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Introduction

Introduction

Introduction

The progress and development of countries can be measured by their ability 
to invest in education and by the extent to which their educational system 
responds to the requirements and changes of the age. It is the responsibility 
of the Ministry of Education to sustain the development of its educational 
systems. In response to the concept of Saudi Arabia’s Vision 2030 policy, the 
Ministry has taken the initiative in adopting the Secondary Education Path-
ways system with the aim of bringing about effective and comprehensive 
reform at the secondary stage.

The Secondary Education Pathways system provides a distinguished and 
modern educational model for secondary education in Saudi Arabia, which 
efficiently contributes to:

•	 strengthening the values associated with belonging to our homeland, 
the Kingdom of Saudi Arabia, and of loyalty to its wise leaders, may Allah 
protect them, based on pure belief founded on tolerant Islamic teach-
ings.

•	 strengthening the values of citizenship by focusing on them in the 
school curriculum and in class activities, in line with the demands of 
sustainable development and the development plans of Saudi Arabia, 
which emphasize the consolidation of the duality of values and identity, 
founded on the teachings of Islam and moderation.

•	 offering qualifications to students that are in line with future speciali-
zations in universities and colleges or the required professions, and 
ensuring that educational outputs are consistent with the requirements 
of the labor market.

•	 enabling students to pursue education along their preferred track at an 
early stage, according to their inclinations and abilities.

•	 enabling students to enrol in specific scientific and administrative disci-
plines related to the labor market and future jobs.

•	 integrating students into an enjoyable and stimulating learning environ-
ment within the school, based on a constructive philosophy and applied 
practices within an active learning environment.

•	 guiding students on an integrated educational journey from the primary 
stage to the end of secondary stage, and facilitating the process of their 
transition to the post-general education stage.
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5Introduction

• providing students with the technical and personal skills which will help 
them to deal with life and to respond to the requirements of the stage 
they are at.

• expanding opportunities for graduate secondary school students 
through various options in addition to universities, such as by obtaining 
professional certifi cates, joining applied colleges, and obtaining job 
diplomas.

The Pathways system consists of six semesters taught over three years, includ-
ing a common fi rst year in which students receive lessons in various scientifi c 
and human fi elds, followed by two specialized years during which students 
follow a general pathway as well as four specialized pathways consistent with 
their inclinations and abilities. These are: the General Pathway, the Sharia 
Pathway, the Business Administration Pathway, the Computer Science and 
Engineering Pathway, and the Health and Life Pathway. This makes this system 
the best option for students in terms of:

• the existence of new study materials that comply with the requirements 
of the so-called Fourth Industrial Revolution and its associated develop-
ment plans, as well as the Saudi Vision 2030 policy which aims to develop 
higher-order thinking, problem solving, and research skills.

• elective fi eld programs which are consistent with the needs of the labor 
market and the students’ own preferences. This enables students to 
enrol in a specifi c elective fi eld according to a specifi c job skills matrix.

• an “inclination” scale that ensures the attainment of students’ effi  ciency 
levels and eff ectiveness, and helps them to determine their own ten-
dencies, predispositions, and strengths—all of which enhances their 
chances of success in the future.

• volunteer work designed specifi cally for students in line with the phi-
losophy of activities in schools, which is also one of the graduation 
requirements. This helps to promote humane values, build up society, 
and ensures its development and cohesion.

• a transfer procedure that enables students to move from one pathway to 
another according to specifi c mechanisms.

• profi ciency classes in which skills are developed and achievement levels 
improved, by providing intensive and remedial lessons.

• options for combining education with e-learning and blended learning/
teaching, which are built into the Pathways system for reasons of fl exibil-
ity, convenience, interaction, and eff ectiveness.

• a graduation project that helps students to integrate theoretical experi-
ences with applied practices.

• professional and skill-based certifi cates that are awarded to students 
after completing specifi c tasks and certain tests in partnership with spe-
cialized bodies.
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“Financial Literacy” helps students to:

•	 become familiar with and grasp the most important basic concepts of 
financial literacy.

•	 understand financial terms and future goals, and then use these to make 
sound future financial decisions.

•	 develop a culture of personal financial management.
•	 understand the importance of saving and investing for the future by 

linking the course lessons to the students’ own lives.
•	 develop an awareness of the different investment opportunities availa-

ble for different life stages.
•	 develop an awareness of how financial literacy can be beneficial in 

approaching life and budgeting, and making decisions at the personal, 
societal, and professional levels. 

This book, “Financial Literacy”, is characterized by promoting creative thinking 
and innovation using technical tools. The book emphasizes important aspects 
represented by:

•	 the close connection between the content and real-life situations and 
problems.

•	 presenting the content in diverse, attractive, and interesting ways.
•	 highlighting the role of the student in the teaching and learning pro-

cesses.
•	 paying attention to the coherence of its content, which forms an inte-

grated whole.
•	 encouraging the use of aspects of financial literacy in different situations.
•	 employing a variety of methods in evaluating the students, taking into 

account the individual differences between them. 

In order to keep pace with global developments in this field, the book “Finan-
cial Literacy” provides the teacher with an integrated set of diverse educational 
materials that take into account the individual differences between students. 
Furthermore, it gives references to educational software and websites, all of 
which provide students with the opportunity to employ modern technologies 
and practice-based communication that serve to further confirm the book’s 
role in the teaching and learning process.

Finally, we ask Allah the Almighty to grant that this book may contribute to 
preparing and qualifying our sons and daughters as students for the world of 
work and business, and that it may act as an incentive to invest their energies 
wisely, to build their future, and to contribute to the development of their 
country.

It is Allah who grants success!
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How can a student plan the use of 
his/her school allowance?

Income
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LE SSO N S

The choices you make now while 
you are still in school will affect 

your income later in life. The personal 
values and goals that you set for your-
self will influence the way you will pre-
pare for your future, from education to 
job skills. You must also consider eco-
nomic factors and how they will affect 
your decisions. You might work in a pri-
vate company, or for the government, 
or you may set up your own business 
to take advantage of opportunities 
within Saudi Arabia and benefit from 
the Kingdom’s promising vision for the 
future.  

What Is the Job Market?

How Does Education Affect Your  
Income?

What Is Self-Employment?

What Are Types of Earned  
Income?

1.1

1.2

1.3

1.4
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1.1  What Is the Job Market?

In this section, we will learn about income. That is, how to earn the 

money you need to live day-to-day.

The job market describes the job openings which are available when 

a person is ready to go to work. It is constantly changing, with new roles 

being created according to employers’ needs. 

It is important to be able to identify the skills which are needed now 

and in the future. There will be new roles which don’t exist today, so it 

is important to make sure you are able to learn the skills which will be 

needed.

The Right Skill Set

Each person has a unique set of skills and abilities that can be used. This 

is called a skill set. There are two groups of skills:

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain what the job market is

•	 describe how values and goals affect people’s job choices

•	 evaluate what you can do to prepare yourself for the world  

of work.

Key Terms

Income

Job market

Skill set

Hard skills

Soft skills

Verbal communication

Nonverbal communication

Job title

Job description 

Value

Goal 

Job market 

the job openings that are 
available when you are ready to 
go to work

Skill set

the unique skills and abilities 
that a person brings to the job 
market

Income 

the money that a person or
company earns or receives
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1.	 Hard skills are learned tasks a person must be able to do 

to satisfy the job requirements. Examples include computer 

skills, foreign language skills, and typing speed. 

2.	 Soft skills are patterns of behavior that allow a person to 

successfully work with others and complete tasks. Examples 

include leadership skills, communication skills, teamwork 

skills, problem-solving skills, and time-management skills. 

They can be learned through education and practice.

Communication Skills

Communication is one of the most important soft skills in today’s 

workplace. People need to communicate effectively with employers, 

co-workers, and customers. 

Speaking and writing are basic verbal communication skills. A 

person might communicate face to face, by letter, phone, or digitally 

through emails, instant chat and messages, or video conferences. 

The type of communication used should be relevant to the situation. 

For example:

•	 When you need the answer to a quick question, you might com-

municate face to face if the person is near, or send an email or a 

text message if the person is not close by.

•	 If you want a meeting with a whole team with members in several 

locations, video conferencing may be more appropriate. 

Verbal communication

using spoken and written 
language to transmit a message

 � What soft skills do you use in 
your classroom learning?

Soft skills

the nontechnical skills 
needed by most workers to 
be successful at work, such as 
behavioral and interpersonal 
skills

11

Hard skills

the measurable physical and 
mental abilities that allow a 
person to complete a job
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12 Financial Literacy

Nonverbal communication transmits messages without using words. 

It involves body language, such as facial expressions, hand gestures, and 

eye contact, to help people interpret verbal messages. For example, in 

many cultures:

•	 a nod shows understanding or agreement 

•	 eye contact shows self-confidence and respect 

•	 a smile shows friendliness. 

Communication plays a key role in many tasks in a workplace, from pre-

senting business ideas to employers and co-workers, to providing good 

customer service. Developing communication skills improves a person’s 

chances of employability.

Job Choices

It is a good idea for you to begin planning for the type of job you want to 

do in the future. Some jobs pay a lot more than others, such as those in 

finance or in the health sector. The more experience, training, and edu-

cation a person has in their skill set, the more they can expect to earn. 

However, when choosing a job you should not just check salaries but 

rather look for a career that is right for you and matches your strengths.

Think about a job you will find rewarding and which will help you to 

contribute to the community. Remember, you will likely spend many 

years working, and enjoying a career is very important.

Some useful questions to help guide your future career options are:

•	 What types of jobs interest you?

•	 What subjects do you like?

•	 What subjects are you best at? 

Saudi Vision 2030 has a number of Vision Realization Programs  

(VRPs), which are delivery plans aimed at matching the Kingdom’s needs. 

In order for Saudi Vision 2030 to be successful, the VRPs are focused on 

growth industries and areas including:

•	 the financial sector, which will require many financial analysts 

•	 the health sector, which will require more doctors, nurses, and 

medical staff 

Nonverbal communication

using body language to convey 
emotions, attitudes, and 
thoughts without the use  
of words
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13CHAPTER 1  Income

•	 industrial development and logistics, which will require engineer-

ing professionals, IT specialists, and security staff

•	 the tourism sector, which is expected to generate a wide range 

of employment opportunities, many of them in customer-facing 

roles. 

One way of gaining experience in different job industries is to volunteer. 

Volunteering is unpaid work that people do for a variety of reasons, often 

to help charitable or non-profit causes and businesses. Volunteering in 

your free time can also be a useful way to get experience in an industry 

of interest.

Learning about Job Requirements

Jobs are often listed by their job title. For example, the job title software 

designer clearly shows what the job involves. A person with this job uses 

digital software to create computer programs. 

When a company advertises a job opportunity, they usually include a 

job description in addition to the job title. A job description contains 

information such as:

•	 the level of education or experience required for the role

•	 the hours worked

•	 details about the work site or location 

•	 any specific professional skills or qualifications that are needed.

For an example of a job description, see Figure 1.1.1.

Values and Goals Affect Your Job Choices

As you think about a career that you might like to have, you should con-

sider the values and goals that are important to you. 

Important values include honesty, loyalty, kindness, integrity, and 

dedication or hard work. Values define who a person is and can influence 

the choices and decisions made. Being an honest, moral, and upstand-

ing person is important in any line of work, as it is in life in general, but 

certain jobs place a special emphasis on particular values and personal 

traits. For example, if you want to be a bank manager, then it is important 

for customers to see you as trustworthy and dependable so that they will 

trust you with their savings. This is true even with the rise of digital bank-

Job description

a description of the tasks, 
duties, and responsibilities of 
a role

Job title

a name given to a particular job 
that may describe the main role 
or task of the job

Value

a principle that reflects the 
worth you place on an idea  
or action

Goal

a desired outcome that an 
individual seeks to achieve by 
preparing and implementing 
an action plan
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14 Financial Literacy

ing as anyone working for a bank requires these values, whether they 

speak to customers in-person or online. If you want to be a teacher, it is 

important that you demonstrate kindness and patience so that students 

feel comfortable with you. 

Many people set goals that they want to accomplish. A person’s goals 

affect his or her behavior and are often set to be achieved in a certain 

time frame. 

A goal could be:

•	 to develop a network: When you start a new job, you will meet 

new people and form new relationships. This is how networks 

are built and can be used to find new jobs in the future or find 

solutions to work problems. 

•	 to become an expert: This could be done by increasing know-

ledge, by experience and training. As you gain more qualifica-

tions, such as a digital marketing qualification, people begin to 

trust your judgment more.

FI G U R E 1.1.1
A Job Description

SOFTWARE DESIGNER
The company is seeking a talented and experienced software designer to join 

our dynamic team. You will be responsible for:

•  analyzing customer needs and developing project proposals 

• � communicating the design and working method to a team of  

programmers 

•  developing test scenarios and test cases

•  documenting all aspects of the software development. 

Essential academic qualifications: a degree in mathematics, computer 

science, software engineering, or a related discipline.

Preferred academic qualifications: a master’s degree in IT administration or 

related field of study.

Essential experience: 5+ years of Python or Java programming.

Hours: 37+ hours per week.

Location: our office in Jeddah.

Job description

 � Why are job descriptions  
important when selecting jobs  
to apply for?
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15CHAPTER 1  Income

Review Questions

Choose the correct answer.

1.	 Which of the following is NOT a soft skill?

a.	 leadership

b.	 teamwork

c.	 computer programming ability

d.	 problem solving

2.	 Speaking and writing effectively are important communication skills. 

a.	 true

b.	 false

3.	 It is important to start planning for a career while you are in school. 

a.	 true

b.	 false

4.	 Which of the following describes a value?

a.	 a principle that reflects the worth you place on an idea or action

b.	 a desired outcome

c.	 a plan of action developed and carried out

d.	 the duties and responsibilities of a role

5.	 Which of the following questions would you NOT use to guide your 

future career options?

a.	 What types of jobs interest you?

b.	 What subjects do you like?

c.	 What does your friend want to do?

d.	 What subjects are you best at?

•	 promotion: After finishing education, your first job might be 

quite junior, such as a marketing assistant, however after you  

gain more knowledge and experience, you could apply for jobs 

with more seniority and become a Marketing Manager or even  

a Director.

A job that you enjoy in an industry you want to stay in can be the start 

of your career. While “job” refers to the day-to-day work you do to earn 

money, a “career” refers to your longer-term employment goals. For 

example, somebody whose job title is accountancy assistant might refer 

to having a career in finance.
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1.2 � How Does Education Affect  
Your Income?

Income is affected by several factors. The most important factor is your 

education and the training you receive while working.

Education 

There are many different types of education. Citizens in Saudi Arabia 

have compulsory education until high school. Students can choose 

whether to attend a vocational school or a high school with pathways 

specializing in: 

•	 the General Pathway

•	 the Sharia Pathway

•	 the Business Administration Pathway

•	 the Computer Science and Engineering Pathway

•	 the Health and Life Pathway.

Some jobs require little further education, while other jobs require 

degrees which can take several years to complete.

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify different types of education and training

•	 explain the relationship between education and earnings.

Key Terms

Formal education

Informal education

On-the-job training

Off-the-job training

Self-training

Résumé

Salary scale

Financial Literacy
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Education can be formal or informal. In formal education, students 

must show that they have learned certain skills and concepts and have 

been able to pass tests. Informal education usually does not happen in 

classrooms; it often happens when working or through life experiences.

Education in the Workplace

Informal education can happen in the workplace through on-the-job 
training. This is when you learn skills by having a mentor. They show 

you the exact skills you need to do your job successfully and check to 

see if your work meets requirements. However: 

•	 you do not get any certificates to show you have reached  

a certain level

•	 it can be difficult to prove your ability if you decide to look for  

a job in another organization.

Workplace education can also happen through off-the-job training. 

This is when your employer pays for you to be trained in a skill which is 

needed for the business. 

It usually involves: 

•	 formal education with a certified training organization

•	 certification which you receive on successful completion of the 

course.

This then means that you have proof of achieving a certain level in a 

subject which you can use for new jobs or promotions. 

Another way of learning new skills is by self-training. This is when 

you learn to use a piece of technology, such as a computer program, by:

•	 reading instruction manuals or reference books

•	 using written or video tutorials to teach yourself  

a valuable skill.

These skills can be listed on a résumé when you are able to perform 

them at an acceptable level.

Off-the-job training

to have training away from the 
workplace 

On-the-job training

training that a person receives 
while they are working and 
getting paid

Self-training

learning new skills from reading 
and practicing on your own 

Résumé

a summary of your education, 
skills, and experience to be 
used when applying for jobs

17CHAPTER 1  Income

Formal education

involves attending classes and, 
often, earning a degree

Informal education

unplanned and unstructured 
learning which is not part of a 
curriculum
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 � What are the benefits of 
on-the-job training for the 
employer and the employee?
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19CHAPTER 1  Income

The Relationship Between Education  
and Earnings

The amount and type of education you complete can affect the amount 

of money you earn. Usually, people who have a formal education earn 

more than people who have less or informal education. 

If the pay for a job is high compared to the education required, there 

is often a reason. The job might require a high level of experience which 

comes from practice and cannot be taught at university. 

Gaining Promotion through the Salary Scale

When you work for an organization, there is often a salary scale which 

shows how much you will earn for each level of job. Organizations have 

salary scales so that potential and current workers know how much 

they are likely to be paid. For example, in the Saudi Civil Service, each 

job has its own salary scale, as shown in Figure 1.2.1. 

Salary scale

the different levels and the 
range of pay for a particular 
job, based on level of skill or 
experience

Grade
STEPS Annual 

Bonus1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

1 3,000 3,135 3,270 3,405 3,540 3,675 3,810 3,945 4,080 4,215 4,350 4,485 4,620 4,755 4,890 135

2 3,430 3,595 3,760 3,925 4,090 4,255 4,420 4,585 4,750 4,915 5,080 5,245 5,410 5,575 5,740 165

3 3,945 4,135 4,325 4,515 4,705 4,895 5,085 5,275 5,465 5,655 5,845 6,035 6,225 6,415 6,605 190

4 4,530 4,760 4,990 5,220 5,450 5,680 5,910 6,140 6,370 6,600 6,830 7,060 7,290 7,520 7,750 230

5 5,240 5,505 5,770 6,035 6,300 6,565 6,830 7,095 7,360 7,625 7,890 8,155 8,420 8,685 8,950 265

6 6,065 6,370 6,675 6,980 7,285 7,590 7,895 8,200 8,505 8,810 9,115 9,420 9,725 10,030 10,335 305

7 7,010 7,375 7,740 8,105 8,470 8,835 9,200 9,565 9,930 10,295 10,660 11,025 11,390 11,755 12,120 365

8 8,010 8,425 8,840 9,255 9,670 10,085 10,500 10,915 11,330 11,745 12,160 12,575 12,990 13,405 13,820 415

9 9,275 9,745 10,215 10,685 11,155 11,625 12,095 12,565 13,035 13,505 13,975 14,445 14,915 15,385 15,855 470

10 10,275 10,785 11,295 11,805 12,315 12,825 13,335 13,845 14,355 14,865 15,375 15,885 16,395 16,905 17,415 510

11 11,815 12,345 12,875 13,405 13,935 14,465 14,995 15,525 16,055 16,585 17,115 17,645 18,175 18,705 530

12 13,435 14,005 14,575 15,145 15,715 16,285 16,855 17,425 17,995 18,565 19,135 19,705 20,275 570

13 15,180 15,785 16,390 16,995 17,600 18,205 18,810 19,415 20,020 20,625 21,230 21,835 605

14 17,015 17,715 18,415 19,115 19,815 20,515 21,215 21,915 22,615 23,315 24,015 700

15 20,855 21,720 22,585 23,450 24,315 25,180 26,045 26,910 27,775 28,640 865

FI G U R E 1. 2.1
Example Salary Scale in Saudi 
Arabia for Civil Servants  
(Government Data)

 � Go online and find an example salary 
scale for a job which interests you in 
the private sector.
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The salary scale for each job and organization is usually based on a 

number of factors: 

•	 the level of difficulty of the job role: The more difficult the job 

role, the higher the salary scale will be. A technician who checks 

and maintains computers using basic skills will have a lower 

salary scale than a computer programmer who makes sure that all 

the systems work together.

•	 the amount of experience or training required: Roles which 

require additional off-the-job training, like specialist doctors, will 

have higher salaries than general doctors who are not specialists.

There is often a range of pay within a particular grade. This is to make 

sure there is an incentive for employees to work hard even if they do 

not get promotions. Employees rise through the steps due to factors 

such as:

•	 their length of service within the organization: When an 

employee stays in the same job role, they can get an annual 

increase within the range of pay up to a certain level.

•	 their level of education: If a person has many certificates which 

are relevant to the job role, they are more likely to be nearer the 

top of the range of pay.

It is important to note that organizations in the private sector, particu-

larly larger ones, often have their own salary scales and may pay more 

than the civil service.

Planning Your Education Journey

Think about the type of education you want to complete and how well 

it will prepare you for the career or job you want later in life. Education 

will affect your current and future job choices. Making choices about 

education is a serious responsibility. 

Education is considered an investment in your future. The jobs you 

choose and the education you receive will affect the amount of money 

you can earn. How much time and effort are you willing to spend to pre-
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LOOKI NG AH E AD

Using Figure 1.2.2 as a guide, what career may interest you in the 

future? 

To prepare for this career, conduct online research into:

1. What qualifi cations and/or experience will you need to get an 

entry-level position (the fi rst job after education)?

2. What is the likely starting salary for the entry-level position?

FIG U R E 1. 2. 2

Salary Ranges for Diff erent Jobs 
in Saudi Arabia (Government 
Data)

Job Monthly Salary in SAR

University Lecturers and Professors 8,765–28,710

University Teaching Assistants 6,650–12,460

Doctors 9,200–39,040

Pharmacists 7,420–29,180

Health Assistants 3,935–14,835

Judges 11,230–25,655

Court Attorneys 17,490–28,340

Chief Justices 24,510–37,530

Diplomatic Advisers 12,830–22,270

Investigators (Public Prosecution) 11,230–25,655

pare for the job you want? How will you make yourself more employable 

than everybody else who is applying for the role?

It’s never too early to start planning for your future. However, learn-

ing will not stop after you get your fi rst job. People keep learning all the 

way through their lives. Lifelong learning is important, not just to help 

us in our careers but also to help us grow as people, and face the new 

challenges that may come our way over the years.
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Reasons for Differences in Salary Ranges

Hospitals require many different types of employees, from administra-

tive workers to medically qualified employees. The pay scales for these 

different types of employees depend on a number of different factors, 

some of the main ones being:

•	 the amount of training the employee has completed

•	 the amount of experience the employee has

•	 the amount of responsibility the employee has

•	 the employee’s seniority

•	 the employee’s specialism

•	 the difficulty of the work.

For example, a doctor’s monthly salary scale is over twice as much as that 

of a health assistant. This reflects the fact that a doctor has completed a 

longer course of training and has more experience and responsibility. 

The medical education university program for Saudi doctors usually lasts 

for 6 years, with an additional year’s internship. After completing their 

internship, doctors embark upon a residency of 3–6 years, followed by a 

fellowship of 1–3 years. The extensive training that doctors receive ena-

bles them to make decisions on what medicines to prescribe and what 

medical procedures to employ in a given situation.

Health assistant programs are much shorter and do not require partic-

ipants to earn a degree. Health assistants often follow instructions from 

doctors and will have much less responsibility. However, their training 

is still quite extensive, as health assistants will gain certification in areas 

such as care work, life support, first aid, and infection prevention and 

control.
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Review Questions

Choose the correct answer.

1.	 Which of the following is an example of on-the-job training?

a.	 going to school

b.	 using video tutorials

c.	 following your supervisor’s instructions

d.	 reading the instructions

2.	 You can only earn a high salary if you have a high level of education.

a.	 true

b.	 false

3.	 A résumé is a document which shows the skills and experience needed 

when advertising a job role. 

a.	 true

b.	 false

4.	 Which of the following describes what the range of pay within a salary 

scale may depend on?

a.	 how friendly you are with the owner

b.	 whether you asked nicely for more pay

c.	 how many friends already work in the organization

d.	 the number of relevant certificates you have

5.	 Which of the following is NOT a feature of informal education?

a.	 It usually happens in classrooms.

b.	 It usually happens in real-life situations.

c.	 It can involve learning while at work.

d.	 It is an unplanned and unstructured type of learning.

6.	 You can often increase your salary simply by staying at the same  

company for a long time.

a.	 true

b.	 false
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1.3 What Is Self-Employment?

Self-Employment

Instead of joining the job market, many people dream of running their 

own business. Working for yourself is called self-employment. A person 

who takes the risks of being self-employed and owning a business is 

called an entrepreneur. 

Advantages of Self-Employment 

A major advantage of being the owner is that you get to make the deci-

sions about how the business will be run. Major decisions include:

• the choice of products and services that will be off ered

• the hours of operation

• the types of customers the business will target

• the prices it will charge. 

Learning Objective

Once you have completed this lesson, you should be able to:

• identify the advantages and disadvantages of self-

employment

• evaluate whether you have the qualities needed to be 

an entrepreneur.

Key Terms

Entrepreneur

Profi t

Expenses

Revenue

Budget

Insolvent

Micro-, Small-, or Medium-Sized 

Enterprise (MSME)

Productivity 

Gross domestic product (GDP)

Business plan

Entrepreneur

a person who sets up a 
business, taking on financial 
risks in the hope of profit
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Small business owners also keep all the profits of the business. Profit 

is the amount left after all expenses are deducted from the revenues. 

Among other things, expenses may include:

•	 equipment – such as computers, photocopiers, or printers

•	 supplies – the basic materials used in the production of a product 

or delivery of a service.

Disadvantages of Self-Employment 

If the business does not make a profit, or does not make enough profit, it 

may encounter difficulties. Factors that can affect profit include: 

•	 decreased revenue from a slow period in the economy

•	 increase in competition leading to a loss in sales

•	 rising cost of business expenses.

With most small businesses, especially during their first years, the own-

ers must work long hours and perform many different tasks to keep the 

business running such as:

•	 sales and marketing: to attract and grow customer numbers

•	 stock ordering and management: to make sure the store only 

has enough products to sell that are demanded

•	 managing finances and budgets: to make sure that each prod-

uct is profitable and affordable

•	 customer service: to create a good reputation to encourage 

customers to come back.

Owners may not be able to hire others to do the work for them due to a 

lack of cashflow. This may be due to:

•	 large spending on marketing to attract new customers

•	 low customer numbers due to limited customer awareness.

Most money invested in a small business comes from the owner and/

or the owner’s family and friends. If a business fails, the money invested 

in the business is lost and the business owner can become insolvent if 

they cannot afford to pay back any money that they owe.

Budget

a plan to show how much
money will be earned and
spent within a time period

Insolvent

when someone has borrowed 
money from others and cannot 
pay it back

Profit

the difference between the 
income (amount earned) and 
expenditure (money spent) 
when operating a business

Expenses

the cost of operating the 
business in order to make profit

Revenue

the income of a business, 
made from the sale of goods or 
services
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Getting Started in Business

If you want to run your own business, you should spend time prepar-

ing yourself before you start. Many business owners seek formal and/or 

informal education about how to run a business before they get started. 

Some entrepreneurs first work for other businesses to gain needed 

knowledge and experience.

Becoming an entrepreneur and opening a business is becoming very 

popular in the Kingdom of Saudi Arabia. Between 2022 and 2023 there 

was an estimated 15% growth in micro-, small-, or medium-sized 
enterprises (MSMEs), which now make up 62% of all employment in 

the private sector. 

There are many services designed to help entrepreneurs and small 

businesses and there are many funding opportunities available. The 

Small and Medium Enterprises General Authority (Monsha’at) was cre-

ated to regulate, support, develop, and sponsor the MSME sector.

The main aims of Monsha’at are:

•	 to increase the productivity of MSMEs

•	 to increase the contribution of MSMEs to gross domestic prod-
uct (GDP) from 20% to 35% by 2030

•	 to diversify (increase) the sources of funding available for MSMEs.

Another good resource is KAUST MentorNet, which offers business men-

toring services from a wide array of backgrounds by matching entrepre-

neurs with skilled mentors. They can give you advice on various issues, 

such as:

•	 how to structure the business: There are several different ways of 

structuring a business: as a sole proprietorship, as a partnership, or 

as a corporation (see Figure 1.3.1). You should choose the structure 

that is best for you and your business.

•	 writing business plans: If you have a good business idea, you 

should put your idea into writing. A good plan should show that 

you are worthy of funding (loans) from government and private 

sources, such as banks and venture capitalists.

Productivity

the measure of how much is 
produced (output) for every 
unit of input (e.g. labor, capital, 
or raw materials)

Gross domestic product 
(GDP)

the total value of all the 
finished goods and services 
produced within a country’s 
borders

Business plan

a document that describes the 
steps that will be taken to open 
and operate a business

Micro-, small-, or medium-
sized enterprise (MSME)

a company with fewer than 250 
full-time employees and annual 
revenue below SAR 200 million
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 � What different types of expenses 
might a business have?

FI G U R E 1. 3.1
Different Ways of Structuring 
a Business 

Partnership

•	 ownership by two or more people

•	 legal documentation is required.

Sole Proprietor

•	 ownership by one individual

•	 the simplest form of business.

Corporation

•	 ownership in the form of shares of stock

•	 involves multiple owners who may sometimes have 

conflicting objectives

•	 owners’ liability for any losses is limited to the 

investment into the corporation.
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Is Entrepreneurship Right for You?

How can you decide if being an entrepreneur is the right choice for you? 

Your answers to the following questions will give you a better idea of 

whether you should consider owning your own business:

1.	 Are you self-motivated? Business owners must do what needs 

to be done without being told or reminded. They enjoy mak-

ing their own decisions.

2.	 Do you like people? Getting along with others, including 

employees and customers, is essential.

3.	 Are you a leader? Entrepreneurs are able to get others to 

follow their lead.

4.	 Do you take responsibility? Entrepreneurs take charge and 

follow through.

5.	 Are you organized? Business owners must have a good plan 

before they get started.

6.	 Do you work hard? Successful owners lead by example. They 

don’t expect others to do what they themselves are unwilling  

to do.

7.	 Do you make decisions easily and quickly? Decisions some-

times have to be made without complete information.

8.	 Are you trustworthy? Others must trust you in order to build 

long-term relationships that benefit the business.

9.	 Are you persistent? Business owners stick with it, even when a 

situation is difficult to deal with. They finish projects and forget 

about excuses.

10.	 Do you keep good records? Entrepreneurs must account for 

their expenses and revenues. They should be knowledgeable 

about profitability and cost analyses.
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 � How could you develop the 
qualities needed to be an 
entrepreneur?

LOOKI NG AH E AD

Could you be an entrepreneur? What business would you start when 
you leave education and/or gain some work experience? 

To prepare for this possible enterprise:

1.	 Reflect on the questions above. Do you think you have the skills 
and attributes needed to manage your own business? If you do 
not yet think you can answer all the questions positively, could 
you learn or improve these skills in time? 

2.	 Identify a hobby or an interest that you could turn into a business 
opportunity. 

a.	 Would you want to turn this into a job or a career?

b.	 Would people be willing to pay for your product or service? Why?

c.	 Are you motivated enough to work hard to succeed?

3.	 Once you have identified your chosen field, research an entre-
preneur in Saudi Arabia with links to this field. How did they get 
started in the industry?
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Review Questions

Choose the correct answer.

1.	 There are no disadvantages to being an entrepreneur.

a.	 true

b.	 false

2.	 Profit is the amount of expenses left after all revenues are deducted.

a.	 true

b.	 false

3.	 A business plan is useful when applying for business loans or  

investment. 

a.	 true

b.	 false

4.	 Which of the following is a reason why a new business owner might not 

be able to hire others to do the work at the beginning?

a.	 they have high levels of cashflow

b.	 profits are very high

c.	 there are large numbers of customers

d.	 cashflow is poor

5.	 Which of the following is a disadvantage of self employment?

a.	 choosing target customers

b.	 choosing the hours of operation

c.	 chance of insolvency

d.	 choosing the prices charged 

6.	 Which of the following is NOT a way of structuring a business? 

a.	 corporation 

b.	 sole proprietor 

c.	 micro business

d.	 partnership
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Earned income is any income you receive from working. It includes 

wages, salaries, tips, commissions, and earnings from self-employment. 

Money you make without directly working, such as rent paid by tenants, 

or gifts of money, is referred to as “unearned income”. 

Working Hours

Saudi Arabian labor regulations establish organizational limits on work-

ing hours and rest periods, with the aim of striking a balance between 

operational demands and employee well-being.

• The maximum working hours are eight hours per day or for-
ty-eight hours per week.

• Working hours during the month of Ramadan are reduced for 
Muslim employees in accordance with the approved regulations.

• An employee may not work for more than fi ve consecutive hours 
without a break, and such break must be no less than thirty 
minutes designated for prayer, meals, and rest.

Any hours exceeding the standard working hours threshold are counted 

as overtime in accordance with Saudi Labor Law.

1.4  What Are Types of Earned Income?

Learning Objective

Once you have completed this lesson, you should be able to:

• identify types of earned income, such as wages, salaries, tips, 

and commissions

• explain the advantages and disadvantages of diff erent types 

of earned income.

Key Terms

Wage

Overtime pay

Salary

Public sector

Private sector

Minimum salary

Tip 

Commission
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Wages

Employees who work for wages are usually paid for each hour worked. 

Jobs which pay a wage are usually used for manual, retail, or contract 

work where working hours are flexible. There is usually a maximum 

number of hours that are worked every week or month.

When employees must work overtime hours, they are entitled to 

extra pay called overtime pay. By law, overtime pay must be at least 

one and a half times the regular rate. People who work on holidays may 

be entitled to even higher pay rates for their hours. Although there are 

lots of advantages to earning wages, there are also some disadvantages, 

as shown in Figure 1.4.1.

SALARY WAGE

 � Would you prefer to be paid 
wages or a salary? Why?

Wage

a fixed amount of payment 
earned for labor for a 
determined time period 

Overtime pay

pay received for hours worked 
in addition to regular hours
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FI G U R E 1.4.1
Advantages and Disadvantages 
of Payment by Wages

Advantages Disadvantages

Employees are paid for the hours 
actually worked. Work in addition to 
“normal hours” is paid as overtime 
and bonuses are often paid for 
working on holidays.

If you do not work your regular 
hours, you will not be paid for them.

Paid either monthly or weekly. Less benefits than salaried employ-
ees, e.g. no holiday or sick pay.

In many jobs, new employees will begin with a lower wage because 

they do not yet have the education or experience to demand a higher 

wage rate.

SALARY WAGE
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Public sector

part of the economy owned or 
controlled by the government

Private sector

part of the economy owned 
or controlled by private 
individuals or enterprises

Minimum salary

the lowest amount of pay per 
time period allowed by law

Tip

a gift of money, usually paid as 
a percentage of your bill, given 
to a person for performing a 
service

Commission

a set fee or percentage of a sale 
paid to an employee instead 
of, or in addition to, salary or 
wages

Salaries 

Some people work for a salary. Unlike people who work for wages, 

salaried workers rarely have to keep time cards or count hours worked. 

People who work for salaries often have jobs which are:

• full time

• permanent

• with fi xed working patterns.

They also may have more fl exibility in the times they work. However, they 

do not receive overtime pay for any additional hours worked beyond 

48 hours a week. 

Salaries may diff er between the public sector and the private sec-

tor. The minimum salary threshold for Saudi nationals to be counted 

under the Nitaqat program is four thousand Saudi Riyals per month, 

pursuant to the Ministerial Resolution issued in 1442 AH (2020).

Tips and Commissions

Some workers receive tips in addition to wages. The amount of the tip 

may be based on the quality of service provided. For example, many 

service employees, such as waiters and hair stylists, receive tips from 

satisfi ed customers. Some workers make most of their earnings from 

tips rather than hourly pay. 

Some workers are paid a commission. Sales commissions are earned 

only when a sale is made. If no sale is made, no commission is received. 

In some types of jobs, such as real estate sales, the worker’s entire 

earnings may be based on commission. For example, in Saudi Arabia, 

a real estate agent who sells a home receives 2.5% of the sale value, so 

if a home is sold for SAR 300,000, the real estate agent would receive a 

commission of SAR 7,500. In other types of jobs, workers may be paid 

a base salary plus commission. For example, a person who sells cars 

might receive a salary of SAR 80,000 a year plus 15% of the profi t on 

each car sold.

Salary

a fixed amount received each 
month regardless of how many 
hours are worked
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Review Questions

Choose the correct answer.

1.	 Which of the following is an advantage of a salary?

a.	 regular payment each month

b.	 increased reward for working more hours

c.	 employees have to complete time cards

d.	 varied work patterns

2.	 Minimum salaries are guaranteed for all employees in Saudi Arabia. 

a.	 true

b.	 false

3.	 Employees in full-time, permanent jobs with fixed working patterns 

usually work for wages. 

a.	 true

b.	 false

4.	 Which of the following describes an advantage of tips?

a.	 tips are regular income

b.	 earning tips helps you to budget accurately

c.	 income is improved by providing quality service

d.	 tips are received from unsatisfied customers

5.	 In which of the following roles could payment by commission be a 

positive motivator?

a.	 doctor

b.	 teacher

c.	 salesperson

d.	 judge

6.	 There are no limits to working hours in Saudi Arabia.

a.	 true

b.	 false
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SUMMARY

1.1	 • � The job market refers to the job openings that are available when 
you are ready to go to work. It is constantly changing according to 
employers’ needs.

• � Both hard skills and soft skills are necessary for career success. 

• � The career that you choose will affect your income over your lifetime. 

• � Decisions and choices that you make, both personal and career  
related, are based on your values and goals. 

1.2	 • � Different levels of education are required for different jobs and 
careers.

• � Education can be formal and informal and each have benefits and 
drawbacks.

• � On- and off-the-job training are methods of workplace educa-
tion which can help you to develop your skills. It is also possible to 
self-train.

• � All of your skills and experience should be listed on your résumé to 
help find employment.

• � The more formal education you gain, the more you will probably 
earn over your lifetime.

• � Different levels of experience access different salary scales.

• � It is important to start planning your education journey now.

1.3	 • � Entrepreneurs are self-employed. It is often useful to gain experi-
ence before starting your own business.

• � Business owners can keep the profits, but if revenues decrease and 
expenses increase, the business may fail.

• � It is important to write business plans, prepare, and be ready to work 
hard if you start your own business.

• � There is lots of support in Saudi Arabia for entrepreneurs to achieve 
the goals of Saudi Vision 2030.

• � Entrepreneurship is not always the right choice for a person. 

1.4	 • � Sources of earned income include wages, salaries, tips, commissions, 
and net earnings from self-employment.

• � There are benefits and drawbacks to each source of earned income.

• � Each source of income is often suited to specific jobs, careers, and 
industries.

Chapter 1 Assessment
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KEY TERMS

For each lesson, match the terms listed with their definitions. Write the 
letters of the correct definitions.

Lesson 1.1

Term Your choice Definition
1 Goal a the unique skills and abilities that a person brings to the 

job market

2 Hard skills b using spoken and written language to transmit a message

3 Income c a name given to a particular job that may describe the 
main duty or task of the job

4 Job description d the nontechnical skills needed by most workers to be suc-
cessful at work, such as behavioral and interpersonal skills

5 Job market e a principle that reflects the worth you place on an idea or 
action

6 Job title f the measurable physical and mental abilities that allow a 
person to complete a job

7 Nonverbal 
communication

g a description of the tasks, duties, and responsibilities of a 
role

8 Skill set h the job openings that are available when you are ready to 
go to work

9 Soft skills i a desired outcome, based on one’s values, for which a 
plan of action can be developed and carried out

10 Value j using body language to convey emotions, attitudes, and 
thoughts without the use of words

11 Verbal 
communication

k the money that a person or company earns or receives

Lesson 1.2

Term Your choice Definition
1 Formal education a to have training away from the workplace

2 Informal education b learning new skills from reading and practicing on your 
own

3 Off-the-job 
training

c unplanned and unstructured learning which is not part of 
a curriculum

4 On-the-job 
training

d a summary of your education, skills, and experience to be 
used when applying for jobs

5 Salary scale e involves attending classes and, often, earning a diploma 
or a degree

6 Résumé f training that a person receives while they are working and 
getting paid

7 Self-training g the different levels and the range of pay for a particular 
job, based on level of skill or experience
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Lesson 1.3

Term Your choice Definition
1 Budget a the income of a business, made from the sale of goods or 

services

2 Business plan b the measure of how much is produced (output) for every 
unit of input (e.g. labor, capital, or raw materials)

3 Entrepreneur c a company with fewer than 250 full-time employees and 
annual revenue below SAR 200 million

4 Expenses d the difference between the income (amount earned) and 
expenditure (money spent) when operating a business

5 Gross domestic 
product (GDP)

e the cost of operating the business in order to make profit

6 Insolvent f a person who sets up a business, taking on financial risks 
in the hope of profit

7 Productivity g a plan to show how much money will be earned and 
spent within a time period

8 Profit h the total value of all the finished goods and services 
produced within a country’s borders

9 Revenue i when someone has borrowed money from others and 
cannot pay it back

10 Micro-, small-, or 
medium-sized 
enterprise (MSME)

j a document that describes the steps that will be taken to 
open and operate a business

Lesson 1.4

Term Your choice Definition
1 Commission a pay received for hours worked in addition to regular hours

2 Minimum salary b part of the economy owned or controlled by private 
individuals or enterprises

3 Overtime pay c a gift of money, usually paid as a percentage of your bill, 
given to a person for performing a service

4 Private sector d a fixed amount of payment earned for labor for a 
determined time period

5 Public sector e a fixed amount received each month regardless of how 
many hours are worked

6 Salary f a set fee or percentage of a sale paid to an employee 
instead of, or in addition to, salary or wages

7 Tip g the lowest amount of pay per time period allowed by law

8 Wage h part of the economy owned or controlled by the 
government
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QUESTIONS

1.	 Explain one major skill a job applicant must have which is required in 
today’s workforce.

2.	 Why does the job market change over time?

3.	 Explain one reason why some jobs pay more than others.

4.	 Why is it important to read a job description carefully?

5.	 Why is education now an investment into your future?
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6.	 Explain one benefit of off-the-job training.

7.	 Why is it important to keep self-training?

8.	 What is the most important skill an entrepreneur needs?

9.	 What is the biggest challenge of owning your own business?

10.	 Explain the main purpose of a business plan.
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EXERCISES

Choose the correct answer.

1.	 Which of the following is NOT a positive value?
a.	 honesty
b.	 loyalty
c.	 manipulation
d.	 integrity

2.	 A job description describes the tasks a person is required to do as 
part of their job. 
a.	 true
b.	 false

3.	 Which of the following is NOT a business or employment goal?
a.	 develop a network
b.	 go home early every day
c.	 become an expert
d.	 get promoted

11.	 Why is there often a pay range for each salary scale?

12.	 How is being paid a salary different from being paid hourly wages?

13.	 What is a benefit of commission-based pay?
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4.	 On-the-job training is not a valuable form of education. 
a.	 true
b.	 false

5.	 Which of the following is NOT a valid reason for the salary being 
high compared to the education required?
a.	 a high level of experience required
b.	 skills cannot be taught at university
c.	 being friends with the CEO
d.	 lots of practice required

6.	 It is not a good idea to start planning for your future too early. 
a.	 true
b.	 false

7.	 An entrepreneur wants to work in a large organization as a manager. 
a.	 true
b.	 false

8.	 Which of the following is NOT an advantage of self-employment?
a.	 choosing the products or service offered
b.	 deciding when to open and close your business
c.	 deciding the prices to charge
d.	 having to work long hours in the first years

9.	 Small- or medium-sized organizations have fewer than 500 staff 
members and annual revenue below SAR 350 million.
a.	 true 
b.	 false

10.	 A benefit of wages is that you have a regular income.
a.	 true
b.	 false

11.	 Which of the following is often true for salaried workers?
a.	 are paid for hours worked
b.	 are usually paid weekly
c.	 have fixed working patterns
d.	 are usually entitled to overtime pay

Financial Literacy reprint_1p.indb   42Financial Literacy reprint_1p.indb   42 05/12/2024   17:2905/12/2024   17:29



M I N I C ASE

Yasser’s Vehicle Leasing Business

Yasser leases vehicles to large business organizations. A normal order 
from an organization is to lease between 50 and 100 cars for a three-
year period. Yasser’s business has been successful in Jeddah and he 
now plans to expand into Riyadh. 

Yasser needs to hire a manager and a salesperson in Riyadh.

1.	 Choose the best method of payment for each role and explain your 
choice:

a.	 manager

b.	 salesperson

2.	 Explain why soft skills will be very important for the salesperson.

3.	 Explain which hard skills may be important and highlighted on the 
manager’s job description.

12.	 A tip is usually a percentage of a sale paid to an employee in addition 
to a salary. 
a.	 true
b.	 false
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Do you spend most of your money 
on things you want or things you 
need? 

Spending
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LE SSO N S

It is important to keep track of not only 
the money that you earn, but also the 

money that you spend. In this chapter 
you will look at how to manage your 
financial resources to ensure that you 
are able to buy the things you want, as 
well as the things you need. You will 
then consider how customer buying 
patterns and strategies affect the mar-
ket and the price of a product. 

What Are Needs and Wants?

How Do Consumer Behaviors  
Affect Prices?

What Are Buying Strategies?

What Is a Buying Plan?

2.1

2.2

2.3

2.4

Spending
Financial Literacy reprint_1p.indb   45Financial Literacy reprint_1p.indb   45 05/12/2024   17:2905/12/2024   17:29



www.ien.edu.sa

Link to digital lesson

46 Financial Literacy

Needs and Wants

Every person has needs and wants. It is important to prioritize paying 

for needs before anything else, as without these you will not be able to 

live. Common needs are:

•	 food 

•	 water 

•	 clothing 

•	 shelter 

•	 medical care. 

Once you have paid for your needs, you can then spend your disposable 
income on your wants according to priority. Examples of wants might 

include:

•	 a new phone

•	 a video game

•	 a big-screen TV.

Luxury items, which are often very costly, often fill emotional wants 

rather than physical needs.

Needs

things you must have for 
survival

Wants

refers to what people desire for 
reasons beyond survival and 
basic needs

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain the difference between needs and wants

•	 explain how financial resources help fulfill needs and wants.

Key Terms

Needs

Wants

Disposable income

Financial resources

2.1 � What Are Needs and Wants?

Disposable income

the income available to spend 
after basic needs have been 
paid for
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The Link Between Resources and Choices

Although people’s financial resources are limited, their needs and 

wants are unlimited and growing. Because most people do not have 

enough financial resources to meet all of their needs and wants, they 

must make choices.

The choices available to a person will be fewer for someone with 

fewer financial resources. This person may need to spend all of his or her 

resources to cover basic needs. For a person with more resources, more 

choices will be available. People who have high disposable incomes can 

consider buying luxury items they may want.

Financial resources

money or other items of value 
that are used to acquire goods 
and services

 � Identify the needs and the wants 
in this picture.

47

LOOKI NG AH E AD

1.	 How can you measure whether you are able to meet your financial 
needs now and in the future?

2.	 Imagine you are in charge of planning a trip for your class. Your 
teacher will give you a budget and some options. Work out the 
best trip you can afford with the budget available.
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Review Questions

Choose the correct answer.

1.	 Which of the following is an example of a need?

a.	 a new laptop

b.	 a new phone

c.	 a bottle of water

d.	 a video game 

2.	 It is more important to spend your money on wants than needs.

a.	 true

b.	 false

3.	 Luxury items are often used to fill emotional needs. 

a.	 true

b.	 false

4.	 Financial resources are unlimited.

a.	 true

b.	 false

5.	 Which of the following is an example of what disposable income may be 

spent on?

a.	 shelter

b.	 medical care

c.	 a new phone

d.	 water

6.	 Which of the following would increase someone’s financial choices?

a.	 having a low-paid job

b.	 high cost of basic needs

c.	 earning a pay rise at work

d.	 losing your job
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How Do Consumer Behaviors Affect Prices? 

A market refers to where businesses sell their products and services. 

Markets can be physical or online. Prices within a market can often be 

similar as businesses try to compete with each other while making a 

profit.

Consumers play a vital role in setting prices in a market economy. 

When consumers shop carefully and wisely, they help keep prices low. 

When consumers do not buy wisely, their actions lead to higher prices 

because of increased demand. 

2.2 � How Do Consumer Behaviors  
Affect Prices?

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify different types of consumer behaviors (rational buy-

ing, emotional buying, and impulse buying)

•	 explain the difference between economizing and optimizing.

Key Terms

Consumer

Market economy

Emotional buying

Impulse buying

Rational buying

Economizing

Optimizing

Value

Overspending

Market economy

production and prices are 
determined by competition 
between privately owned 
businesses

49CHAPTER 2  Spending

Consumer

a person who buys goods or 
services for personal use
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 � What emotions and thought  
processes are used in an  
electronics store?

FI G U R E 2. 2.1
Motives for Emotional Buying

Pride the need to prove how important or rich a person is to others 
(and themselves)

Fashion the need to look and dress like famous people or use similar 
products

Habit a person is used to buying a particular product and does so 
without thinking

Beauty if a product looks beautiful or aesthetically pleasing

50

Consumer Behaviors

Consumers behave in many different ways when shopping. Their behav-

ior depends on many factors, such as scarcity, time, and demand.

Consumer behavior can be divided into three broad types:

1.	 emotional buying

2.	 impulse buying

3.	 rational buying

1.  Emotional Buying

Consumers’ purchasing behaviors are often influenced by their mood. 

For example, when a person is feeling bored, excited or optimistic, they 

may make unwise purchases or spend more than they would other-

wise. This behavior is known as emotional buying. There are different 

motives for emotional buying (see Figure 2.2.1).

Emotional buying

the process of purchasing 
products based on desire rather 
than logic

 � What emotions and thought  
processes are used in an  
electronics store?
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FI G U R E 2. 2. 2
Factors to Consider in Rational 
Buying

Durability How long will the product last and how much does it cost to 
maintain?

Suitability Does the product meet the buyer’s needs and requirements?

Economy Can the buyer afford the product? Is it good value for money?

Safety What safety requirements does the product meet?

Emotional and impulse buying can lead to buyer’s remorse. This is when  

a person later realizes that a poor buying decision was made and the 

product is of poor quality or is not needed. Rational buying often tends 

to be for more high value products which are intended to be used or 

kept for longer periods of time. 

Buying Strategies

There are two basic strategies for rational buying of goods and services: 

economizing and optimizing. Consumers can use the strategy that 

best fits their needs for different goods and services. They should also use  

the strategy that best fits the state of the economy or their bank account  

at the time.

Economizing

saving as much as possible and 
spending money only when 
necessary

Optimizing

getting the highest value for 
the money spent

2.  Impulse Buying

When a person sees something in the store and grabs it without think-

ing, they are impulse buying. Shops usually display low value, con-

sumable items at key points, such as center aisles, the ends of aisles, and 

checkout areas. The sellers are hoping the items will catch the custom-

er’s eye and prompt them to buy without thinking.

3.  Rational Buying

When consumers act in their own best self-interests and use logic 

instead of emotion to make purchasing decisions, they use a rational 
buying strategy. 

There are various different factors to consider in rational buying (see 

Figure 2.2.2).

Rational buying

the process of selecting goods 
and services based on needs, 
wants, and logical choices

Impulse buying

purchasing something as a 
result of a sudden decision, 
without any plans to do so 
beforehand
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Economizing

Consumers are economizing when they save as much as possible and 

spend money only when necessary. Using this approach, consumers:

•	 wait until it is necessary to buy a product 

•	 buy as little as possible and at the lowest price they can find

•	 do not buy large quantities, or more than is currently needed

•	 try to spend as little money as they can for the needed product.

Economizing has its advantages. For example, delaying the purchase of 

something may result in not buying it at all. Economizing can also lead 

to savings and better buying habits. 

When economizing, people may spend little or no money on luxu-

ries. People may also spend less on items for basic needs, such as food 

or clothing. Thus, lower demand for products may lead to lower prices.

 � Why is buying one six-pack of a 
product cheaper than buying six 
individual products?
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Optimizing

When consumers optimize, they place more emphasis on value than 

on the total purchase cost. This strategy takes the form of consumers 

purchasing:

•	 in large quantities to take advantage of discount pricing

•	 products on sale and storing them until needed

•	 high-quality products or services.

For example, if a product that is used often is on sale and can be stored 

over time, a large quantity can be purchased to take advantage of dis-

count pricing. When items are packaged and sold in large quantities, 

the cost per item is usually lower. 

When consumers are optimizing, demand is higher when prices are 

lower. Customers will buy more of a product to take advantage of lower 

prices. Consumers should be careful not to let optimizing lead to over-
spending. Shoppers may be tempted to buy items they do not need 

simply because the items are a bargain.

LOOKI NG AH E AD

How might you optimize your spending if you are saving for an expen-
sive product?

Consider: 

1.	 What are your essential current needs? How much do they cost?
2.	 How much do you spend on the things you want to buy?
3.	 How long would you want to wait before buying the expensive 

product?

Value

the amount of money a product 
is worth, or its usefulness

Overspending

spending more than the 
allocated amount
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Review Questions

Choose the correct answer.

1.	 Which of the following is a motive for rational purchasing?

a.	 pride

b.	 beauty

c.	 value

d.	 habit

2.	 Market prices are only affected by costs, not competition. 

a.	 true

b.	 false

3.	 Optimization occurs when prices are lower. 

a.	 true

b.	 false

4.	 Which of the following options does NOT often lead to an impulse buy?

a.	 low cost

b.	 consumable items

c.	 displayed at checkout areas

d.	 high cost

5.	 High-value products are always the cheapest option.

a.	 true

b.	 false

Financial Literacy reprint_1p.indb   54Financial Literacy reprint_1p.indb   54 05/12/2024   17:3005/12/2024   17:30



www.ien.edu.sa

Link to digital lesson

Buying Strategies

Sellers have strategies to encourage you to buy. As a consumer, you 

should have strategies to help you maximize your purchasing power. 

Some ideas to help you in your role as a consumer are given in the fol-

lowing sections.

Before You Shop

Prior to shopping, there are some things you should do to help make 

the most of your shopping experience. As a consumer, you should take 

the following steps to make the most of your shopping:

1.	 Comparison shop.

2.	 Plan your purchases.

3.	 Pick the best time to shop.

4.	 Research businesses.

2.3 � What Are Buying Strategies?

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify the advantages and disadvantages of comparison 

shopping in different places

•	 identify strategies that consumers can use before, during, 

and after a purchase to help them maximize their purchas- 

ing power.

Key Terms

Comparison shopping

Bankrupt

Unit price

55CHAPTER 2  Spending
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1.  Comparison shop

The Internet is a good resource for comparison shopping. By checking 

competitor websites, you can learn about: 

•	 product prices 

•	 product features

•	 special offers.

There are advantages and disadvantages of online comparison shop-

ping (see Figure 2.3.1). Note that before shopping online, you should 

check the shop to make sure that it is genuine. Otherwise, you risk 

being exposed to electronic fraud.

Advantages Disadvantages

It is quick to visit many different 
virtual locations.

It is hard to judge the quality of an 
item from an image.

You can gain a lot of technical 
knowledge about a product which 
might be difficult to do in store.

There may be limited time offers 
which increase impulse purchasing.

FI G U R E 2. 3.1
The Advantages and Disadvan-

tages of Online Comparison  
Shopping

 � What comparison websites  
have you used? Why have you 
used them?

Comparison shopping

checking prices, brands, and 
quality among several sellers to 
make sure you are getting the 
best deal
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You can also go to shopping malls or stores to comparison shop. There 

are also advantages and disadvantages of comparison shopping in a 

physical location (see Figure 2.3.2).

57

FI G U R E 2. 3. 2
The Advantages and Disadvan-
tages of Comparison Shopping 
in Malls/Stores

Advantages Disadvantages

You can better judge the quality of 
an item.

It takes more time than online 
comparison shopping.

You can check whether an item is 
good value or not.

You do not always have easy access 
to as much information.

You have immediate access to the 
item.

You may not be able to keep notes 
as easily.

To help you comparison shop, it may be useful to keep notes on the prices 

for which an item is sold by different retailers, and any other advantages 

or disadvantages in buying the item from these retailers. An example of 

some comparison shopping notes is shown in Figure 2.3.3.

FI G U R E 2. 3. 3
Comparison Shopping Notes 
for a Smartphone

Notes for New Smartphone

Large phone retailer

•	 Available for SAR 2,599 (saving of SAR 900 compared to the original 
price of SAR 3,499). 

•	 Can have it delivered tomorrow or pick up from showroom today.

Manufacturer’s website

•	 Available for SAR 2,699 reduced from SAR 3,499.
•	 Wider choice of colors and options than at the large phone retailer.

Local mall

•	 May be worth looking in some smaller shops to see if they have a 
better price.

•	 Also, want to test the camera before purchasing although it has good 
reviews online.

2.  Plan your purchases

Prepare a shopping list of the things you need. Decide ahead of time 

what you will buy and approximately how much you will spend. 

Planning ahead will help you avoid overspending or buying items that 

you do not need.

CHAPTER 2  Spending
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3.  Pick the best time to shop

Shopping can be a tiring and stressful activity if you don’t shop at a 

time that works well for you. Do not go shopping when you are very 

sad, angry, hungry, or even unusually happy. Strong emotions can lead 

to impulse purchases which you may later regret. 

4.  Research businesses

To make sure you are shopping at a reputable business, use local guides 

and consult sites where customer reviews are displayed. If shopping 

online, research websites before you place an order. If the price seems 

too good to be true, the product may turn out to be low quality – or, if 

you are exposed to electronic fraud, you might not even receive it.

While You Shop

The following strategies should be used when you shop:

1.  Avoid impulse buying

You can avoid impulse buying by:

•	 taking a list with you when you shop and buying only what is on 

the list

•	 avoiding products on display that attract your  

attention but are unnecessary

•	 not making last-minute purchases at the  

checkout 

•	 not buying something just because it’s  

on sale.

 � Are all items purchased on sale 
good value?
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FI G U R E 2. 3.4
Calculating Unit Prices

The formula for calculating unit prices is:

Price of the item

Number of units per measure

The unit costs of a 5kg bag of white rice that sells for SAR 25 and a 10kg 

bag of white rice that sells for SAR 40 are calculated as follows:

SAR 25
= SAR 5 per kg

5kg

SAR 40
= SAR 4 per kg

10kg

The 10kg bag therefore has a lower unit price, and may be a better buy if 

the consumer thinks they will use all of it.

2.  Read labels

Know ingredients and materials and what they mean. For example, a 

shirt that is 100% cotton will probably shrink if you wash it on a high 

heat and may be uncomfortable in warm weather.

3.  Understand sales terminology

•	 A sale means that goods are offered at a reduced price for a short 

period of time.

•	 Clearance means the business wants to sell old stock to reduce 

storage costs.

•	 Liquidation means the business wants to sell everything right 

away, often if a business is going bankrupt.

4.  Read contracts

If you are making a purchase that requires a contract, be sure to read 

and understand it before you sign it.

5.  Calculate unit prices

The lowest unit price for products of comparable quality is often the 

best buy. Figure 2.3.4 shows how to compute unit prices.

Bankrupt

a person or organization 
declared by law as unable to 
pay their debts

Unit price

the cost of an individual item 
when sold as a multipack
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6.  Determine the quantity needed

A bulk buy option often has a cheaper unit price than a single item. 

However, if the item is perishable and such a large quantity is not 

needed, the higher-priced single item may work out more economical.

7.  Compute total cost

Check the total cost of a product, including additional items (such as 

batteries), shipping and handling charges, finance charges, and other 

additional or hidden costs.

8.  Ask about exchange and refund policies

Make sure you understand what items can be returned, and for what 

reasons, as well as how much time you have to decide if you want to 

return an item.

After You Buy

There are also things customers must do after they make their pur-

chases.

1.  Keep receipts and warranties

For all major purchases, keep receipts and warranties for possible use 

later. A warranty is a statement guaranteeing the quality and perfor-

mance of a product or service. Print out and keep warranty statements 

and sales receipts from online purchases as well.

2.  Evaluate your purchase

You will be evaluating the purchase by deciding if you are satisfied with 

what you have bought. This will help you make better decisions in the 

future. There can be a sense of immediate satisfaction in making a pur-

chase, but this may be short-lived. By evaluating your purchase later, 

you are also teaching yourself that this feeling is often temporary.

3.  Help others shop wisely

Tell others when you have a good experience. Likewise, when you are 

treated unfairly, share those experiences with others. 
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Review Questions

Choose the correct answer.

1.	 Which of the following is a disadvantage of online comparison  

shopping?

a.	 quick process

b.	 lots of technical information

c.	 may increase impulse purchasing

d.	 easier than in-store data gathering

2.	 It is easier to judge the quality of an item by going to a physical location. 

a.	 true

b.	 false

3.	 The best time to shop is when you are very happy.

a.	 true

b.	 false

4.	 While you shop, it is important to:

a.	 make last-minute purchases at the checkout

b.	 read the labels on items you are planning to buy

c.	 ignore sales terminology

d.	 buy items only because they are on sale

5.	 It is important to plan your purchases.

a.	 true

b.	 false

6.	 Which of the following is the best time to shop?

a.	 when you are frustrated

b.	 when you have completed lots of research

c.	 when you are feeling hungry or emotional

d.	 when you are sad

LOOKI NG AH E AD

What products might you be happy to spend more on for quality in 
the future? Why? 

To help structure your answer, consider:

1.	 How long are you likely to keep the product for?
2.	 What is the value of the additional quality?
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How to Be a Responsible Shopper

As a consumer, you should shop responsibly to ensure your financial secu-

rity and freedom. Responsible shopping requires systematic decision  
making. This requires you to be financially responsible by understand-

ing your budget, your shopping aims, and the opportunity cost of 

your choices. Responsible shopping is focused on short-term financial 

planning and managing daily budgets.

Financial Responsibility

It is important to have financial responsibility when you are in charge 

of your own budget. People who are financially responsible are able to 

live a comfortable lifestyle, provide for their own wants and needs, and 

save money for known and unknown future events.

Being financially responsible means you:

•	 buy goods and services in a responsible manner

•	 understand the difference between wants and needs

•	 do not have to borrow money every time something unexpected 

happens, and if you do have to, you are able to repay it in a 

timely manner.

2.4 � What Is a Buying Plan?

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain what it means to be financially responsible

•	 identify the steps involved in creating a buying plan.

Key Terms

Systematic decision making

Opportunity cost

Financial responsibility 

Financial irresponsibility

Buying plan

Criteria

Spending limit

Opportunity cost

the value or benefit given 
up when a choice is made 
between two or more options

Financial responsibility

being able to meet your 
financial goals through planned 
earning, spending, and saving

Systematic decision making

the process of making 
choices that reflect goals by 
considering all of the pros and 
cons along with the costs
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When you are fi nancially responsible, you can make payments as 

agreed and honor your commitments. Your life is structured, you are 

not dependent on others, and you have learned how to manage your 

resources eff ectively.

Financial Irresponsibility 

When people fail to take responsibility for their spending, they are una-

ble to sustain their own lifestyle. This is known as fi nancial irrespon-

sibility. 

Symptoms of fi nancial irresponsibility include the following:

• Bills are not paid in a timely manner.

• There is inadequate food, clothing, and shelter to live a comforta-

ble lifestyle.

• Money is spent on luxury items while basic needs are not being 

met.

• A month’s worth of pay checks do not last the entire month.

• Borrowed money is not repaid in a timely manner or at all.

• Being susceptible to advertisements and celebrity-endorsed 

consumption patterns, which drives individuals to purchase 

unnecessary goods. 

• Money is spent on enjoyment without thinking purchases 

through.

When individuals are unable to meet their needs, there can be high and 

often unpredictable costs. If help is not gained to become fi nancially 

responsible, the costs can become overwhelming. 

Costs of fi nancial irresponsibility can include an unhealthy lifestyle 

and poor health, a lack of recreation and fun, and stress.

This happens to people in all income groups. Making good choices 

begins with using systematic decision making, which can be used to set 

up a buying plan.

Financial irresponsibility

failing to live up to your 
financial obligations to meet 
your goals and needs

Buying plan

an organized method for 
making good buying decisions
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What Is a Buying Plan?

A buying plan will help you maximize limited resources. It may also help 

prevent buyer’s remorse. When you make a major purchase or spend 

a large sum of money, a buying plan can aid in the decision-making 

process.

Creating a Buying Plan

A buying plan, as shown in Figure 2.4.1, is a five-step process that out-

lines what it is that you are hoping to achieve. By clearly defining the 

steps, you will be able to choose wisely. 

1. Spending goal Define your need, want, or spending goal.

2. Item List the item(s) that will satisfy your spending 
goal.

3. Criteria Describe the desired features of the item(s) that 
you want to buy.

4. Timeline Identify when your goal should be met.

5. Spending limit Set an upper limit on how much you can or are 
willing to spend.

FI G U R E 2.4.1
A Buying Plan

Step 1:  Define Your Spending Goal

Any item you buy should be selected to satisfy your needs and/or wants. 

By evaluating your needs and wants before you shop, you will be better 

prepared to make good buying decisions. 

You should also consider how the item relates to meeting the goals 

you have set in your budget or financial plan. Understand that because 

your resources will likely be limited, you may have to forego buying 

other items to make your purchase. Thus, you should consider the 

opportunity cost, or the value of what you give up, when you make 

a choice.

Step 2:  Choose the Item to Buy

Once you have defined your spending goal, you can then choose the 

item that will meet your goals. The process may include making deci-

sions on:
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•	 new or used

•	 high-, medium-, or low-quality

•	 high-, medium-, or low-cost choices.

If you only need the item for a short period of time, you may also con-

sider renting the item instead of buying it.

Step 3:  Define Criteria

Once you have decided to buy a good or service, you should set  

criteria for the item. For an item you want to purchase, the criteria 

could be the desired:

•	 features

•	 functions

•	 quality

•	 cost.

Step 4:  Set a Timeline

For each item you want to buy, decide how soon you want to make the 

purchase. The timeline sets the time frame for making your decision. 

Time frames may depend on:

 � List the criteria that you would 
consider acceptable before you 
shop for a computer.

Criteria

standards or rules by which 
something can be judged
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•	 a specific activity, such as buying new clothing for graduation

•	 the actions of others, such as waiting until a store places the item 

on sale. 

Putting a time frame on each planned purchase will help you prioritize. 

By waiting a day or more, you may decide not to make an impulse pur-

chase.

Step 5:  Set a Spending Limit

Based on the need or want that is being met, how much money are you 

willing and able to spend? By setting a spending limit, you will not be 

tempted to spend more than you have planned. Figure 2.4.2 shows an 

example of a completed buying plan for a tablet and pen tablet.

1. Spending goal To be able to practice digital drawing easily at 
home or on the move

2. Item Tablet and pen tablet (new or used)

3. Criteria Tablet should be small and easy to carry.

Pen tablet should have a good battery life (at 
least 8 hours from fully charged).

4. Timeline 1 year or sooner

5. Spending limit SAR 1,500

FI G U R E 2.4. 2
A Buying Plan for a Tablet and 

Pen Tablet

Implementing a Buying Plan

When you know what type of item or service you need to buy and how 

much you are willing to spend, you can start to gather specific informa-

tion. You will want to know what products and services are available, 

along with their features and prices. 

You may find that you need to revise your buying plan. For exam-

ple, you may learn that a product with the specific features you want is 

not available within your spending limit. When this happens, you must 

change either the criteria or the spending limit.

Spending limit

the maximum amount you are 
willing to pay for an item
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Payment Methods

Each purchase involves two choices – what to buy and how you will pay 

for it. Sometimes your only payment option is cash. At other times, you 

can choose among payment methods. You may be able to pay with a 

Mada or credit card, or take out a personal loan.

Each payment method offers benefits:

•	 Cash can help prevent overspending.

•	 Credit cards provide protection if you have a problem with the 

item purchased and want to dispute the charge.

•	 Loans may be necessary for large purchases such as cars and can 

be spread over a number of years to make the purchase possible.

LOOKI NG AH E AD

How can you develop your ability to be financially responsible when 
making buying decisions?

Making the Purchase

Once you have gathered all of your information and decided on the 

product or service that will best meet your needs, it is time to buy. 

When making a purchase:

•	 check the item carefully to be sure it is in good condition

•	 if the item is in a box, the box should be sealed – if the box has 

been resealed, take the item out and examine it to make sure it is 

not damaged or ask for a sealed box

•	 be sure to keep the receipt as proof for the guarantee 

•	 know the time period within which a product can be exchanged 

or returned if you find something wrong with it

•	 check for delivery costs – you might be able to save money by 

picking up a product yourself

CHAPTER 2  Spending
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•	 for large, durable goods such as cars and computer equipment, 

make sure you review the warranty and check what after-sales 

services are covered.

Evaluating the Purchase

Once you buy the product or service and try it out, you should reflect on 

your purchase. You may find that you feel differently about it after the 

excitement of buying is gone. Sometimes, people buy things as a way 

to feel better, but the satisfaction this brings is often only temporary.

After making a purchase, ask yourself the following questions:

•	 How satisfied am I with the purchase?

•	 Did I follow my buying plan?

•	 Did I get good value for the money I spent?

•	 Does the product or service meet the want or need for which I 

purchased it?
 � What was the last purchase 

you made online? Were you 
satisfied with it?
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Review Questions

Choose the correct answer.

1.	 Which of the following is a benefit of a buying plan?

a.	 creates buyer’s remorse

b.	 maximizes limited resources

c.	 promotes impulse spending

d.	 helps choose products poorly 

2.	 An item should be selected to satisfy wants and needs. 

a.	 true

b.	 false

3.	 It is a good idea to define criteria for your purchase. 

a.	 true

b.	 false

4.	 Which option is NOT related to evaluating a purchase? 

a.	 whether you went shopping alone or with friends

b.	 how satisfied you are with the purchase

c.	 whether the purchase was good value for money

d.	 whether the purchase matches your needs or wants

5.	 Which of the following is NOT usually a goal of a financially responsible 

person? 

a.	 living a comfortable lifestyle

b.	 providing their own wants and needs

c.	 losing all of their financial assets

d.	 saving money for unknown future events

6.	 An opportunity cost is the option or benefit given up.

a.	 true

b.	 false

69

•	 Are there ways I could have done a better job in selecting or  

buying?

•	 If I had to do it over again, would I still purchase the item?

Answering these questions will allow you to learn from your buying 

experience so that you can continue to make good buying decisions. 

Remember, sometimes the right decision is not buying!
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SUMMARY

2.1	 • � Needs are things required for survival, such as food, water, clothing, 
shelter, and medical care. Wants are the things we desire for reasons 
beyond survival and basic comfort.  

• � Limited financial resources limit our ability to satisfy all needs and 
wants, which are unlimited and grow with time. 

2.2	 • � Consumer behaviors include emotional buying, impulse buying, 
and rational buying. 

• � Rational buying strategies include economizing and optimizing. 
When used wisely, these strategies help keep prices low. 

• � Emotional and impulse buying, as well as optimizing, can contribute 
to overspending.

2.3	 • � To maximize their purchasing power, consumers should use buying 
strategies before, during, and after shopping.

• � Comparison shopping helps to determine product prices, features, 
and special offers.

• � Buying should be reviewed to help develop future buying strategies.

2.4	 • � Being a responsible shopper requires financial responsibility, which 
involves planning your earning, spending, and saving to meet finan-
cial goals. Financial irresponsibility will result in the inability to sus-
tain your lifestyle. 

• � Designing a buying plan involves defining your spending goal, 
choosing the item to buy, defining criteria, setting a timeline, and 
setting a spending limit. 

• � Implementing a buying plan involves comparison shopping, choos-
ing among payment methods, making the purchase, and evaluating 
the purchase so you can make better choices in the future.

Chapter 2 Assessment
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Lesson 2.1

Term Your choice Definition
1 Disposable 

income
a refers to what people desire for reasons beyond survival 

and basic needs

2 Financial resources b the income available to spend after basic needs have 
been paid for

3 Needs c money or other items of value that are used to acquire 
goods and services

4 Wants d things you must have for survival

Lesson 2.2

Term Your choice Definition
1 Consumer a purchasing something as a result of a sudden decision, 

without any plans to do so beforehand

2 Economizing b production and prices are determined by competition 
between privately owned businesses

3 Emotional buying c the amount of money a product is worth, or its usefulness

4 Impulse buying d the process of selecting goods and services based on 
needs, wants, and logical choices

5 Market economy e spending more than the allocated amount

6 Optimizing f the process of purchasing products based on desire 
rather than logic

7 Overspending g a person who buys goods or services for personal use

8 Rational buying h saving as much as possible and spending money only 
when necessary

9 Value i getting the highest value for the money spent

Lesson 2.3

Term Your choice Definition
1 Bankrupt a the cost of an individual item when sold as a multipack

2 Comparison 
shopping

b a person or organization declared by law as unable to pay 
their debts

3 Unit price c checking prices, brands, and quality among several sellers 
to make sure you are getting the best deal

KEY TERMS

For each lesson, match the terms listed with their definitions. Write the 
letters of the correct definitions.
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QUESTIONS

1.	 How are wants different from needs? What are some wants that you 
have?

2.	 How do financial resources limit a person’s spending choices?

Lesson 2.4

Term Your choice Definition

1 Buying plan a the process of making choices that reflect goals by 
considering all of the pros and cons along with the costs

2 Criteria b failing to live up to your financial obligations to meet your 
goals and needs

3 Financial 
irresponsibility

c the maximum amount you are willing to pay for an item

4 Financial 
responsibility

d the value or benefit given up when a choice is made 
between two or more options

5 Opportunity cost e standards or rules by which something can be judged

6 Spending limit f being able to meet your financial goals through planned 
earning, spending, and saving

7 Systematic 
decision making

g an organized method for making good buying decisions
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3.	 What is disposable income? How does it affect your spending?

4.	 What is meant by rational buying?

5.	 Explain why emotional and impulse buying often lead to buyer’s 
remorse.

6.	 What is economizing? How does this buying strategy affect con-
sumer demand and prices in a market economy?

7.	 List things you can do while shopping to make better purchase 
decisions.
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8.	 Explain the importance of keeping receipts after you buy a product.

9.	 Discuss things you can do after a purchase to help ensure a better 
shopping experience now and in the future.

10.	 How is systematic decision making related to being financially 
responsible?

11.	 What does it mean to say that a person is financially responsible?

12.	 What are the advantages of using a buying plan?
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EXERCISES

Choose the correct answer.

1.	 Which of the following is an example of emotional buying? 
a.	 someone seeing a snack at the checkout of the grocery store and 

buying it
b.	 someone purchasing a pair of shoes as they have outgrown theirs 
c.	 someone purchasing a surprise vacation for their family
d.	 someone going to the local mall because they are bored and 

making a few purchases

2.	 Which of the following is NOT an example of irresponsible spending?  
a.	 a consumer upgrading their smartphone because the new model 

is a nicer color
b.	 a consumer spending a large amount of money on their family’s 

weekly groceries
c.	 a consumer buying their child an expensive toy because all the 

child’s friends have one
d.	 a consumer spending so much money on wants that they don’t 

have enough left to pay for their needs

3.	 People with limited financial resources have lots of choices. 
a.	 true
b.	 false

4.	 A market economy plays a vital role in setting prices. 
a.	 true
b.	 false

5.	 Which of the following is an accurate description of a motive for 
emotional buying?
a.	 pride
b.	 durability
c.	 economy
d.	 quantity

6.	 Optimization occurs when:
a.	 consumers purchase in small quantities
b.	 products are bought when on sale
c.	 products are used immediately
d.	 low-quality products are purchased
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7.	 Comparison shopping helps make the most of the shopping 
experience. 
a.	 true 
b.	 false

8.	 When planning your purchase, you must:
a.	 have no idea of what you want
b.	 have no budget
c.	 think about how to pay for the item
d.	 forget your shopping list.

9.	 Clearance sales are when goods are offered at a reduced price for a 
short period of time. 
a.	 true
b.	 false

10.	 Which of the following is NOT an important step when creating a 
buying plan?
a.	 define the spending goal
b.	 choose the item to buy
c.	 have no timeline
d.	 define the criteria

11.	 A spending limit sets the minimum amount you are willing to pay for 
an item. 
a.	 true
b.	 false

12.	 Which of the following is NOT correct? When making a purchase you 
should:
a.	 check the condition of the item
b.	 make sure to keep the receipt for the guarantee
c.	 not find out about exchange or return policies 
d.	 check delivery costs
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M I N I C ASE

Yasser’s Vehicle Leasing Business

Yasser has expanded his vehicle leasing business into Riyadh and 
Abdullah, the new manager in Riyadh, has five businesses interested 
in using Yasser’s service. Abdullah now needs to decide which vehicles 
will be available to be leased to customers. 

Yasser has asked Abdullah to create a buying plan, recommending 
which vehicles will be suitable for business customers in Riyadh. 

1.	 Should Abdullah choose cars that meet customer needs or wants? 
Explain your reason. 

2.	 Abdullah needs to create a buying strategy. Explain whether he 
should use an economizing or optimizing rational buying strategy.

 

Abdullah has decided what buying strategy he is going to use. He 
now needs to select cars that will be appropriate for his customers in 
Riyadh. Adbullah has decided to do a comparison shop of other local 
vehicle leasing businesses. 

3.	 What factors will be important to consider when doing the com-
parison shop?
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Saving
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LE SSO N S

When you begin to become fi-
nancially independent and earn 

your own income, it is important to 
save money as well as understand how 
to spend it responsibly. Saving money 
means putting it aside in a safe place 
such as a savings account, often in or-
der to achieve specific financial goals 
such as making a large purchase, in-
vesting, or setting up a business. In this 
chapter, you will look at how to budget 
and make financial plans to ensure that 
you can afford larger future purchases. 
You will also begin to understand how  
inflation affects the value and purchas-
ing power of your money. 

What Is Inflation?

What Is Budgeting?

What Are Record-keeping  
Methods?

What Is Financial Planning?

3.1

3.2

3.3

3.4
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Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain what inflation is and how it is measured

•	 describe how inflation affects purchasing power.

Key Terms

Inflation

Consumer Price Index (CPI)

Retail price

Basket of goods and services

Purchasing power

Time value of money

3.1 � What Is Inflation?

 � How much did a burger  
cost in 2000? How much does  
it cost today?

Inflation

an increase in the general level 
of prices for goods and services

Inflation

In 2011, the average price of a meal for two people at a mid-range 

restaurant in Riyadh was SAR 71.25. Today, the price you will pay for 

the same meal is SAR 185. It is not only food items which cost more – 

everything else does as well. This is due to inflation. Inflation reflects 

how much prices rise over time. 
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Measuring Inflation

Inflation is measured by the General Authority for Statistics in Saudi 

Arabia. Inflation is measured using a tool called the Consumer Price 
Index (CPI). The General Authority measure the percentage change in 

the retail price of a basket of goods and services. The Saudi Arabian 

basket of goods and services usually includes:

•	 food and beverages

•	 housing and utilities

•	 furnishing and household goods

•	 clothing and footwear

•	 transportation and communication.

The CPI compares the prices of the goods and services in the market 

basket to see how they have changed from year to year. For example, if 

the price of an item was SAR 1.00 in the previous year and it is now SAR 

1.12, that is a 12% increase in the price:

SAR 1.12 − SAR 1.00

SAR 1.00

Figure 3.1.1 below shows the inflation rates measured by the CPI since 

2000. 

Consumer Price Index (CPI)

measures the average change 
in prices paid by consumers 
over a period of time for a 
basket of goods and services

Retail price

the price that customers pay for 
goods in stores

Basket of goods and 
services

represents a typical family’s 
spending and is used to 
measure CPI
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FI G U R E 3.1.1
Saudi Arabian Inflation Rate 
2000 to 2022 (Sources: Macro-
trends and the World Bank)

 � Would it have been better for 
someone to buy their first house 
in 2019 or 2020? Why?
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Inflation Versus Purchasing Power

The purchasing power of your Riyal changes over time. 

The value of a Riyal does not remain the same when there is 

inflation. As inflation rises, the true purchasing power of each 

Riyal falls.

Because purchasing power falls over time as inflation 

rises, the wages and salaries that workers earn will buy 

less as prices rise. That means you must earn more 

every year to maintain the same standard of living. 

While employers can increase your pay every year, it 

does not actually mean your standard of living will change: 

•	 If your pay rise is equal to the inflation rate, then your 

standard of living does not change.

•	 If your pay rise is higher than the inflation rate, then 

your standard of living may increase. 

•	 If your pay rise is lower than the inflation rate, then your 

standard of living will decrease.

During times of inflation, you must also consider how the time 
value of money affects purchasing power. The concept assumes 

that prices are rising. 

For example, suppose you purchased a burger for SAR 20 in 

2013. You go back to the restaurant in 2023 with SAR 20 only to 

discover that burgers are now priced at SAR 26:

•	 The money you have today has less value than it did ten years 

ago.

•	 Prices are higher due to inflation. 

•	 SAR 20 today does not buy as many goods and services.

Inflation Versus Gross Domestic Product

A common method used to measure a country’s economic performance 

is gross domestic product (GDP). This is a key term we discussed in 

Chapter 1. The GDP of a country is the total value of all the finished 

goods and services produced within the country’s borders. It includes 

the production of new goods and services that consumers purchase 

Time value of money

a concept that says a Riyal 
you receive in the future will 
be worth less than a Riyal you 
receive in the present (today)

82 Financial Literacy

Purchasing power

the value of money, measured 
by the amount of goods and 
services it can buy
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within the country, such as cars, smartphones, cloth-

ing, and haircuts, as well as government spending on 

infrastructure projects such as roads and highways, 

and basic services like police and defense.

Products exported to other countries are also included 

in GDP. The largest percentage of Saudi GDP is from exports of crude 

petroleum. However, non-oil exports have been growing, and increased 

by 29.4% in the first three months of 2022.

Comparing the GDP over several years is a good indicator of whether 

the economy is strong or weak. When the GDP is growing, the country is 

producing more goods and services. This generally results in more jobs, 

more income for consumers to spend, and a higher standard of living. 

The opposite is true when GDP is falling. 

When evaluating GDP, inflation is a factor. If prices are going up, 

an increase in GDP could be the result of inflation rather than higher 

 � What are the main exports of 
Saudi Arabia?
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LOOKI NG AH E AD

What type of industry do you want to work in when you are older? Is 
this industry highlighted in Vision 2030?

Review Questions

Choose the correct answer.

1.	 Inflation increases the cost of a product over time.

a.	 true

b.	 false

2.	 Which of the following is NOT found in the CPI basket of goods?

a.	 food and beverage

b.	 transport

c.	 crude petroleum

d.	 housing and utilities

3.	 Which of the following has no impact on GDP?

a.	 consumer purchases

b.	 exported goods 

c.	 imported goods

d.	 government spending on infrastructure

4.	 When GDP is falling, the country is producing more goods and services. 

a.	 true

b.	 false

5.	 Which of the following is incorrect?

a.	 The purchasing power of a Riyal does not change over time.

b.	 Inflation changes the value of a Riyal.

c.	 Purchasing power measures the amount of services a Riyal can 

buy.

d.	 As inflation rises, the purchasing power of a Riyal falls.

production levels. For example, if GDP increased by 4% last year, but 

prices in general increased by 2%, then only about 2% more goods and 

services were produced. This is GDP adjusted for inflation.
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3.2  What Is Budgeting?

Budgeting

Budgeting is a critical part of managing your money. The purpose of a 

budget is to plan how you will spend and/or save money. A budget is 

used to record:

•	 income (cash inflows)

•	 expenses (cash outflows).

A budget lists estimated income and expenses to help you create a fi- 

nancial plan.

A budget should be designed to help meet financial goals, such as:

•	 paying for current expenses, such as household bills, member-

ships, and subscriptions

•	 planning medium term purchases, such as a new washing 

machine or car

•	 saving for the future, such as a house or a pension.

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify the purpose of a personal budget

•	 explain how to prepare a personal budget.

Key Terms

Fixed expenses

Variable expenses 

Mortgage

Charitable giving

Variances
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 � What regular bills does a house-
hold need to budget for?

STEP 
1

Begin by looking at the amount you 

have available to spend or save.

STEP 
2

Then decide how much of that 

amount you will save and how much 

you will spend. 

STEP 
3

You must then choose the items or  

services for which you plan to spend. 

To create a budget:

%

%
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Remember that a budget is a plan. Your actual income, savings, and 

spending may not be exactly as planned. You can compare your actual 

spending and savings to the budget to see how well you planned. This 

process will help you create better budgets in the future.

A budget should ideally use a ratio of 50-30-20 to split your income. 

The 50-30-20 rule, which is recommended by the Saudi Central Bank 

(SAMA), means that you should budget:

50% of your income should be spent 

on needs that may consist of:

•	 shelter (rent or mortgage)
•	 food
•	 utility bills
•	 transport.

30% of your income can be spent on 

wants that may consist of:

•	 trips out and vacations
•	 restaurants
•	 branded clothing
•	 fashion accessories.

20% of your income must be set aside 

for savings and investing that may 

consist of:

•	 saving into a bank account
•	 paying off debts
•	 investments.

50%

30%

20%

Budget

NEEDS

WANTS

SAVINGS  
and INVESTING
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Needs can be estimated based on bills, etc., and will often consist of 

regular amounts. Needs are usually inflexible: for example, a person 

cannot decide whether or not they want to pay their rent or electricity 

bill. If your needs take up more than 50% of your income, you should 

compensate by reducing the amount spent on wants.

Preparing a Budget

To prepare a personal budget, there are four simple steps:

1.	 Estimate income.

2.	 Estimate expenses.

3.	 Plan savings.

4.	 Balance the budget.

Figure 3.2.1 shows a sample budget. Look at each part of the budget 

as you read the steps for preparing a budget in the following sections.

FI G U R E 3. 2.1
Personal Budget

Income Weekly (SAR) Monthly (SAR) Yearly (SAR)

Money earned 
through chores

75 300 3,600

Lunch money 
allowance

25 100 1,200

Other 50 200 2,400

Total Income 150 600 7,200

Expenses

Clothes and shoes 25 100 1,200

Lunches 25 100 1,200

Mobile phone bill 25 100 1,200

Entertainment 55 220 2,640

Total Expenses 130 520 6,240

Savings

Deposit to savings 
account

20 80 960

Total Savings 20 80 960

Total Savings and 
Expenses

150 600 7,200
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Step 1:  Estimate Income

You may have many different sources of income. In order to budget 

effectively, you should keep track of where your money comes from and 

how often it is received. 

Because most budgets are prepared once a year, you should cal-

culate income for an entire year. Locate the total estimated yearly in- 

come amount, SAR 7,200, in the budget in Figure 3.2.1. You may receive 

income:

•	 weekly: could be lunch money allowance

•	 monthly: could be allowance

•	 yearly: could be Eid gifts.

No matter when the income is received, it can be accounted for in terms 

of a monthly or yearly budget. If you receive income weekly, multiply 

the weekly amount by 4 to calculate how much that is per month. For 

example, SAR 10 received per week would be SAR 40 a month (round-

ing is okay as long as your total yearly amount is accurate). If you receive 

income once a month, you can multiply it by 12 to get your yearly 

income. 

When you look at the big picture – how much 

money comes in and goes out during an entire year 

– it may change the way you think about money. 

Make a copy of the budget outline in Figure 3.2.1 in 

your notebook or on a computer spreadsheet and 

enter your estimated income for the following year.

Step 2:  Estimate Expenses

Expenses are items for which you spend money. 

Expenses can include:

•	 clothes

•	 lunches at school

•	 subscriptions.

You may also make payments on 

an asset you purchase, such as a car. 

Other expenses are related to living 

 � Why might your spending not be 
exactly as planned?
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costs and entertainment. Keeping track of what you spend will help you 

estimate expenses for the future. If you are trying to control expenses, 

seeing exactly how much you are currently spending for each expense 

can be helpful. Find the expenses amounts in the budget in Figure 3.2.1. 

•	 Are these realistic figures for you? 

•	 Are there any others you could include? 

Fill in your own budget and add in any other expenses you may have. 

Assess whether each expense relates to a need or a want. Remember, 

if your expenses are too high, you may need to reduce spending on 

wants.

Expenses

There are two types of expenses: fixed and variable expenses. 

Regular fixed expenses can include:

•	 rent or mortgage for your family living accommodation
•	 Renters typically have a lease contract stating an annual rent 

amount that does not change for the term of the lease.

•	 Homeowners with a mortgage typically have a contract stating a 

monthly payment to the lender who owns the property until the 

final payment is made. If payments are missed, the homeowner 

can be told to leave the property and may lose all the money paid 

so far.

•	 insurance for your family house and car
•	 This can often be paid monthly or annually.

•	 You cannot legally drive a car in Saudi Arabia without car  

insurance.

•	 car payments if bought using money borrowed from a lender.
•	 Monthly car payments are usually fixed for the term of the loan.

•	 The loan may or may not be secured against the vehicle.

Fixed expenses remain constant each month and must be paid even 

when income is less than expected. If income continues to be less than 

planned, a fixed expense may have to be eliminated. For example, if 

your income goes down because you lose your allowance, you may 

have to sell your smart phone or change to a cheaper plan to elimi-

nate the payments you can no longer afford.

Mortgage

an agreement to borrow money 
with your house as security for 
the borrowed money

Fixed expenses

costs that do not change each 
month

Variable expenses

costs that can go up and down 
each month
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Charitable giving

the act of donating to a 
nonprofit organization to help 
it accomplish its goals (carried 
out through official agencies 
in Saudi Arabia, in line with 
national regulations)

Variable expenses change depending on a number of factors as 

described below. 

Examples of variable expenses are:

•	 gas and electricity bills: When the weather is very hot, the cost of 

cooling your house will go up as you use more energy.

•	 gasoline prices: Expenses can also vary due to changing prices; 

for example, as the price of gasoline rises, your transportation 

expenses will also rise. 

•	 food, clothing, and entertainment: If you have less income or 

higher expenses than expected one month, you may need to 

alter your variable expenses; you may choose to spend less on 

entertainment.

Zakat is a form of charitable giving which is one of the five pillars of 

Islam. Eligible Muslims pay Zakat of 2.5% of their income once a year 

and this is part of a person’s monthly expenses. In Saudi Arabia, all chari-

table giving is carried out through official agencies, in line with national 

regulations.

Step 3:  Plan Savings

Remember that 20% should be allocated to savings first, as people often 

inflate their wants and needs, leaving too little for saving 

unless this is factored in first. It can be difficult to 

reduce spending on wants, but by saving, you 

will have money to pay for future needs, both 

expected and unexpected.

Find the yearly savings amount, SAR 960, in the 

budget in Figure 3.2.1. 

•	 What might you be able to spend this money 

on at the end of the year? 

•	 Would you continue saving for a larger 

purchase?

•	 Is this enough to save each year, or 

would you want to increase your 

weekly/monthly savings?

 � Explain whether you would rather reduce spending 
on lunches or on entertainment.
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Step 4:  Balance the Budget

Find the total of savings and expenses in Figure 3.2.1. This amount 

should be the same as your total income amount. When these amounts 

are the same, the budget is in balance. 

If your savings plus your expenses exceed your income, adjust your 

budget to make them balance. To do this, you will have to lower your 

expenses, save a little less, or increase your income.

If your savings plus your expenses are less than your income, you 

should again adjust your budget to make them balance. However, in 

this case, you can increase your expenses or save a little more depend-

ing on what your priorities are.

Preparing a Budget Analysis

You should not expect income, savings, and expenses to be exactly as 

you planned in a budget. Looking at the variances in your income and 

spending amounts can help you plan better when creating budgets in 

the future. 

Budget variances can be favorable or unfavorable. 

•	 A favorable variance is a positive or desirable change. It occurs 

when you earn or save more than you estimated or spend less 

than you planned.

•	 An unfavorable variance is a negative or undesirable change. It 

occurs when you earn or save less than you estimated or spend 

more than you planned.

Figure 3.2.2 shows budget variances – both in SAR amounts and in  

percentages. 

To calculate the variances in Figure 3.2.2, complete the following 

calculation:

Percentage variance  
for income, savings  
and expenses

=
(Actual − Budgeted amount)

× 100
Budgeted amount 

The percentage variance calculates the variances for the individual rows. 

Therefore, the Total Income percentage variance (7%) is calculating the 

difference between the actual (SAR 750) and budgeted (SAR 700) total 

Variances

the differences between 
planned amounts and actual 
amounts
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figures. It is not calculated by using the previous allowance (+25%) and 

other (−25%) variances, as these would cancel each other out.

When the variance is calculated, it will either be a negative figure 

or a positive figure. It is important to understand the variance being 

calculated.

If the income and savings variance is calculated and they are posi-

tive figures, this means that more income and more savings are being 

generated. This is a favorable response as more income and savings is 

better. If the income and savings variance is negative, this is unfavora-

ble as less income and savings is worse.

FI G U R E 3. 2. 2
Personal Budget Variances  
for a Month

Income Budgeted 
Amount

Actual 
Amount

SAR  
Variance

Percentage 
Variance

Allowance SAR 400 SAR 500 + SAR 100 + 25% (F)*

Lunch money 
allowance

100 100 0 0%

Other 200 150 − SAR 50 − 25% (U)**

Total Income 700 750 + SAR 50 + 7% (F)

Savings

Deposit to savings 
account

80 130 + SAR 50 + 63% (F)

Total Savings 80 130 + SAR 50 + 63% (F)

Expenses

Clothes and shoes 140 126 − SAR 14 − 10% (F)

Lunches 100 100 0 0%

Mobile phone bill 100 100 0 0%

Entertainment 280 294 + SAR 14 + 5% (U)

Total Expenses 620 620 0 0%

Total Savings  
and Expenses

700 750 + SAR 50 + 7% (F)

* (F): Favorable variance
** (U): Unfavorable variance
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Review Questions

Choose the correct answer.

1.	 Which of the following is NOT relevant when planning a budget?

a.	 listing estimated income

b.	 listing estimated expenditure

c.	 creating a financial plan

d.	 recording actual figures

2.	 A financial plan guarantees you cannot overspend.

a.	 true

b.	 false

3.	 Which of the following is NOT an example of a variable expense?

a.	 rent

b.	 electricity bills

c.	 food

d.	 entertainment

4.	 If your savings plus your expenses exceed your income, you can spend 

more money on variable expenses. 

a.	 true

b.	 false

5.	 Which of the following approaches should NOT be used when creating 

a budget?

a.	 Decide what luxury item you want.

b.	 Look at the amount available to spend or save.

c.	 Decide what percentage will be saved.

d.	 Choose the item you can afford.

LOOKI NG AH E AD

How would a budget help you to be more financially responsible? 

However, if the expenses figure is calculated and the result is a positive 

figure, this is an unfavorable variance as the expenses have increased, 

which reduces the amount of money you have available. A negative 

variance in the expenses is therefore favorable as your outgoings have 

reduced.
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3.3  What Are Record-keeping Methods?

Record-keeping Methods

Keeping good records will help you prepare a better budget. You can 

manually keep track of what you are earning, spending, saving, and 

investing by using pen and paper. Or you may find using an electronic 

record-keeping program to be more convenient.

Manual Records

You can keep manual records as logs or journals on paper that 

list types and amounts of income, savings, and expenses. You can 

manually compute your variances and make notations about what to 

change. You will want to keep these journals over time so that you can 

compare them from year to year. 

It is important to keep these records in a safe and secure place. 

This will protect them from fire, liquid, and other forms of damage 

and even misuse by others.

Learning Objective

Once you have completed this lesson, you should be able to:

•	 describe the advantages of electronic versus manual  

record-keeping methods.

Key Terms

Manual records

Electronic records

Spreadsheet software

Manual records

information recorded in  
hard-copy format using pen 
and paper

 � Do you keep good records? Why?
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However, there are some disadvantages of using manual records:

•	 They need lots of space and may be difficult to access in the 

future due to the accumulation of records.

•	 It is hard to make changes neatly.

•	 It can be difficult to locate specific items, figures, or data.

Electronic Records

Many people prefer to keep electronic records on electronic devices. 

The advantages of using computerized systems include:

•	 the ease by which information can be updated, stored, and 

retrieved 

•	 the speed by which new computations and comparisons can 

be made 

•	 privacy, as data can be stored in password-protected files.

Microsoft Excel® is an example of an available software package spe-

cially designed for financial planning and record-keeping. It can be used 

for data entry and budget analysis. Spreadsheet software allows you 

to manipulate data entry and will calculate the results if the required 

formulas are already entered.

You may need to adjust amounts in a budget several times. This can 

become quite tedious if done by pen and paper. 

For example, what if your monthly expenses go up by 8%? How will 

the budget be affected? What if the price of a car you are saving to buy 

goes up by 10% during the time you are saving for it? How much money 

will you need for the car? 

Allowing you to answer “what if” questions easily is one of the 

strengths of a spreadsheet program. When you change a number in 

Excel that is part of a calculation, all other amounts affected are updated 

automatically. 

Because amounts are calculated using formulas, math errors are 

eliminated (assuming you initially entered the formulas correctly). Excel 

also allows you to set up worksheets and link them together. 

A sample budget created in Excel is shown in Figure 3.3.1. Like man-

ual records, electronic records should be protected from unauthorized 

Electronic records

soft-copy formats of your 
financial information stored on 
your computer

Spreadsheet software

computer programs that allow 
you to insert numbers and 
formulas to compute amounts, 
and then easily change them 
later as needed
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uses and users. Passwords will help protect your information. It will help 

to:

•	 prevent fraud 

•	 keep your personal data private.

Also, as with any important files you keep electronically, always keep a 

current backup of your financial records. This ensures that if you delete 

your data accidentally, there is a reserve and up-to-date copy available.

FI G U R E 3. 3.1
Excel Spreadsheet

There are many budgeting apps you can use on your smartphone or 

tablet. These apps can show your accounts, expenses, and income, and 

can help you control your spending and set yourself rules. Some of 

these apps can even sync with the major banks in Saudi Arabia. Before 

using a budgeting app, check the reviews of previous users to ensure it 

is easy to use and has good privacy settings. 
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Review Questions

Choose the correct answer.

1.	 It is important to keep records safe and secure to protect them from fire. 

a.	 true

b.	 false

2.	 Which of the following is NOT a disadvantage of using manual records?

a.	 They need lots of space.

b.	 They can be hacked.

c.	 It is hard to make neat changes.

d.	 It is difficult to locate specific data.

3.	 Which of the following is NOT a correct use of spreadsheet programs?

a.	 data entry

b.	 budget analysis 

c.	 manual writing of logs

d.	 calculation of results

4.	 Passwords will help protect your information safe from fraud. 

a.	 true

b.	 false
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Financial Planning

Financial planning is a formal, medium- to long-term process that in- 

volves carefully examining your current financial situation and thinking 

about your future. Unlike budgeting, it requires a long-term commit-

ment. As part of the financial planning process, you will create a finan-
cial plan. 

The first element of creating a financial plan is to set your personal 
goals, which could include:

•	 getting a college education

•	 starting a business

•	 owning a car 

•	 owning a home.

For each personal goal, you will have a related financial goal. 

•	 For college education, you might need to pay for:
•	 living expenses 

•	 tuition

3.4  What Is Financial Planning?

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain the purpose of a financial plan

•	 identify the steps involved in creating a financial plan.

Key Terms

Financial plan

Personal goals

Financial goals

Short-term goals

Intermediate goals

Long-term goals

Pension

Timeline

Financial plan

a set of personal and financial 
goals, along with steps and a 
timeline for reaching them

Personal goals

things you want to achieve in 
your life

Financial goals

plans for how you will pay for 
your personal goals
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•	 books

•	 other related expenses.

•	 When starting a business, you might need to pay for:
•	 business expenses (software, equipment, advertising, etc.)

•	 incorporation or government fees

•	 taxes.

•	 To own a car or a home, you would need to:
•	 save for a down payment on a car or a house 

•	 have a job that provides enough income to make monthly 

payments.

Budgets and financial plans go hand in hand. However, they are not the 

same. A financial plan is more than a budget. Its purpose is to plan for 

earning, spending, saving, and investing in a way that will allow you to 

achieve your goals in the present and the future. 

By creating a financial plan, you are assuming personal responsi-

bility for your financial health. Some people create a financial plan by 

themselves because their finances are not complex enough to require 

assistance. 

 � What are your personal goals?
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Other people get advice from experts who can help manage resources 

and plan for retirement. Whether you plan by yourself or get advice, you 

will need to complete the five steps of financial planning. These are:

1.	 Gather information.

2.	 Analyze information.

3.	 Set goals.

4.	 Develop a timeline and targets.

5.	 Implement and evaluate the plan.

Step 1:  Gather Information

The first step in financial planning is to gather information. Everything 

related to your finances should be considered. The purpose of gath-

ering information is to look at the state of your finances now – your 

starting point. The following list shows examples of financial records or 

documents that are used to assess your finances. You may not have all 

the items listed at this time in your life. However, items like these may 

become part of your plan later in life:

•	 personal budget

•	 current bank statements

•	 investment account statements

•	 financial contracts for items purchased on credit

•	 any other legal documents related to your finances.

Step 2:  Analyze Information

Take a careful look at the documents and information you have gath- 

ered. 

•	 Find out if any data is missing and take steps to get the data.

•	 Review your current sources of income (cash inflows).

•	 Look at your expenses (cash outflows).
•	 Do you have enough income to pay for your expenses and save 

for the future? 

•	 If not, try to find ways to increase income and/or decrease 

expenses.

•	 Review a current monthly or yearly budget. 
•	 Analyze your expenditure.

•	 Do you earn enough to have a positive lifestyle?

•	 Do you need to spend less and save more?

101CHAPTER 3  Saving
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Step 3:  Set Goals

Two types of goals should be considered when creating a financial plan: 

personal goals and financial goals. 

•	 Personal goals should be set first because your financial goals will 

be based on them. Living in your own apartment, owning a car, 

and taking a two-week vacation are personal goals.

•	 Financial goals may be short-term, intermediate, or long-term 

and describe how you will pay for your personal goals. 

A financial plan with short-term goals tells you on a week-to-week or 

month-to-month basis what you would like to achieve, such as:

•	 saving SAR 400 by the end of the month

•	 purchasing a new smart phone or tablet.

Using monthly and yearly budgets can help you set short-term goals 

which are realistic and achievable, and can be used to motivate you. 

Your financial plan may also include targets that are not short-term 

but need to be planned for in the near future. These intermediate 
goals might be:

•	 saving money for college 

•	 buying your first car

•	 paying for your first international vacation

•	 increasing your yearly income.

These intermediate goals take longer to achieve and also require more 

planning as it can be difficult to save for something that is not immediate. 

Short-term and intermediate-term goals are often stepping stones to  

long-term goals. 

When you begin working full time, you may begin to think about 

things that could help you have a better future, such as:

•	 saving for a private pension, in addition to the mandatory public 

pension so you can have a comfortable old age

•	 saving money for your children’s future, including education

•	 paying off your mortgage as soon as possible.

Short-term goals

things you expect to achieve 
within one week to one year

Intermediate goals

things you wish to achieve in 
the next two to five years

Long-term goals

things you want to achieve 
more than five years from now

Pension

a regular income paid to people 
over the retirement age
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Achieving long-term goals may require you to save money for a long 

time. As part of the goal-setting process, you may experience delayed 

gratification. Doing without an item you would like to buy now in order 

to save money to fulfil an intermediate or a long-term goal is an exam-

ple of delayed gratification. 

You may have a goal of saving SAR 600 per month to help pay for 

your college education. This month, you would like to buy a new pair of 

shoes. However, if you do so, you will not be able to make your savings 

goal. Doing without the shoes now in order to be able to pay for college 

later is an example of delayed gratification.

Step 4:  Develop a Timeline and Targets

Goals must be measurable which means you must plan a timeline for 

putting your goals into action. A timeline is a visual display of how long 

it will take to achieve each phase of your plan. Before creating a time-

line, be sure your goals are prioritized based on how soon you need or 

want to achieve them. For each personal goal, there may be a financial 

goal you must first achieve. Financial goals can further be divided into 

parts or steps. 

For each step, consider:

•	 how long it will take to complete

•	 a target date for completion 

•	 targets for your goals.

Targets may consist of steps or specific actions to take. As you hit each 

target, you will be another step closer to achieving your overall goal. 

The record showing the goals you intend to accomplish with timelines 

and targets is your financial plan. 

A sample financial plan for one goal is shown in Figure 3.4.1.

Timeline

a visual display of how long it 
will take to achieve each phase 
of a plan

LOOKI NG AH E AD

What long-term goals do you have?
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FI G U R E 3.4.1
A Financial Plan (One Goal)

FINANCIAL PLAN
Updated April 1, 20XX

Personal 
Goal

Financial 
Goal

Targets Timeline

Have my 
own car

Buy a car 1. � Save money for a 
down payment (SAR 
12,000)

5 years

  • � Set aside SAR 200 
per month

Once per month

  • � Open a separate 
account for money 
saved

Schedule for  
April 15

2.  �Get a job that 
provides enough 
income to make 
monthly payments

2 years

Step 5:  Implement and Evaluate the Plan

Once you have decided on your personal and financial goals, begin 

working toward achieving them. Check off the items on your timeline 

as they are completed. Set new targets if you learn about other ways 

to meet your goals. Most importantly, look at your financial plan regu-

larly. At least once each year, you should evaluate the financial plan and 

revise it as needed. 

In doing so, consider the following questions. Some of them may 

apply now. Others may not apply to you for a few, or many, years.

•	 Is your income steadily growing over time? If so, by what amount 

and percentage?

•	 How are your spending habits changing? What types of things 

are you buying (needs versus wants), and what are your purchas-

ing plans over time?

•	 Who else depends on your income? What will they contribute? 

What needs will they have?
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Review Questions

Choose the correct answer.

1.	 Financial planning requires a short-term commitment. 

a.	 true

b.	 false

2.	 Which of the following is NOT an example of a personal goal?

a.	 getting a college education

b.	 owning a car

c.	 owning a home

d.	 paying for tuition

3.	 Which of the following is NOT an intermediate financial goal?

a.	 purchasing a new phone

b.	 saving money for college

c.	 paying for a first international holiday

d.	 increasing annual income

4.	 A target is a visual display of how long it will take to achieve each phase 

of a plan. 

a.	 true

b.	 false

•	 What new goals do you need to add and plan for? 
•	 Do you need a plan to pay for a college education? 

•	 Is it time to plan for retirement?

As your personal and family goals change, your financial plan should be 

updated to reflect new goals.
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SUMMARY

3.1	 • � Inflation is an increase in the general price levels of goods and  
services and is measured by the Consumer Price Index (CPI). Inflation 
reduces purchasing power.  

• � CPI is a measure of the average change in prices paid by a typical 
family over a period of time for a basket of goods and services.   

• � Inflation affects the purchasing power of money, which falls as  
inflation rises.

• � Gross domestic product (GDP) is a common measure of a country’s 
economic performance and includes the production of new goods 
and services, government spending, and exports.

3.2	 • � Budgeting is a critical part of making good financial choices. It  
allows you to analyze what you are spending and saving, and make 
changes as needed.

• � Budgeting is a four-step process where you estimate income, esti-
mate expenses, plan savings, and balance the budget.

• � A variance is the difference between a planned amount and the  
actual amount of an income or expense item in your budget. Ana-
lyzing your variances will help you plan spending and saving better 
in the future.

3.3	 • � Manual and electronic record-keeping methods will help you stay 
organized and prepare better financial records. Electronic methods 
have various advantages over manual methods.

• � Passwords help to protect your information and keep it safe from 
fraud.

3.4	 • � Financial planning involves examining your current financial situa-
tion and thinking about your future. It also involves creating a finan-
cial plan that contains goals, targets, and timelines. 

• � Five steps in financial planning are (1) gather information, (2) analyze 
information, (3) set goals, (4) develop a timeline and targets, and  
(5) implement and evaluate the plan.

Chapter 3 Assessment
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Lesson 3.1

Term Your choice Definition
1 Basket of goods 

and services
a the price that customers pay for goods in stores

2 Consumer Price 
Index (CPI)

b an increase in the general level of prices for goods and 
services

3 Inflation c the value of money, measured by the amount of goods 
and services it can buy

4 Purchasing power d measures the average change in prices paid by 
consumers over a period of time for a basket of goods 
and services

5 Retail price e a concept that says a Riyal you receive in the future will be 
worth less than a Riyal you receive in the present (today)

6 Time value of 
money

f represents a typical family’s spending and is used to 
measure CPI

Lesson 3.3

Term Your choice Definition
1 Electronic records a computer programs that allow you to insert numbers and 

formulas to compute amounts, and then easily change 
them later as needed

2 Manual records b soft-copy formats of your financial information stored on 
your computer

3 Spreadsheet 
software

c information recorded in hard-copy format using pen and 
paper

Lesson 3.2

Term Your choice Definition
1 Charitable giving a an agreement to borrow money with your house as 

security for the borrowed money

2 Fixed expenses b the act of donating to a nonprofit organization to help it 
accomplish its goals (carried out through official agencies 
in Saudi Arabia, in line with national regulations)

3 Mortgage c the differences between planned amounts and actual 
amounts

4 Variable expenses d costs that do not change each month

5 Variances e costs that can go up and down each month

KEY TERMS

For each lesson, match the terms listed with their definitions. Write the 
letters of the correct definitions.
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Lesson 3.4

Term Your choice Definition

1 Financial goals a things you want to achieve in your life

2 Financial plan b things you expect to achieve within one week to one year

3 Intermediate goals c a regular income paid to people over the retirement age

4 Long-term goals d a set of personal and financial goals, along with steps and 
a timeline for reaching them

5 Pension e things you want to achieve more than five years from now

6 Personal goals f a visual display of how long it will take to achieve each 
phase of a plan

7 Short-term goals g plans for how you will pay for your personal goals

8 Timeline h things you wish to achieve in the next two to five years

QUESTIONS

1.	 What is inflation? 

2.	 What is purchasing power? How is it affected by inflation?

3.	 What is gross domestic product? Why is it a good idea to compare it 
over several years?
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4.	 What is a budget? Why might you update it monthly?

5.	 Why is the first step (Estimate Income) in preparing a budget so 
important?

6.	 What are fixed expenses? How are they different from variable 
expenses?

7.	 Why is it important that a budget is balanced? 

8.	 If your budget does not balance, what can you do to bring it into 
balance?

Financial Literacy reprint_1p.indb   109Financial Literacy reprint_1p.indb   109 05/12/2024   17:3105/12/2024   17:31



110 Financial Literacy

9.	 Why is a good record-keeping system important?

10.	 What is the purpose of a financial plan?

11.	 Explain one type of information or document that should be gath-
ered as the first step in creating a financial plan.

12.	 What is the difference between short-term, intermediate, and long-
term goals?
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EXERCISES

Choose the correct answer.

1.	 Your standard of living will increase if:
a.	 your pay rise is equal to the inflation rate 
b.	 your pay rise is higher than the inflation rate
c.	 your pay rise is lower than the inflation rate
d.	 you do not have a pay rise

2.	 Inflation decreases the general level of prices for goods and services. 
a.	 true
b.	 false

3.	 When GDP grows, there are generally more jobs available. 
a.	 true
b.	 false

4.	 A budget shows how much money you earned last year. 
a.	 true
b.	 false

5.	 Which of the following is a budget NOT needed for?
a.	 paying current expenses
b.	 paying past expenses
c.	 planned medium-term purchases
d.	 pensions

6.	 Which of the following is NOT an expense?
a.	 clothes and shows
b.	 lunches
c.	 mobile phone bill
d.	 allowance

7.	 Manual records are usually kept on computers. 
a.	 true 
b.	 false

8.	 An advantage of electronic records is:
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a.	 they can be damaged by fire
b.	 they use lots of space
c.	 it is hard to make neat changes
d.	 the speed at which comparisons can be made

9.	 Math errors are eliminated due to formulas in spreadsheets.
a.	 true
b.	 false

10.	 Which of the following is a potential financial goal?
a.	 to get into debt
b.	 to have no income
c.	 to save for a car
d.	 to spend all your money

11.	 Personal goals are how you will pay for your financial goals. 
a.	 true
b.	 false

12.	 Which of the following is NOT a financial document used to assess 
your finances?
a.	 a bank statement
b.	 a will
c.	 a birth certificate
d.	 an insurance policy
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M I N I C ASE

Yasser’s Vehicle Leasing Business

Abdullah, the manager in Riyadh, has been working for Yasser’s vehicle 
leasing business for one year and has been very busy. He has been 
living in a small apartment which is very cheap. Abdullah has enjoyed 
an active social life and always buys the latest technology. He recently 
visited a friend who lives in a luxury apartment and began to think 
about his own future and finances.  

1.	 Abdullah wants to begin planning his future finances. Should 
Abdullah create a personal budget? Explain why a budget would 
or would not be helpful for him.

2.	 Abdullah has decided to keep good records of his spending. 
Recommend whether Abdullah should use manual or electronic 
records.

 

Abdullah has decided that he wants to buy an apartment. He has done 
some research and thinks that he will need to make a down payment 
of SAR 100,000 if he bought the apartment today. He thinks he will be 
able to save SAR 100,000 in five years. 

3.	 Will saving SAR 100,000 in five years be enough for a down pay-
ment? Explain the impact of inflation on Abdullah’s target? 
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How can you grow the value of your 
money? 

Investing
Financial Literacy reprint_1p.indb   114Financial Literacy reprint_1p.indb   114 05/12/2024   17:3105/12/2024   17:31



115

LE SSO N S

Saving and investing can help you  
accomplish short-term, interme-

diate, and long-term goals. Although 
some aspects of saving and investing 
overlap, there is a difference between 
the two. 

Savings can provide for your short-
term needs and goals. Once you start 
setting aside money on a permanent 
basis, you will be in a position to make 
investments and grow your wealth. 
Through sustained saving and invest-
ing, you will be able to achieve your 
personal financial goals. Your plan 
should be based on solid principles of 
investing. Consider the risk involved 
and the amount you can expect to 
earn.

How Are Saving and  
Investing Related?

What Are the Benefits  
of Investing?

What Are Your Investing Options?

How Can You Protect Financial 
Resources?

4.1

4.2

4.3

4.4

Investing
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The Relationship Between Saving and Investing

It is important to ensure that you have savings. Savings, or deferred 

spending, is money not spent today which allows for needs to be met 

in the future. Saving money is important because:

•	 You are planning for planned future needs and wants, such as 

vacations.

•	 You have money available for emergencies, such as emergency 

smart device repairs.

•	 You have money available for unplanned spending, such as if 

your television needs replacing. 

When you are saving money, the emphasis is on safety of principal.  
A bank savings account is a good, safe way to save because your  

money is safe from destruction. For example, if your house burned 

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain the relationship between saving and investing

•	 describe the features of the Saudi Social Development Bank’s 

Zawd Al Ajyal savings program

•	 explain how savings and investments provide security and 

wealth.

Key Terms

Safety of principal

Depreciating asset

Investing

Emergency fund

Contingencies

Liquidity

Illiquid

Appreciating asset

4.1 � How Are Saving and  
Investing Related?

Safety of principal

protecting the money in your 
savings account
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down and you had money inside, you would lose all your money. If a 

bank burned down, you would not lose your money.

However, if you save your money in a bank account (or at home), the 

value of your money decreases over time. It is a depreciating asset. 

This means that you may need a strategy to ensure large amounts of 

money do not lose their value.

Therefore, when savings accumulate above what you might need for 

short-term goals and emergencies, you have money that can be used 

for investing. 

The purpose of investing is to save money and make the value of 

your money grow every year. There are many ways you can invest, for 

example:

•	 Purchasing real estate, such as a house; this is both a financial 

investment and an investment into your future security.

•	 Buying shares of stock in a corporation; this is mainly a financial 

arrangement. 

 � Do you have any savings?  
Why?/Why not?

Depreciating asset

an asset that loses value  
over time

Investing

a strategy to increase the value 
of your money faster than the 
rate of inflation

117
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Your hope is that the house and stocks will increase in value over the 

years that you own them. That way, you will have more money when 

you sell the investments than when you bought them. Saving and 

investing are related, because it is the setting aside of money (savings) 

that provides the funds that can be used for investing.

The key difference between saving and investment is that saving 

comes with no (or extremely limited) risk, whereas investing involves 

risk but also the possibility of growing your money. People who make 

investments rather than saving need to be sure that they have an 

emergency fund in a savings account that they can access quickly if 

they need to.

Savings Provide Security

When you set aside money, you have a reserve or emergency fund 

that you can count on. An emergency fund gives you a sense of secu-

rity – knowing you can take care of contingencies when they arise. 

For example, suppose you are playing a video game with your friends, 

and your computer crashes and will not restart. You will need money 

to pay a technician to fix your computer, or you may even need to buy 

 � How much did your smart phone 
cost new? How much can you sell 
it for today? Why?

Emergency fund

an amount of money set aside 
for unplanned expenses

Contingencies

unplanned or possible events
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a new one. An emergency fund will provide for contingencies like this. 

Experts recommend that a person set aside six months’ salary in this 

emergency fund. It is important that this money is liquid. Liquidity is 

important because:

• Emergencies often require you to access your money immedi-

ately.

• If your cash is illiquid, you may need to sell your assets at a 

reduced cost.

• You may fi nd it diffi  cult to sell illiquid assets.

For example, a regular savings account is very liquid because you can 

withdraw your money at any time without penalty. An asset such as 

a house is very illiquid because it can take a long time to sell. Some 

assets such as stocks would be regarded as semi-liquid because they 

can be sold relatively quickly, but not as quickly as one could simply 

withdraw money from a bank. In addition, selling stocks in a hurry 

might mean selling them at less than the price that you paid for them, 

resulting in a loss of money.

Within your plan for fi nancial security, it is important to have some 

liquid assets that are available to cover unexpected needs.

Zawd Al Ajyal Savings Program

The Social Development Bank has developed a three-year savings pro-

gram which aims to educate Saudi children and young people from six 

to 18 years old. This interactive banking program encourages savings 

and fi nancial understanding using fi nancial incentives, awareness, and 

educational materials, all under the guidance of parents.

The main features of the savings program are:

Liquidity

a measure of how quickly an 
asset can be turned into cash

Managing children’s expenses and savings 
The program helps children to manage their expenses and 
savings by using parental controls and limits.

Learning opportunities
Young people will be able to try out new ideas and tools 
throughout the program, building a strong base of financial 
literacy.

Illiquid

an asset that cannot be easily 
sold or exchanged for cash 
without a loss in value
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As well as improving young people’s long-term fi nancial literacy, the 

program has a very attractive short-term benefi t. It off ers fi nancial 

incentives every month and quarter. The fi nancial incentives are:

• monthly cash rewards (up to a maximum of SAR 15)

• monthly draws and prizes of up to SAR 100 and quarterly prizes 

of SAR 300.

Families are able to register for the program online. The website pro-

vides information and advice on how to sign up, including telephone 

numbers and physical offi  ces for those who are not comfortable sign-

ing up online. 

The Social Development Bank has a number of programs aimed at 

young people looking to save money for specifi c projects. For those 

earning less than SAR 12,500 who want to get married, there is a Mar-

riage Financing account. For those who are interested in their business 

careers, there is the Entrepreneurial Finance (Nafath) service. Nafath 

aims to make young people fi nancially suffi  cient and especially helps 

those who are working as freelancers.

An electronic money jar
This program provides a money jar to digitally save small 
amounts of money.

No administrative fees
Many bank accounts charge users money to manage their 
finances, however this educational savings program is free.

A 3-year program
This savings program lasts for three years, and provides lessons 
and instructions on elements such as saving and money 
management.

Bonuses
Young people will have incentives to achieve bonuses every 
month, as well as being able to achieve bonuses at regular 
intervals.

Sharia-compliant
This program teaches young people to understand finance in 
accordance with religious guidelines.
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LOOKI NG AH E AD

What appetite for risk do you think you have for investing money?

Investments Provide Wealth
As investments continue growing, they lead to an increase in wealth. 

Wealth is the total value of the assets that you build up over time such 

as:

•	 stocks and shares

•	 houses and land

•	 appreciating assets, such as artwork or rare vehicles.

Investing and Inflation

Most investments that are considered long-term, strategic choices are 

designed to stay ahead of inflation:

•	 When your investments are growing at a faster rate than the rate 

of inflation, you are accumulating wealth.

•	 When inflation is growing faster than your investments, your 

wealth is shrinking.

It is important to make good investment choices with your savings, 

which will lead to increased value over the long run. With any invest-

ments, you have the potential for great gain. However:

•	 you do not know how much you will earn on the money you 

invest—this depends on the success of your investment choices

•	 you may even lose the money you invest—some investments 

may fail and all of the money invested could be lost

•	 the higher the potential gain, the higher the risk.

With some investments, you may have temporary setbacks due to 

market conditions that are beyond your control, such as world events 

or the popularity of a brand. However, your gains from investments will 

usually exceed your losses over the 30- or 40-year period you could be 

investing money.

Appreciating asset

any asset which increases in 
value
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Review Questions

Choose the correct answer.

1.	 Savings allow for needs to be met in the future. 

a.	 true

b.	 false

2.	 Which of the following is NOT a benefit of saving?

a.	 It allows you to meet future needs. 

b.	 You have money available for emergencies.

c.	 Your money can be invested and grow every year.

d.	 The value of your savings can decrease over time. 

3.	 Which of these statements about investing savings is NOT correct?

a.	 you do not know how much you will earn on investments

b.	 your investment is 100% guaranteed

c.	 the higher the gain, the higher the risk

d.	 you may lose your investment

4.	 When inflation is higher than your gain from investment, your wealth is 

increasing.

a.	 true

b.	 false

5.	 Which of the following is NOT liquid?

a.	 cash

b.	 a house

c.	 a bank savings account

d.	 a product which can be sold quickly for the full value

6.	 It is important to have a plan for contingencies.

a.	 true

b.	 false
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The Benefits of Investing

Investing money is important because it means you are planning for 

future needs and wants. It helps you meet your financial goals and 

provide for your future financial security. There are many reasons for 

investing, however three of the most important are:

1.	 to meet life goals

2.	 to protect your money from inflation

3.	 to save for retirement.

1.  To Meet Life Goals

Investing can help you to reach your long-term goals to maintain, or 

even upgrade, your lifestyle. 

Investing means you may build wealth to buy a large item like a car 

or a house, or pay for a child’s international education. 

For instance, if you invested SAR 1,000 in 2010 into Tadawul All 
Shares Index (TASI), your investment today would be worth SAR 1,419 

– a 42% increase on your capital. As shown in Figure 4.2.1, the highest 

annual return during the 2010–2020 period was 25.5% and, although 

the lowest was −17.1%, the value of your investment increased in the 

long term.

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify three key benefits of investing.

Key Terms

Lifestyle Tadawul All Shares Index (TASI)

4.2 � What Are the Benefits of Investing?

123CHAPTER 4  Investing

Lifestyle

the habits, tastes, moral 
standards, and economic 
level that, combined, are the 
normal standard of living of an 
individual or group

Tadawul All Shares Index 
(TASI)

the Saudi Arabian Stock 
Exchange
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FI G U R E 4. 2.1
Annual Performance of Tadawul 
All Shares Index in Saudi Arabia 

2010 to 2020
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2.  To Protect Your Money From Inflation

Investing helps protect your money from inflation. If you have savings 

which you do not invest, you will lose money over time. 

3.  To Save for Retirement

The government pension in Saudi Arabia (2022) is calculated by using 

a person’s average monthly earnings during the last two years of work-

ing, up to a monthly maximum figure. Men and women must be at 

least 60 years old, and must have met certain other conditions. 

In order to make sure that all Saudi citizens who have contributed 

are able to have a satisfactory standard of living, the government 

ensures there is a minimum amount paid to those who have retired. 

It is important to predict what your outgoings will be when you 

retire and assess whether the government pension will cover your 

wants and needs.
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 � Will the government pension 
be enough for you to enjoy your 
retirement?

Review Questions

Choose the correct answer.

1.	 Investing is not necessary for your future financial security. 

a.	 true

b.	 false

2.	 Which of the following is NOT a benefit of investing?

a.	 you will meet your life goals

b.	 you can lose all your money

c.	 your assets will be protected from inflation

d.	 you can save for retirement

3.	 Which of the following statements about pensions is incorrect?

a.	 Men can save for government pensions.

b.	 Women can save for government pensions.

c.	 There is a minimum government pension age.

d.	 There is a maximum government pension age.

4.	 Men and women have the same retirement age.

a.	 true

b.	 false

125CHAPTER 4  Investing
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Investment Goals

There are three main goals of investing:

1.	 Safety of capital: although no investing is completely safe, 

the safest investments are usually government-issued Sukuk 

and bonds, which the government and government-owned 

companies use to borrow money for investing in large capital 

projects like Neom.

2.	 Income: investors want to receive regular returns from their 

investment which often involves more risk. This means the 

investment is likely to keep up with inflation but may be riskier.

3.	 Capital growth: when the investor sells the asset, the selling 

price should be higher than the purchase price.

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain the differences between long-term and short-term 

investment

•	 compare the features and benefits of different investment 

options such as T-bills, Sukuk, bonds, and stocks. 

Key Terms

Short-term investment

Long-term investment

Dividend

T-bills

Maturity

Sukuk

Bond

Stock 

Equity

Share 

Money market mutual fund

Yield

Crowdfunding

4.3 � What Are Your Investing Options?
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There are two types of investment, short term and long term. 

Short Term

Short-term investment goals are usually for three years or less – they 

can even be for less than one year. The aim should be a low level of 

risk and a high level of security of capital. The investor doesn’t want to 

lose any money when they need to sell an investment to get their cash. 

SHORT-TERM GOAL EXAMPLES

Deposit for an 
apartment or 

mortgage

Emergency 
fund

Vacation

Remember:

•	 Investing for the short term means that you are unlikely to earn 

much of a profit.

•	 The riskier the investment, the higher the potential reward or 

loss.

Long Term

Long-term investment goals are at least four to ten years in the 

future. Due to the length of the investment, the level of risk can be 

higher as the investor does not plan on accessing their cash quickly. 

Long-term investing requires the shares to have regular annual divi-

dends which can be reinvested. 

Short-term investment

assets that can be converted 
into cash, or can be sold 
within a short period of time – 
typically within 1–3 years

LONG-TERM GOAL EXAMPLES

Children’s 
education 

fund
Retirement

Vacation  
home

Long-term investment

assets that an individual or 
company intends to hold for a 
period of more than three years
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Remember:

• Long-term investments can have a higher risk as it does not 

matter if the price rises or falls every day, as long as the share 

prices are stable, and the company pays dividends.

• Long-term investments will be spread between companies with 

income return and capital growth potential.

• Long-term investments are much less liquid than short-term 

investments.

Investment Tools

There are many ways to invest, depending on the level of risk accepted 

and the interest of the investor into the process. Investors often invest 

small amounts of money monthly. Therefore, choosing their own 

investment may not be the best strategy. The section below explores 

some of the investment tools available.

T-bills 

T-bills are a very safe form of investing. Governments need to raise 

capital from the stock exchange to fi nance short-term projects and a 

T-bill can reach maturity in as little as four weeks up to 52 weeks. As 

the money is loaned to the government the investment is very secure, 

however it has a very small return:

• The government promises to pay the buyer, e.g. SAR 1,000 in four 

weeks.

• The government sells the T-bill at a discount to the buyer at SAR 

990.

• The diff erence is the return received for the investment.

Bonds and Sukuk

The terms Sukuk and bond refer to securities with a longer-term goal. 

These investments may be for 10 years, 20 years, or even longer.

• Sukuk
• The owner of a Sukuk certifi cate buys an asset (e.g. machinery) 

and has ownership of the machinery as long as they have the 

certifi cate.

Dividend

part of the profit of a company 
that is paid to shareholders

T-bills

short-term debt obligation 
issued by the Saudi Arabian 
treasury and backed by the 
Saudi Arabian government with 
a maturity of less than one year

Maturity

the date on which a debt must 
be paid in full

Sukuk

a Sharia-compliant bond-like 
instrument used in Islamic 
finance representing a direct 
asset ownership interest

Bond

an indirect debt obligation 
issued by governments and 
businesses
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Equity

the money value of a property 
or business after debts have 
been subtracted

Share

allows the owner of the stock to 
own a portion of the company’s 
assets and profit

Stock

a financial instrument represen-
ting the ownership of a fraction 
of the issuing company

•	 The organization selling the certificate promises to buy back the 

Sukuk at a future date.

•	 The certificate owner receives a share of the earnings generated 

by the asset.

•	 bond
•	 The owner of a bond certificate provides finance, however there is 

no asset attached to the purchase.

•	 The organization selling the certificate promises to buy back the 

bond at a future date.

•	 The organization selling the bond pays a fixed amount every 

month to the bond holder.

Stocks
Stocks are bought and sold on the stock exchange. These form the 

majority of an investor’s portfolio. Stocks are sold to raise funds to 

operate a business. This equity allows the owner a share of the assets 

and profits of the business until the share is sold. A stockholder does 

not own the company as the company is legally owned by itself. Own-

ing stock means a stockholder is able to:

•	 vote in shareholder meetings

•	 receive dividends

•	 sell the shares to another person.

Money Market Mutual Funds

A money market mutual fund allows a large number of smaller 

investors to invest directly into a variety of short-term shares. As these 

are usually issued in large numbers, a single investor may not be able 

to purchase them. The yield on these investments are usually low as 

there is often little risk involved. 

Cryptocurrency 

A cryptocurrency is a digital currency that is not reliant on a central 

authority, such as a government or bank. The most famous example 

is Bitcoin. Some people boast of making money trading on cryptocur-

rency; however, this is extremely risky. Unlike most schemes through 

banks or governments, cryptocurrency is not protected, and crypto-

Money market mutual fund 

an alternative to the checking 
accounts, savings accounts, and 
savings certificates issued by 
banks

Yield

a method of measuring the 
return for an investment 
over a set period of time as a 
percentage
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currency exchanges are subject to scams and theft through hacking. 

The currencies also have unpredictable rises and falls in their costs, 

meaning somebody could invest a lot of money only to find it become 

worthless. As a result of these dangers, some countries have begun to 

restrict or ban cryptocurrency exchanges.

Crowdfunding

New companies often have difficulty raising finance from traditional 

investment options, such as banks and the stock exchange, as they 

have no trading history and investors are unwilling to trust them with 

capital. In order to purchase materials and pay rent, new companies 

can crowdfund capital. 

Crowdfunding has advantages for both companies and investors (see 

Figure 4.3.1).

 � What is a successful crowdfunded 
product in Saudi Arabia? What were 
the investor rewards?

FI G U R E 4. 3.1
Advantages of Crowdfunding

Advantages for Companies Advantages for Investors

It is a fast method of raising 
finance with little or few fees.

Small, easily accessible investment 
opportunities are available.

It can be a valuable form of 
marketing and promotion.

If equity is purchased, there is 
a potential for large returns on 
investment if the business is 
successful.

It can be a method of gaining 
feedback and expert advice from 
interested investors.

Investors have an opportunity to 
buy or receive the product for free, 
or at a very reduced cost, before 
anyone else.

Crowdfunding

the use of small amounts of 
capital from a large number of 
individuals to finance a new 
business venture
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Review Questions

Choose the correct answer.

1.	 There is only one way to invest your money. 

a.	 true

b.	 false

2.	 Which of the following is NOT an example of a long-term goal?

a.	 a child’s education fund

b.	 an electronic games console

c.	 retirement

d.	 a vacation home

3.	 Which of the following is NOT a stock market investment tool?

a.	 mortgage

b.	 T-bill

c.	 stock

d.	 Sukuk

4.	 A vacation is a short-term goal. 

a.	 true

b.	 false

5.	 Which of the following is NOT an investment opportunity?

a.	 buying a property

b.	 buying a computer game

c.	 paying into a pension

d.	 buying shares

6.	 Every person has the same attitude to risk.

a.	 true

b.	 false

CHAPTER 4  Investing
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Do you leave your front door wide open when you go on vacation? 

Do your parents leave the keys in their car when they are at work? It is 

important to make sure that you keep your assets safe to protect them 

from theft or misuse. 

Learning Objective

Once you have completed this lesson, you should be able to:

•	 identify ways you can protect your financial resources

•	 explain the key points of the “Be Careful Campaign”.

Key Terms

Two-factor authentication (2FA)

Phishing

Phisher

Hacker

Identity theft

Fraud

4.4 � How Can You Protect Financial  
Resources?

 � How could you be affected if 
another person knew your social 
media and bank passwords?
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Protecting Financial Wealth

In the same manner, you must also protect your fi nancial wealth. There 

are a number of steps you can take to avoid losing your money.

• Deal only with fi nancial advisers and fi nancial institutions that 

you know and trust. Before working with a new fi nancial adviser, 

research his or her background. Research can be done by:
• asking friends, colleagues, and families for recommendations

• asking for recommendations from trusted organizations such as 

the Tadawul

• using online review forums.

• Be aware of the economy and its impact on your fi nancial situ-

ation, and know when to ask questions and when to make your 

investment decisions. You can do this by:
• reading and watching news from reliable sources

• reading trade and business journals related to your investments

• understanding the wider global economy and how it aff ects 

investments.

• Keep good records and verify account balances regularly. This 

can be done by:
• using electronic record-keeping methods

• downloading apps from your bank and trading accounts

• setting aside a regular weekly time slot to review your fi nances.

• Keep your monthly statements in a safe place:
• if your statements are paper based, keep them in a locked drawer 

or fi ling cabinet

• if your statements are online, make sure your computer and any 

fi les have strong passwords.

• Guard your passwords for online banking and investment 

accounts. Ensure:
• they are not easy passwords to guess, such as “1234” or your name

• the same password is not used for your online social media and 

recreation accounts

• the password is not written down and accessible to others

• you never share your password or login with others

• you use Two-factor authentication (2FA) where 

available. 

Two-factor authentication 
(2FA)

an extra layer of security 
which requires another form 
of identification to a password, 
such as a fingerprint or security 
app on your mobile phone



 � How could your thumbprint help 
keep your personal and financial 
data safe?

134
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Identity theft

the use of your personal 
information by someone else 
without permission to commit 
fraud or other crimes

Phisher

an attacker pretending to be a 
reputable business or person in 
email messages or other forms 
of communication

Methods of Fraud

There are a number of ways in which people try to deceive others 

into giving them money. Fraud is a crime, and it can sometimes be 

extremely difficult to retrieve money that has been illegally taken by 

fraud. The best way of protecting your money is being aware of the 

most common methods of fraud.

Phishing

You should also be aware of phishing scams. Phishers and hackers 

send email messages posing as your friends, family members, bank, 

or other legitimate businesses. The messages may ask you to verify 

private information, such as:

•	 bank account numbers

•	 bank card numbers

•	 security details like passwords or secret answers.

Do not respond to such an attempt to get personal information. Banks 

and legitimate companies do not ask for this information via email or 

even by telephone.

Identity Theft

If you give your financial information to these phishers, you may 

become a victim of identity theft. Those who get your personal infor-

mation may be able to apply for new financial products in your name, 

or withdraw money from your accounts.

There are both short- and long-term problems which can be caused 

by identity theft. Some common short-term issues are:

•	 loss of money from your accounts

•	 inability to pay for short-term costs (e.g. food and rent)

•	 loss of time contacting banks and other financial institutions to 

stop the identity theft

•	 changing bank and financial details to prevent further misuse.

Phishing

a common Internet scam that 
uses email messages to deceive 
you into disclosing personal 
information

Hacker

someone who uses a computer 
system to gain unauthorized 
access to another system for 
data
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Some common long-term issues are:

•	 financial: 
•	 Victims may face difficulty in applying for future bank loans and 

mortgages.

•	 emotional: 
•	 There may be blame within the family for not being careful 

enough, or due to the impacts of the identity theft.

•	 social: 
•	 Hackers who gain access to your social media can damage your 

reputation by posting fraudulent comments online.

Staying careful

Staying careful online can be difficult even for people who are wary 

of technology and do not trust it. For young people who have grown 

up with mobile technology and are comfortable with its use, it can be 

even easier to be caught unawares by fraudulent activity.

Social Engineering

How confident are you that a message is genuine when you are con-

tacted by email or social media? Criminals are very good at manip-

ulating people into sharing sensitive information such as their bank 

account details. The “Be Careful Campaign” aims to raise awareness of 

how fraud is carried out in order to help all Saudi citizens to protect 

themselves from these dangers.  

Five Tricks That Fraudsters Use

Research carried out by Saudi financial institutions has created a five-

point guide which shows how a fraudster can use social engineering 

to commit fraud. The five tricks that fraudsters use are: 

•	 impersonation: Criminals may pretend to be a professional such 

as a lawyer, doctor, or bank employee in order to impress you 

with a title.

•	 study of behavior: They may study your behavior in order to 

gain insight into your personality and find ways to deceive you.

•	 taking advantage: Customers need services and commodities, 

and these needs can be taken advantage of by criminals.

Fraud

the crime of deceiving people 
in order to get money from 
them
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•	 use of emotion: Criminals may use emotional tactics to  

persuade you.

•	 requesting personal information: They may request sensitive 

data such as personal information or bank details.

How to Identify a Potential Fraud

When an unknown caller or an unknown email address tries to make 

you open links by promising things which are too good to be true, it 

is likely to be a scam. 

Things to look out for are:

If an email message has many spelling mistakes, you must be careful.  

Professional organizations make sure spelling, grammar, and the layout 

is perfect before any messages are sent. A poorly worded message is 

an indication a message is fraudulent.

Indicators  
of  

fraud

Unasked for  

and free  

advice

Promises of 

unbelievably  

high profits

Unknown  

callers asking  

for security 

information Expensive  

items for sale  

at very low prices

Letters  

from unknown 

people

Fake or  

poorly laid  

out web links

Completion of 

a service that 

you did not 

request
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LOOKI NG AH E AD

It is very important to think about security when dealing with finances. 
What steps can you take to develop your financial security?
Think about: 

1.	 What steps can you currently take?
2.	 What areas of your financial and online security could be strong-

er?
3.	 What are the best methods of securing your finances and online 

security?

Review Questions

Choose the correct answer.

1.	 It is important to have different passwords for social media and financial 

services. 

a.	 true

b.	 false

2.	 Phishers may use your stolen data to:

a.	 open new bank accounts

b.	 steal your money

c.	 go on vacation with your friends

d.	 post false messages on your social media accounts.

3.	 Which of the following is NOT a type of long-term issue that may be 

caused by identity theft?

a.	 financial

b.	 emotional 

c.	 social

d.	 spatial

4.	 You should choose a password that is simple and easy to remember.

a.	 true

b.	 false

5.	 2FA requires a fingerprint or security app in addition to a password.

a.	 true

b.	 false
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Chapter 4 Assessment

SUMMARY

4.1	 • � Saving and investing are related because excess money set aside in 
savings provides the funds that can be used for investing.  

• � Saving and investing provide the funds needed to meet short-term, 
intermediate, and long-term goals.

• � Saving and investing provide the means for meeting expenses and  
enjoying leisure activities during later life and your retirement years.

4.2	 • � Investing helps in meeting long-term life goals, which allows for the 
maintenance or upgrade of lifestyles. 

• � Investing helps protect money from inflation and ensure the pur-
chasing power of the investment does not decrease over time. 

• � Investing for retirement allows investors to maintain a positive life-
style at the end of their working life.

4.3	 • � Investing can be low, medium, or high risk depending on the invest-
ment choice as well as external factors investors cannot control.

• � Investment can be long- or short-term depending on the needs of 
the investor and each have their unique advantages and drawbacks.

• � There are three main investment goals which consist of safety of  
capital, income, and capital growth. Which is chosen depends on 
the individual’s needs and requirements.

• � Investment can be direct, where there is ownership of a specific 
company’s shares; indirect, where a financial intermediary will com-
bine funds and invest on the investor’s behalf; and through securi-
ties, where the investment is held for a limited time period. 

• � Popular and safe investment tools consist of: T-bills, bonds and 
Sukuk, stocks, money market mutual funds, and crowdfunding. All 
have their unique attributes and are suitable depending on the indi-
vidual circumstances of the investor. Cryptocurrency has been pop-
ular in recent years but should not be regarded as a safe investment 
tool.

4.4	 • � There are a number of steps that are important to remember in or-
der to protect financial resources from theft. 2FA is very important 
to remember when securing accounts.

• � Phishing is a common tactic used by criminals to access your personal 
and financial data and make fraudulent transactions, leaving the  
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victim without access to their accounts and potentially facing crimi-
nal proceedings.

• � Identity theft can create long-term financial, emotional, and social 
problems which may affect the ability of the victim to access fu-
ture financial products and may even negatively impact their social 
status. 

KEY TERMS

For each lesson, match the terms listed with their definitions. Write the 
letters of the correct definitions.

Lesson 4.1

Term Your choice Definition

1 Appreciating asset a an asset that cannot be easily sold or exchanged for cash 
without a loss in value

2 Contingencies b any asset which increases in value

3 Depreciating asset c unplanned or possible events

4 Emergency fund d a measure of how quickly an asset can be turned into cash

5 Illiquid e a strategy to increase the value of your money faster than 
the rate of inflation

6 Investing f an amount of money set aside for unplanned expenses

7 Liquidity g an asset that loses value over time

8 Safety of principal h protecting the money in your savings account

Lesson 4.2

Term Your choice Definition

1 Lifestyle a the Saudi Arabian Stock Exchange

2 Tadawul All Shares 
Index (TASI)

b the habits, tastes, moral standards, and economic level 
that, combined, are the normal standard of living of an 
individual or group
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Lesson 4.3

Term Your choice Definition

1 Bond a the date on which a debt must be paid in full

2 Crowdfunding b a Sharia-compliant bond-like instrument used in Islamic 
finance representing a direct asset ownership interest

3 Dividend c assets that an individual or company intends to hold for a 
period of more than three years

4 Equity d short-term debt obligation issued by the Saudi Arabian 
treasury and backed by the Saudi Arabian government 
with a maturity of less than one year

5 Long-term 
investment

e an indirect debt obligation issued by governments and 
businesses

6 Maturity f the use of small amounts of capital from a large number 
of individuals to finance a new business venture

7 Money market 
mutual fund

g part of the profit of a company that is paid to shareholders

8 Share h a financial instrument representing the ownership of a 
fraction of the issuing company

9 Short-term 
investment

i the money value of a property or business after debts 
have been subtracted

10 Stock j an alternative to the checking accounts, savings accounts, 
and savings certificates issued by banks

11 Sukuk k allows the owner of the stock to own a portion of the 
company’s assets and profit

12 T-bill l a method of measuring the return for an investment over 
a set period of time as a percentage

13 Yield m assets that can be converted into cash or can be sold 
within a short period of time, typically within 1-3 years
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Lesson 4.4

Term Your choice Definition

1 Two-factor 
authentication 
(2FA)

a a common Internet scam that uses email messages to 
deceive you into disclosing personal information

2 Fraud b an attacker pretending to be a reputable business 
or person in email messages or other forms of 
communication

3 Hacker c someone who uses a computer system to gain 
unauthorized access to another system for data

4 Identity theft d an extra layer of security which requires another form 
of identification to a password, such as a finger print or 
security app on your mobile phone

5 Phisher e a person or thing that is not what it claims or pretends to 
be

6 Phishing f the use of your personal information by someone else 
without permission to commit fraud or other crimes

QUESTIONS

1.	 How is investing money different from saving money?

2.	 What is the purpose of an emergency fund?
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3.	 Explain one example of a long-term goal that can be met with 
money from investments.

4.	 Explain why investing will help maintain a lifestyle.

5.	 Explain how investing helps protect money from inflation.

6.	 Explain what is meant by future financial security.

7.	 Explain the meaning of a long-term investment.
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8.	 Why is the willingness to accept risk important when making invest-
ment decisions?

9.	 Explain one benefit of a T-bill.

10.	 Explain one method of protecting financial wealth.

11.	 Why should you not share your bank account passwords with 
others?

12.	 Explain one common short-term issue of identity theft.
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EXERCISES

Choose the correct answer.

1.	 Which of the following is NOT a reason to save money?
a.	 You can plan for future needs.
b.	 Money is available for emergencies.
c.	 You want to spend everything today.
d.	 You have money for unplanned spending.

2.	 Safety of principal means investing in risky investments. 
a.	 true
b.	 false

3.	 A depreciating asset gains value over time.
a.	 true
b.	 false

4.	 Investing helps meet future financial goals. 
a.	 true
b.	 false

5.	 Which of the following is NOT a lifestyle factor?
a.	 education
b.	 habits
c.	 tastes
d.	 moral standards

6.	 TASI is the Saudi Arabian Stock Exchange Company. 
a.	 true
b.	 false

7.	 Short-term investments tend to have a high level of risk and low 
level of security of capital.
a.	 true 
b.	 false

8.	 Which of the following is NOT a main goal of investing? 
a.	 safety of capital
b.	 safety of your health
c.	 income
d.	 capital growth
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9.	 Sukuk and bonds are short-term investment tools. 
a.	 true
b.	 false

10.	 Keeping good records is important.  
a.	 true
b.	 false

11.	 Which of the following is NOT a common short-term problem of 
identity theft?
a.	 loss of money from your accounts
b.	 inability to pay for short-term costs
c.	 changing banks
d.	 difficulty applying for a mortgage

12.	 A common emotional long-term issue of identity theft is difficulty in 
applying for bank loans and mortgages.
a.	 true
b.	 false
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M I N I C ASE

Yasser’s Vehicle Leasing Business

Yasser’s business has been very successful. His two locations are very 
profitable and he is making lots of profit. He now wants to open his 
business in every major city in Saudi Arabia and the Middle East. 
However, he requires a lot of investment.  

Yasser is going to offer shares in his business on Tadawul, and has 
offered all his existing staff options to buy shares in the business. 
Abdullah is considering whether to invest. 

1.	 Should Abdullah invest in Yasser’s Vehicle Leasing Business? 

2.	 If Abdullah does invest in the business, is it likely to be a short-term 
or long-term investment?

 

Abdullah has decided to invest into the business. However, he is not 
very experienced in buying stocks and shares. He sees an advert in his 
inbox from a person offering help with investing. All Abdullah needs to 
do is email the person his personal details, bank account number, and 
social security number. 

3.	 Should Abdullah reply to the email? Explain your answer. 
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LE SSO N S

Consumers buy products and ser-
vices every day. Some of those 

decisions are good; some are not. This 
chapter is about making good buying 
choices and using credit wisely. Overuse 
and misuse of credit can lead to many 
undesirable outcomes. There are many 
types of consumer credit. Some types 
are relatively inexpensive and easy 
to use. Other types are restrictive, 
expensive, and can lead to financial 
disaster. High fees and penalties are 
often imposed on those who are rated 
as poor credit risks. Making the right 
buying decisions and being smart 
about using credit can maximize your 
purchasing power.

What Types of Credit Can 
Consumers Get?

What Are the Advantages and 
Disadvantages of Credit?

How Can You Protect Yourself 
Against Credit Fraud and Scams?

5.1

5.2

5.3

Managing 
Credit
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Credit

the ability to borrow money 
and pay it back later

Learning Objective

Once you have completed this lesson, you should be able to:

•	 explain the concept of credit

•	 define different types of credit available to consumers, such 

as credit cards and consumer loans.

Key Terms

Credit

Borrower

Debt

Lender

Mada card

Credit card

Charge card

Consumer loan

Annual percentage rate (APR)

Service credit

5.1 � What Types of Credit Can  
Consumers Get?

Credit

Credit is the ability to borrow money and pay it back later. The purpose 

of credit is to allow buyers to purchase items and pay for them in the 

future. The person who borrows money is called a borrower (debtor), 

and the money that must be repaid is called debt. A lender (creditor) 

is a person or institution that loans money to others. Lenders charge 

money for this service in the form of fees.

You can get started with credit by opening a current account and 

getting a Mada card. Once you prove that you can manage those 

accounts and have a steady source of income, you will have a much 

better chance of qualifying for credit. 

When you apply for most forms of credit, you will need to fill out a 

credit application. The application will ask for your name and address. 

Borrower

a company or individual who 
takes money from someone else

Debt

money that must be repaid

Lender

an organization or person who 
gives money to someone else

Mada card

a debit card issued by local 
banks that allows a cardholder 
to access funds in their current 
account
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You will also be asked questions such as:

•	 where you work 

•	 how much you make 

•	 how long you have worked there. 

The application must be completed truthfully and all relevant informa-

tion must be disclosed, as omissions (or untruths) may lead to the credit 

being denied for this and also future applications.

A credit application allows the lender to determine whether you are 

creditworthy. The more creditworthy a person is, the better the credit 

benefits will be. Main credit benefits include:

•	 amount of credit available: The better the credit score, the 

more credit is offered. A credit score is a tool used by lenders to 

help determine whether you qualify for certain services. There is 

more information on credit scores in the next lesson.

•	 cost of fees: The more trustworthy the borrower is, the lower the 

fees are.

•	 amount of products offered: More options are available to 

those deemed trustworthy.

There are different types of credit available. They are designed to meet 

different consumer needs. The main forms of credit are credit cards, 

charge cards, consumer loans, lines of credit, and service credit.

1.  Credit Cards

There are two types of credit card commonly used in Saudi Arabia. To 

differentiate them, we will refer to one as a “credit card” and one as a 

“charge card”.

Credit cards are available from banks and other institutions, and are 

usually issued through a provider such as Visa or MasterCard. With a 

credit card, you can buy products or get cash at ATMs around the world. 

Bank credit cards usually have a set limit that a person is able to bor-

row. After using the card, the account holder makes payments to the 

account, usually each month. The entire debt or part of the debt can be 

paid each month. 

If the debt is not repaid, fees will be charged on the outstanding bal-

Credit card

a plastic card linked to a credit 
account that can be used to 
make purchases
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ance. Accounts can have an ongoing balance, but a minimum monthly 

payment is usually required. If the outstanding balance is paid in full 

each month, no fee will be charged. 

It is important however to regulate credit card borrowing and keep 

it affordable. An inability to make minimum repayments will negatively 

impact your credit history and make it difficult to successfully apply for 

future credit.

Credit card fees can be higher than other forms of credit. Credit cards 

may also charge an annual fee for the privilege of having access to credit, 

however many credit cards now have associated benefits, such as:

•	 cashback on purchases

•	 discounts at certain shops

•	 worldwide travel insurance. 

A charge card is different from a credit card because the cardholder 

must pay the balance in full by the due date. A monthly billing period 

is common. Because charge card balances must be paid in full each 

month, there are no borrowing fees. Thus, charge cards often require a 

large annual fee, but they usually have high or no credit limits. 

If the bill is not paid on time, late fees and other penalties may apply. 

Charge cards are widely accepted nationwide and internationally.

An example of a charge card is American Express.

2.  Consumer Loans

Banks and consumer finance companies make consumer 

loans. A consumer loan is when a loan provider pur-

chases an asset for the consumer and sells it back to 

the consumer at a mark-up after a set period of time. 

Regular payments are made until the consumer 

has made the final payment.

Loans do not allow for:

Charge card

a type of electronic payment 
card for which the cardholder 
must pay the balance in full by 
the due date

Consumer loan

the loan provider purchases 
assets for the consumer and 
sells the assets back to them at 
a profit after a set period of time 

 � Would you rather pay with a 
credit card or a charge card? 
Why?
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153CHAPTER 5  Managing Credit

•	 continuous borrowing: each loan is for a specific purpose

•	 varying payment amounts: the payments are divided over a 

fixed amount of time.

For example, a consumer might borrow SAR 8,000 and pay a fee of 

4%. This is called the annual percentage rate (APR). The consumer 

(borrower) is required to make regular payments, which includes the 

fee, for a set period of time until the loan is repaid. Figure 5.1.1 shows 

an example of a consumer loan payment plan.

FI G U R E 5.1.1
Personal Loan Payment Plan

Amount borrowed SAR 8,000.00

Annual percentage rate (APR) 4%

Number of monthly payments 36

Amount of monthly payment  
(including both principal and APR)

SAR 236.19

Total amount to be repaid (36 payments of SAR 236.19) SAR 8,502.84

Total APR paid for the loan SAR 502.84

Loans are often useful for larger purchases where the consumer does 

not have the required amount of money, and is unlikely to be able to 

save the total amount in the required time frame. Loans are useful for 

larger purchases such as:

•	 cars

•	 furniture 

•	 home improvements or repairs.

Personal credit scores can improve as more credit is used appropriately 

and credit histories improve. A better credit score often allows for lower 

APRs.

4.  Service Credit

Almost everyone uses some type of service credit. Your telephone and 

utility services are provided a month in advance; then you are billed.

Service credit is also extended by doctors, dentists, lawyers, dry clean-

ers, and others. These businesses often provide services in advance that 

you pay for later.

Annual percentage rate 
(APR)

the cost of the credit extended 
to the consumer by the bank 

Service credit

the ability to receive services
and pay for them later 
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Review Questions

Choose the correct answer.

1.	 The purpose of credit is to allow buyers to purchase items and pay for 

them immediately. 

a.	 true

b.	 false

2.	 Which of the following is NOT a benefit of credit cards?

a.	 cashback on purchases

b.	 fees payable

c.	 discounts at certain shops

d.	 worldwide travel insurance 

3.	 Which of the following is NOT an appropriate use for a loan?

a.	 purchasing a car

b.	 new furniture

c.	 weekly shopping

d.	 home improvements

4.	 Service credit allows consumers to pay for a service and receive it later.

a.	 true

b.	 false

154 Financial Literacy

 � Why do cell phone contracts use 
service credit?
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Credit Score

It is important to have a good credit score when applying for credit. 

In Saudi Arabia, the Saudi Credit Bureau (SIMAH) is the primary credit 

information reference in Saudi Arabia, responsible for collecting, main-

taining, and exchanging the credit data of individuals and companies 

with fi nancing entities. The better your credit score:

• the lower the credit fees

• the wider the range of fi nancial products you will be 

able to access

• the more likely you are to be accepted for a fi nancial product.

Advantages and Disadvantages of Credit

People use credit for a variety of reasons. Credit provides many benefi ts 

when used wisely. However, many people get into trouble each year by 

not using credit carefully. 

As with many things in life, there are both advantages and disadvan-

tages to using credit. When making a purchase, be sure the advantages 

of using credit outweigh the disadvantages.

5.2  What Are the Advantages and 
Disadvantages of Credit?

Learning Objective

Once you have completed this lesson, you should be able to:

• identify the advantages and disadvantages of credit.

Key Terms

Credit score Fee

Credit score

a tool used by lenders to help 
determine whether you qualify 
for a particular credit card, loan, 
mortgage, or service

CHAPTER 5 Managing Credit
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 � How can you build a good 
credit score?
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157CHAPTER 5  Managing Credit

Advantages of Credit

Credit is important because it offers many advantages.

1.  Increased Purchasing Power 

Credit can greatly expand your purchasing power and raise your stand-

ard of living. 

•	 Most people cannot purchase expensive items, such as a car or a 

house, simply by saving money and paying cash.

•	 Credit allows you to purchase these items and pay for them over 

time. As a result, you can enjoy these items now instead of later. 

2.  Security 

Using a credit card is safer than carrying cash with you. 

•	 If you lose cash, there is no way to replace it.

•	 If you lose a credit card, you can simply call the bank or institu-

tion and report your lost or stolen card. 

•	 When you report a lost or stolen card, the bank or institution will 

freeze your card; you will not be held responsible for charges you 

did not make (within certain limits).

3.  Convenience 

Credit is convenient. Most businesses now accept credit cards. 

•	 Many accounts on which you make regular payments, such as 

monthly subscriptions, can be set up to be billed automatically to 

a credit card. 

•	 Consumers can also use credit cards to get a cash advance, which 

is money borrowed against the credit card; this can be useful 

when purchasing foreign currency.
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4.  Leverage 

When using credit, consumers have more leverage than they do when 

using cash or other methods of purchase. 

With credit, you can withhold payment for disputed items while the 

dispute is being investigated. However, with a Mada card, check, or 

cash, money has already been paid for the purchase; this can make it 

more difficult to settle a dispute and get a refund.

5.  Benefits 

Credit customers often get special benefits. 

•	 Credit card holders might, for example, receive advance notice 

of sales and special offers from partner organizations, which the 

general public does not receive.

•	 Credit cards may have incentive programs for their customers, 

for example, some credit cards have a rewards program through 

which you earn:
•	 points 

•	 cash back

•	 airline miles 

•	 other special awards. 

•	 These rewards can be redeemed at a later date and used  

to purchase an unexpected item or treat that has not been  

budgeted for.

 � Should you use credit for all of 
your purchases to maximize the 
potential advantages?
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Disadvantages of Credit

Although credit has several advantages, it also has disadvantages.

1.  Fees 

An item purchased on credit and paid for over time costs more because 

of the fee. 

•	 For example, a fee of 18% per year, is equivalent to 1.5% per 

month.

•	 This means that, on a SAR 1,000 balance, the fee would be SAR 15 

per month.

•	 The larger your balance and the longer you take to pay it off, the 

greater the fee.

2.  Reduction of Future Buying Power 

When credit is used, future income is tied up by committing to make 

payments. 

•	 Part of everything you earn in the future will go toward what you 

bought in the past.

•	 This can result in money being unavailable when you need to 

purchase other products.

3.  Overspending 

Buying on credit can lead to overspending. 

•	 Because no cash leaves your bank account, you may not realize 

how much you are really spending.

•	 Using too much credit can result in debts so high that you can 

never pay them off.

•	 Failure to fulfill financial agreements will result in a poor credit 

score.

4.  Identity Theft 

Having a credit card means that you run the risk of your account 

information being stolen. This might result in someone else making  

Fee

a margin above the costs that 
allows the borrower to repay in 
instalments
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LOOKI NG AH E AD

How can you ensure that you use credit responsibly in the future? 
To help you structure your thoughts, consider:

•	 What regular service credit will you use?
•	 How will you manage your credit facilities?
•	 How will you keep a record of the credit used at any one time?

Review Questions

Choose the correct answer.

1.	 Credit scores are NOT important when applying for financial products.

a.	 true

b.	 false

2.	 Which of the following is NOT an advantage of credit?

a.	 security

b.	 reduction in future buying power

c.	 convenience

d.	 special benefits

3.	 Which of the following statements is NOT related to overspending?

a.	 you may not realize how much you are really spending 

b.	 it can result in debts so high that you can never pay them off 

c.	 you can easily manage the minimum payments

d.	 it can result in poor credit scores

4.	 It is important to use credit responsibly.

a.	 true

b.	 false

5.	 Identity theft can negatively affect your credit score.

a.	 true

b.	 false

purchases on your credit card without your knowledge, leaving you 

with a poor credit score and the inability to access future credit facil-

ities.
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Every year, millions of credit cardholders lose money due to fraud, data 

theft, and scams. The damage is not limited to fi nancial loss alone, as 

these incidents can also negatively impact an individual’s credit score.

The following outlines the most important warning signs to watch out 

for, and the key measures that can be taken to avoid falling victim to 

such schemes.

5.3  How Can You Protect Yourself 
Against Credit Fraud and Scams?

Learning Objective

Once you have completed this lesson, you should be able to:

• identify the Dos and Don’ts involved in preventing credit card 

fraud

• explain the steps someone should take if they fi nd they are a 

victim of identity theft or credit card fraud.

Key Terms

Scam

Credit card fraud

Skimming

Spam 

scam

a deceptive scheme or trick 
used to cheat someone out of 
something

  Have you ever been tricked? Why 

did you not realize it was a trick?



Credit Card Fraud

A person may have improper charges made to their credit accounts. 

When someone intentionally uses another person’s credit account 

information to steal money or goods, this is a crime called credit card 
fraud.

Thieves steal credit card information in numerous ways:

•	 Using a lost or stolen credit card is the most common way. 

•	 Skimming devices can be used to steal credit card information. 
•	 When the credit card is run through a skimmer, the device stores 

the credit card information.

•	 Skimming often occurs at places such as stores, hotels, 

restaurants, and gas stations, where cardholders let their cards 

out of their sight. 

•	 Finding credit card information from your mail or discarded trash; 

thieves sort through it to get copies of credit card statements. 

•	 Using the Internet to steal credit card information. 
•	 Hacking unsecure websites and stealing the financial data stored 

on those sites is the most common method.

•	 Using phishing scams as explained in Chapter 4 and spam 

(junk email), to trick consumers into supplying their credit card 

information.

 � How many spam emails do you 
receive a day? Have you ever 
answered any?

Credit card fraud

intentionally using someone’s 
credit account to steal money 
or goods

Skimming

stealing someone’s credit 
card details using electronic 
equipment

Spam

irrelevant or unsolicited 
messages sent to a large 
number of Internet users
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Victims of credit card fraud should notify the lender as soon as possible. 

Some steps that could be taken to help prevent credit card fraud are 

listed in Figure 5.4.1.

•	 Carry only the cards needed.
•	 Keep a list of credit card numbers, their expiration dates, and the phone 

number and address of each card issuer in a safe place. 
•	 Notify lenders immediately if a card is lost or stolen. 
•	 Learn the features of credit card apps. Some allow you to temporarily 

block credit cards. 
•	 Verify purchases and account balances when a statement is received. 
•	 Tear up old receipts and statements containing account numbers when 

no longer needed. 
•	 Destroy expired cards by cutting them up.
•	 When shopping online, verify website security by checking the follow-

ing points:
•	 A secure website’s URL starts with https:// rather than http://.
•	 Secure websites also have a small lock icon in the address bar or 

somewhere in the window of the browser.

•	 Monitor credit activity. It is possible to monitor credit activity yourself 
online. 

•	 Sign up to credit monitoring agencies that provide credit monitoring 
facilities; these: 

•	 notify the account holder of any changes to a credit file 
•	 send an alert if any change or suspicious activity occurs.

•	 Check your credit report regularly; consumers have the right to one free 
copy of their credit report annually.

Dos

•	 Do not lend credit cards to others. 
•	 Do not give out any credit card information over the phone or online to 

unknown people or businesses; be sure businesses are reputable.
•	 Don’t store credit card information on the merchant’s website; although 

this makes shopping faster and easier, credit card information could be 
at risk if the website experiences a data breach.

Don’ts

FI G U R E 5.4.1
Preventing Credit Card Fraud  
Do’s and Don’ts

163CHAPTER 5  Managing Credit
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Identity Theft

Identity theft is a serious crime. A thief may use your:

•	 National Identification Number 

•	 bank account number 

•	 credit card number

to:

•	 make purchases 

•	 take out loans

•	 apply for new credit accounts. 

Only certain businesses have the right to your National Identification 

Number, including:

•	 motor vehicle departments 

•	 banks and employers.

If you are asked for your National Identification Number by any other 

person or business, ask why it is needed and what law requires you to 

give your number. Do not feel any obligation to share this data with 

 � How often do you check your 
bank accounts or financial 
situation each month?
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165CHAPTER 5  Managing Credit

unknown people you do not trust. 

If you find you are a victim of identity theft or credit card fraud, take 

the following steps quickly: 

1.	 Close or freeze your credit account(s)
•	 Call the relevant department of your credit issuer and explain that 

someone has stolen your identity.

•	 Ask to have your account closed or frozen. 

•	 Change your log-in, password, and PIN (personal identification 

number).

2.	 Have a fraud alert placed on your credit reports
•	 Contact the credit bureaus about a fraud alert. 

•	 This can help stop someone from opening a credit account in 

your name.

3.	 Report the crime to the nearest Public Security Department 

through the Absher system
•	 Select the cybercrime report in the Public Security Services web 

page.

•	 Fill in the required columns.

•	 A reference number will be assigned to the report. Make sure you 

keep this number as you may need it in future.

4.	 File a report with your local police
•	 The police station will forward the crime report to the Public 

Prosecution to investigate the crime.

•	 The Public Prosecution will investigate the identity of the suspect 

in cooperation with other authorities.

5.	 Contact other government agencies 

•	 The agencies that issued your identification documents, such as a 

driver’s license, need to be informed so you can get a replacement 

document. 

•	 Ask the agency to place an alert in your file so that another 

person cannot get an identification document in your name. 

In addition to the other risks of identity theft and credit card fraud, it 

is important to be aware of a practice known as “fake Saudization”. This 

involves dishonest individuals using your personal data to inflate the 

number of Saudi citizens that a company employs. Involvement in this 
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 � What agencies can help you 
to manage debt and debt 
problems?
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LOOKI NG AH E AD

How can you protect yourself against future identity theft and data 
scams?
To help you structure your thoughts, consider:

•	 Where are you most likely to share information?
•	 How much information do you already share on social media?
•	 How can this information be used to harm you?

Review Questions

Choose the correct answer.

1.	 Credit card fraud can only happen if you let somebody use your card. 

a.	 true

b.	 false

2.	 Which of the following options is NOT recommended when you have 

found you are a victim of fraud? 

a.	 report to the police

b.	 carry on as normal 

c.	 close or freeze your account

d.	 contact other government agencies

3.	 Thieves may use your bank account number to:

a.	 make purchases

b.	 take out loans 

c.	 apply for new credit accounts

d.	 all of the above 

4.	 Credit card information can be stolen by:

a.	 skimming

b.	 finding discarded credit card statements

c.	 hacking unsecure websites

d.	 all of the above

practice can damage your reputation and affect the resources available 

to you as a Saudi citizen. Fake Saudization also undermines the King-

dom’s efforts to provide employment to Saudi citizens.
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Chapter 5 Assessment

SUMMARY

5.1	 • � Credit is the ability to borrow money with the agreement to pay it 
back later, usually with a fee.

• � Types of credit available to consumers include credit cards, charge 
cards, consumer loans, and service credit.

5.2	 • � Credit is used for a variety of reasons and, if used wisely, provides 
many benefits. However, credit can lead to financial difficulty if not 
used carefully.

• � Advantages of credit are increased purchasing power, security, con-
venience, leverage, and special benefits such as rewards. 

• � Disadvantages of credit are the finance charge on items purchased, 
the decreased ability to spend in the future, the tendency to over-
spend, and the risk of identity theft.

5.3	 • � Credit card fraud is a common form of identity theft. It can occur 
when victims use unsecured websites, or when thieves use lost or 
stolen credit cards, data, or skimming devices.

• � Identity theft occurs when someone uses your personal information 
without your permission to commit fraud or other crimes.

• � It is important to understand the process to protect your personal 
data if you have been a victim of identity theft, in order to minimize 
future disruption.
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Lesson 5.1

Term Your choice Definition

1 Annual 
percentage rate

a an organization or person who gives money to someone 
else

2 Borrower b a type of credit card for which the cardholder must pay 
the balance in full by the due date

3 Charge card c a company or individual who takes money from someone 
else

4 Consumer loan d the ability to borrow money and pay it back later

5 Credit e a debit card issued by local banks that allows a cardholder 
to access funds in their current account

6 Credit card f the loan provider purchases assets for the consumer and 
sells the assets back to them at a profit after a set period 
of time

7 Debt g the cost of the credit extended to the consumer by the 
bank

8 Lender h a plastic card linked to a credit account that can be used 
to make purchases

9 Mada card i the ability to receive services and pay for them later

10 Service credit j money that must be repaid

Lesson 5.2

Term Your choice Definition

1 Credit score a a margin above the costs that allows the borrower to 
repay in instalments

2 Fee b a tool used by lenders to help determine whether you 
qualify for a particular credit card, loan, mortgage, or 
service

KEY TERMS

For each lesson, match the terms listed with their definitions. Write the 
letters of the correct definitions.
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Lesson 5.3

Term Your choice Definition

1 Credit card fraud a a deceptive scheme or trick used to cheat someone out 
of something

2 Scam b irrelevant or unsolicited messages sent to a large number 
of Internet users

3 Skimming c stealing another person’s credit card details using 
electronic equipment

4 Spam d intentionally using another person’s credit account to steal 
money or goods

QUESTIONS

1.	 What is the purpose of credit? Explain your answer.

2.	 Identify and explain one main feature of a credit card.

3.	 Identify and explain one difference between credit cards and charge 
cards.
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4.	 Does credit provide consumers with more or less leverage than 
cash? Why?

5.	 Explain what is meant by a fee.

6.	 How does credit reduce a consumer’s future buying power?

7.	 Explain why freezing your credit card is important when you find 
you have been a victim of credit card fraud.

8.	 Identify and explain one way in which thieves are able to obtain con-
sumers’ credit card information in order to commit fraud.
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EXERCISES

Choose the correct answer.

1.	 A person who takes money temporarily from a bank or financial  
institution is called a borrower. 
a.	 true
b.	 false

2.	 Which of the following is NOT an appropriate step in preparing your-
self for a credit card?
a.	 opening a current account 
b.	 managing your account carefully
c.	 having no income
d.	 having a steady source of income

3.	 Which of the following is NOT an example of a credit benefit?
a.	 amount of credit available
b.	 a better paying job
c.	 lower cost of fees
d.	 amount of products offered

4.	 There are no disadvantages when using credit.
a.	 true
b.	 false 

5.	 A Mada card is a credit card. 
a.	 true
b.	 false

6.	 Which of the following is NOT a benefit available to credit card 
holders?
a.	 points
b.	 cashback
c.	 no fees
d.	 airline miles
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7.	 Which of the following is unlikely to lead to credit card fraud?
a.	 losing a credit card
b.	 being a victim of skimming
c.	 using a website with a URL starting with https://
d.	 throwing away statements without destroying them

8.	 Which of the following will NOT help prevent credit card fraud?
a.	 carrying only the cards you need
b.	 notifying lenders as soon as you discover a card is lost or stolen
c.	 giving your card to a person who takes it into a back room
d.	 learning the features of credit card apps

9.	 The first step after discovering you are a victim of fraud is to call the 
fraud department of your credit issuer. 
a.	 true
b.	 false
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M I N I C ASE

Yasser’s Vehicle Leasing Business

Yasser has noticed that the money in the business bank account does 
not match the amount of money received by his customers. He is 
worried he may have been a victim of fraud.

1.	 What is the first thing that Yasser could do? 

Upon further investigation, Yasser has identified payments to an 
unknown supplier for products he has not received. When he checks 
the website, the URL does not start with https://.

2.	 What would you advise Yasser to do next? 

Due to the fraud, Yasser does not have enough cash in his bank 
account to pay his expenses. He must apply for credit in order to avoid 
becoming insolvent.

3.	 What type of credit should Yasser apply for? 
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