The Stock Market


Buying Stock


· Part of corporations-remember stockholders?

· Sold as shares-help companies raise money to expand, make improvements, etc.

Benefits to Buying Stock

· Dividends-many companies pay out part of their profits to stockholders.  These are called dividends.

· Capital gains-sell the stock for more than you paid for it.

Types of Stock

· Income stock-pays dividends at pre-set times throughout the year.

· Growth stock-does not pay dividends.  Instead profits are re-invested which increases value of company and stock.

· Common stock and preferred stock

· Risks of buying stock-the company you buy may perform very badly.

How to Buy Stock

· A stockbroker would help you buy.

· Stocks bought and sold on a stock exchange (New York, American, Mercantile)

· NYSE handles sales and purchases of only the largest stocks.

· Stocks of the biggest companies are called “blue chips”.

Other Markets


· OTC-over-the-counter.  Used by people who buy and sell over the internet.

· NASDAQ-the world’s largest electronic “trading floor”.

Futures and Options

· Futures-agreement to buy or sell something at a fixed price at a certain time. Ex: soybeans, cattle, grain.

· Options- agreement to buy or sell financial assets at a fixed time in the future.  Agreement to buy stock at a fixed price is a call option. The option to sell is a put option.
Bull and Bear Markets

· Bull market-when the stock market rises over a period of time. (Stock prices rise in value across the board)

· Bear market-when the market falls in value over a long period of time.
The DJIA and S&P 500

· Dow Jones Industrial Average (DJIA)-a list of 30 companies’ stocks that cover all industries from food, entertainment and technology. Sort of a way to take the market’s “temperature”.

· S & P 500-offers a broader temperature reading because it describes the performance of 500 companies’ stocks.
The Great Crash of 1929

· The stock market was soaring in value in 1929 … a sure sign that the American economy was healthy.

· Signs of trouble: 

· Small percentage of companies and families held a majority of nation’s wealth.

· People were sinking into debt trying to keep up with the latest fashions.

· Industry was providing more than the people could buy.

· PRICES PLUMMET

The Great Crash and The Market

· Stock prices were soaring and in order to get a  piece of the action people were borrowing money they could not pay back to buy stocks they thought would do well.

· People bought “on margin”-paid only a small part of a stock’s price and borrowed the rest.  

The Crash

· The stock market had been soaring based on “speculation” or false information.

· Investors began to sell quickly, forcing stock prices even lower.

· People began selling stock at a fraction what they had originally paid for it.

· Rumors spread that banks were running out of money, which created frenzied withdrawals on banks.

Why This Will Never Happen Again

· The SEC created to ensure there would be no speculation or “insider trading”.  Controls fluctuations in market.

· The FDIC ensures people’s deposits.

· The Fed controls flow of cash more efficiently.

· Mutual funds-you own a bunch of stock with a bunch of people, spread the risk.

Financial Systems

· Involves savers and borrowers and allows for the transfer of money between the two.

· When you put your money in a savings account at a bank, you are essentially lending the bank your money.

· For the use of your money, the bank pays you interest.

Financial “Middle Men”

· Help move funds between lenders and borrowers.

· These include:

· Banks, savings and loans and credit unions.

· Finance companies-loan money to start-up businesses, etc.

· Mutual funds-pool money of several investors and put it into a mixture of stocks and bonds.  Spreads the risk, spreads the reward.

· Pension funds-employers invest money and give it back to employees in set (usually monthly payments).

How Financial Middle-Men Help

· Investing in several different things (stocks, bonds, mutual funds, etc) is very important and is called diversification.

· Provide information on how  investments and deposits are doing.

· Provide liquidity-how easy to turn your investments into cold, hard, cash.

Problems With Liquidity

· Return and Liquidity-You always want to be sure you are getting a good return on your investment. Return is how much money you get above your original investment.

· Ex. Savings accounts are liquid but have a low return because they pay a low interest rate.

· Must also consider risk.

The 3 Elements of Bonds

· Bonds are loans you give the government and they pay you back with interest.  (War bonds). Companies can sell bonds too.

· 1. Coupon rate-interest rate bond issuer pays bond holder.

· 2. Maturity-time by which payment is due. Usually 10-30 years.

· 3. Par value also called face value is amount that investor pays to buy bond.

Bond Ratings

· Different sources print books that rate  bonds.

· They rate them on:

· Issuer’s ability to make interest payments and repay loans.

· Highest ranking is AAA. Lowest D. D usually means bond issuers aren’t paying.

Types of Bonds

· Savings Bonds-issued by government (50-10,000)

· Treasury Bonds, bills and notes-have different lengths of maturity.  Very low default risk because backed by US govt.

· Municipal Bonds-same as above, but issued by states and cities.  Sold usually to raise money for local projects.

· Corporate bonds-issued by companies.

· Junk Bonds-potentially high-paying but high risk of default.

Other Types of Assets

· Certificates of Deposit-have fixed rates of maturity.  Bought for as low as $100 from most banks.

· Money Market Mutual Funds-like mutual funds, but instead of investing in stocks the participants invest in bonds and CDs.

