Chapter 1 (Class One)

· An investment is any asset into which you place funds with the expectation that it will generate positive income and/or increase its value. A collection of different investments is called a portfolio.
· The rewards, or returns, from investing come in two basic forms: income and increased value. Money invested in a savings account provides income in the form of periodic interest payments. A share of common stock may also provide income (in the form of dividends), but investors often buy stock because they expect its price to rise. That is, common stock offers both income and the chance of an increased value. 
· Is cash placed in a non-interest-bearing checking account an investment? No, because it fails both tests of the definition: It does not provide added income, and its value does not increase. 
· Securities are investments issued by firms, governments, or other organizations that represent a financial claim on the issuer’s resources. The most common securities are stocks and bonds, but more exotic types such as stock options are available as well. One benefit of investing in securities is that they often have a high degree of liquidity
· Property, on the other hand, consists of investments in real property or tangible personal property. Real property refers to land, buildings, and things permanently affixed to the land. Tangible personal property includes items such as gold, artwork, antiques, and other collectibles. Relatively NOT liquid compared to securities.
· A direct investment is one in which an investor directly acquires a claim on a security or property. If you buy shares of common stock in a company such as Apple, then you have made a direct investment
·  An indirect investment is an investment in a collection of securities or properties managed by a professional investor. For example, when you send your money to a mutual fund company such as Vanguard or Fidelity, you are making an indirect investment in the assets held by these mutual funds.
· Debt: When companies or governments need to borrow money, they issue securities called bonds. When you buy a bond, you lend money to the issuer. The issuer agrees to pay you interest and to repay the original loan at a specified time.
· Equity represents ongoing ownership in a business or property. An equity investment may be held as a security or by title to a specific property. The most common type of equity security is common stock.
· Derivative securities derive their value from an underlying security or asset. Stock options are an example. A stock option is an investment that grants the right to purchase (or sell) a share of stock at a fixed price for a limited time. 
· The higher the uncertainty the higher the risk. One of the most important strategies that investors use to manage risk is diversification, which simply means holding different types of assets in an investment portfolio.
· investors may still choose to make foreign investments because they help them build more diversified portfolios, which in turn helps limit exposure to risk.
· suppliers who have extra funds and demanders who need funds. 
· Financial institutions are organizations, such as banks, mutual funds, and insurance companies, that pool the resources of households and other savers and use those funds to make loans and to invest in securities.
· Financial markets are markets in which suppliers and demanders of funds trade financial assets, typically with the assistance of intermediaries such as securities brokers and dealers. All types of investments, including stocks, bonds, commodities, and foreign currencies, trade in financial markets.
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· (Figure) Note that the suppliers of funds may transfer their resources to the demanders through financial institutions, through financial markets, or in direct transactions. 
· (Figure) As the broken lines show, financial institutions can participate in financial markets as either suppliers or demanders of funds. 
· (Figure) If individuals began suddenly hoarding their excess funds rather than putting them to work in financial institutions and markets, then organizations in need of funds would have difficulty obtaining them. The economy would slow down due the spending of consumers and the government. 
For more study information look at Table 1.1 on the textbook





Investments and the Investment Process
· Two parties: -Supplier of Funds
         -Demands of Funds (e.g., governments, banks)
Two types of financial markets
1. Money (short term)
· Maturity is one year or less
· Treasury Bills
· Commercial Papers
· Very Liquid 
· Less risky but provide little return
2. Capital (long term)
· (stocks/bonds)
· Bought and sold
· Long term T-bills
Common Stock
· [bookmark: _GoBack]Represents ownership of companies 
· The right to receive dividends
· Capital gain or capital loss by getting your return 
· Don’t have maturities 
Fixed income Securities
· Bonds issued by governments (maybe)
· Receive interest(semiannual) and coupon payments
· At the end receive maturity value 
Mutual Funds
· Companies make them
· They provide professional guidance 
· Costs a LOT of money
Derivatives 
· Not issued by companies 
· Contracts written on primary instruments 
· Risky 
Short term Investments
· Very liquid
· Low risk level
· The return provided is also low 
· Advantage is you will not lose your money
· Disadvantage is you will not gain a lot of money either 
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