a repeated question asked by
most of the young generation.

If Laila borrowed AED 1,000 to buy a new oven for her bakeshop.
XYZ Bank used the money Hamdan deposited earlier and lent it to
Laila.

Here, Laila became a borrower, while XYZ Bank became a lender.

If XYZ Bank charged seven percent interest to Laila, how much will
she pay if she used the borrowed money for one year?

Using the same formula mentioned earlier, you figure out the interest
like this:

Interest = AED 1,000 X 7% X 1 year

Interest = AED 70

At the end of the year, Laila will pay AED 70 to XYZ Bank.
This AED 70 is revenue for the bank.

To get the profit the bank makes, we use the formula on how profit is
made:

Profit = Revenues — Expenses

Profit = AED 70 interest from Laila — AED 30 interest paid to
Hamdan Profit = AED 40
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This is a simple illustration of the repeated question; the bank lends
the money you deposited at a higher interest rate and pays you lower
interest for the money deposited.

Interest-the payment for the use of money

Deposit-putting money in a bank

Principal—the original amount of money invested

Interest rate-the percentage rate paid for the use of money

Term-a period of time for an investment or a loan

Depositor-a person or an organization that puts money in the bank

Borrower-a person or an organization that uses someone else's money for a period
of time

Lender-a person or an organization that lends money in order to make a profit.
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5. Credit

Have you seen your mom buys groceries without using money? She
swipes a plastic card in front of the cashier, then leaves with the
grocery items. She bought the groceries with a plastic card; this card
is called a Credit Card.

Credit is an agreement between a borrower
and a lender.

Credit allows the borrower to buy
something which will be fully paid for at
a specific time in the future.

When a borrower uses credit, usually the
total amount of payment is more than the
original value that he/she paid because the lender charges interest for
using the borrowed money.

The good thing about credit is when people do not have enough cash,
they can still get the things they need and pay for this when money
becomes available. It also prevents people from carrying a huge
amount of cash with them, especially when traveling; you can easily
use the credit card.

The credit is not only the credit cards, credit can be; auto loans, home
loans, or land loans.

In the e-commerce environment that we live in nowadays, credit is
increasingly used online or through smartphones to buy the product
or service that you need.

What you decide to use the credit for is always shown in a statement;
you receive this from the lenders, and this provides you with a full
record of your financial transactions.
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Businesses use credit for huge purchases, such as buying factories,
equipment, vehicles, and they can decide to pay off their loans as they
make a profit.

The government also uses credit to pay for big projects like new
roads, bridges, walkways, and buildings. The government repays part
of its debts with the money collected through taxes.

The tax is the contribution of citizens to the country to help pay for
those big government projects and public services (such as schools,
libraries, hospitals, parks, etc.).

The Bad Things About Credit
Although credit has benefits, credit can also be harmful.

You must always remember that everything you buy with credit has
to be repaid with interest at a particular time in the future, and not just
anytime you want to pay it back. Therefore, if

credit is not used correctly, it can cause a
situation in which; what you owe (debts)
can get too big and out of control and pile
up faster than you can repay.

There are many times where
overspending and managing credit poorly
causes a breakdown in family relationships.
This situation can put borrowers in a hard position to keep up with the
repayments.

When people do not pay what they owe on time, it can result in a loss
of valuable properties that they own, or in some cases, it is punishable
by jail.
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Governments force the person or the business with unmanageable
debt or are no longer able to repay the debt they owe to declare
bankruptcy.

Declaring bankruptcy involves a complicated process that will
negatively impact your work or family since bankruptcy is reported
in the credit information report. It may not allow you to get any new
loans or increase the interest rates you will need to pay to get a new
loan.

Overspending-using more money than you should
Forgiving-cancelling all or some of the debt

Credit report-a summary of the person's credit history usually used to evaluate a
person's credit standing
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6. The Stock Market

The Stock Market word is familiar to
hear if you are sitting beside your
parents while they are watching the
news!

The Stock Market is another option to
invest your money in, besides depositing
your money in a bank to grow.

Stock market or stock exchange is a place where you can buy and sell
company stocks. A stock or a share is a part of a company that can be
traded.

The stock represents the share of ownership in the company. When
you buy a stock, you become a part-owner of that company.

The concept of how a stock market works is similar to the coming
story about the “Cake Corner”, the bakeshop that Laila started.

Laila is the only owner of “Cake Corner” bakeshop that she started
with the AED 1,000 loan she got from the bank, which means that
Laila owns 100% of the business.

The customers of “Cake Corner” like the cakes very much, after just
one year, it becomes a popular bakeshop. Laila sells all the cakes she
bakes every day.

Then she realizes that she needs to buy two more ovens because of
the growing demand for her cakes to keep up with the orders.

Laila thinks of applying for another loan at XYZ Bank, but because
she does not want to pay more interest, she invites her two friends,
Mariam and Youssef, to invest in her business and become part
owners. They all agree that Mariam and Youssef will both invest AED
1,000 in the business to help Laila buy two ovens.
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In return for their investments, Mariam and Youssef will get 25
percent ownership each. Then these investors (Mariam & Youssef)
become part owners of the company. Investors in stocks are also
called shareholders.

If Laila were to sell the business, she still owns half (or
'i_ 50%) of “Cake Corner”.

3 Laila divides the company's ownership into four
equal parts or shares when she sells half of
-~ “Cake Corner” to Youssef and Mariam.

| =2
L*e

}'\

x 25%) of the company, while Youssef and Mariam receive one

Laila gets two shares, representing 50% (2 shares

share each. One share represents 25% ownership.
At the end of the year, “Cake Corner” makes a profit of AED 300.

Laila, Youssef, and Mariam decide to use AED 100 to buy more
supplies and distribute the remaining AED 200 of profit among the
owners. The AED 200 is divided into four (since there are four shares
in the business), so each share gets AED 50.

Since Laila owns 50% or two shares in the company, she gets AED
100. Youssef and Mariam each receive AED 50 because they own
one share each.

A few months later, Hamdan hears about Cake Corner's success, and
he is also interested in joining as a part-owner in the bakeshop; he
offers to buy one share of the company for AED 1,000, but the owners
did not accept his offer.

Later, Hamdan increases his offer to AED 1,200. Mariam accepts the
offer and sells her one share to Hamdan.

Laila, Youssef, and Hamdan are pleased about the success of the
business.
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The owner who buys the stocks or shares can sell a portion of the
company to investors when a company needs money to grow. If the
company is profitable and has a promising future, more investors will
likely buy its stock. High demand for the stock, will in turn raise its
price or value.

The reason why someone invests in the stock market is to sell their
stocks above the price they paid for them (like the case in the “Cake
Corner” story, Mariam made a profit when she sold her stock for AED
1,200, which is AED 200 more than her purchase of AED 1000).

Usually, the big chunk of the money made in the stock market is
through the rise in stock prices. Try to have a look at some of the
companies listed in the stock exchange in your country to see how
their prices changed from 2015 to 2020.

The Challenges of Stock Market Investing

Though the stock market is a very good channel to invest and make
money, investing in the stock market involves high risk, and the
possibility of losing money is very high. Before investing in any
stock, you must do a lot of research.

When a company is not making good profits or losing customers to
its competitors, its stock price will go down. You must understand
what the company does and its financial history and how successful
its products and services are to avoid high risks with your investment.

Stock market- the place where the stocks or shares of publicly listed companies are
bought and sold

Share- a unit of ownership in a business
Stock- part of a company that can be traded

Shareholder- a person or an organization that owns one or more shares in a
company

Stockbroker- the person or online company that is authorized to buy and sell stocks
for investor
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Afterword

This book is not intended to transform the young generation into
know-it-all investors or business tycoons; the main goal is to present
basic and important information to help develop financial
responsibility and thereafter, encourage good financial practices. This
aim can only be achieved by understanding the importance of learning
the value of money, through learning how to make money, and
through learning how to manage money in different ways.

What you do with your money is totally up to you. What matters more
is not the goods and services you buy to make you look and feel good,
but how you use your money to make you a better and smarter person.

Knowing the importance of managing your personal finance and
using this financial knowledge to save for unexpected expenses,
manage credit and debt, set realistic budgets, apply for loans, and
invest, is essential to providing a better life.

Arab Monetary Fund, herewith, aims to raise the young generation's
financial awareness, who are potentially the future leaders,
economists, and ultimately the person who will strive to establish
better financial practices required to meet and achieve the vision of
the Arab countries.
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