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Course:  Consumer Economics

Unit:  Money and Banking

Lesson: Investing

NOTE:  This lesson is a minimal introduction to investing.  If your students want more on investing, the Suggested Resources in this lesson give a basis for additional class sessions, or you may want to ask a professional from a local brokerage to address your class.

Competency Objectives:
  Adult learners will understand the concepts of risk and return.

Suggested Criteria for Success:
Learners will identify gain or loss on a group portfolio project and will relate the results of that portfolio to risk and return.

Suggested Vocabulary:
stock

shares
risk
return


diversification
gain
loss
portfolio

Suggested Materials:
Instructor selected or constructed handouts from the suggested resources given below and included at the end of this lesson. 

Newspaper stock pages collected for different days over a period of time.  Any days can be used, but the greater the span of time covered, the more the more likely that fluctuations of the market will be shown in the class portfolio project.

Keep a list of the dates on your newspapers before you distribute them.

Suggested Resources:
NOTE:  Some of these resources are intended for school-age learners.  The information is pertinent and clear.  However, please scrutinize what you plan to use, and work with these material to eliminate references to lower grades, children, youth, teens, etc., which could offend adult learners.
http://www.bygpub.com/finance/finance0.htm  .  Understanding and Controlling Your Finances.  Click on Investment Options.

http://www.jumpstart.org/.  Scroll down.  Beneath the calendars, click on click here for the 12 Principles for Personal Financial Literacy and a lesson plan for each principle.  The June lesson plan Pay Yourself First is a good one to research for this lesson.  The Richest Man in Babylon by George Clayson can be located in most libraries.  The premise is that a person can acquire wealth by living on 90% of his income and saving the remaining 10%.

http://www.teachmefinance.com/.  Teach Me Finance. 

http://www.stocksquest.com  Free stock market simulation game.

http://www.thinkquest.org  Click on Library.  Search for Stock Market and explore the various pertinent entries.  Also search for Investing.

http://www.infohq.com/CPA/begin-investing-guide.htm  Beginners Guide to Investing.

http://www.urbanext.uiuc.edu/risk/index2.html.  Developing a Personal Risk Management Plan.  This site gives an online risk instrument for rating the potential financial severity and the probability of a series of events at this time in the individual’s life.

Suggested Methods:  Reading, Discussion, Lecture, Group Work, Journal Work

Suggested Steps:

Distribute handouts that you select or construct from the suggested materials in addition to or in place of the handout attached to this lesson.  Use these for reading and to help you explain the basic concepts of stock, stock market, risk, return, and diversification.  Stress that other components of a financial plan that should be in place before investing in the stock market.  (See attached handout.)


Ask students:

Why is it a good rule never to invest money that you can’t afford to lose?

Why could you lose money in the market?  

How does consumer confidence affect the market?  

How do global affairs affect the market?  

Ask students to give examples for each of these questions, and be prepared with examples of your own.

Group Portfolio Project:  Give students stock pages from the newspaper and show them how to read the New York Stock Exchange entries.  (Price/Earnings, Projected Price/Earnings, Last Trade of the Day, and Change--up or down--from the previous day.)

On the board, put a sequential list of the dates for the newspapers that you handed out.  Ask students to add their names beside the date of the newspaper they have.  Choose several stocks.  Ask each student to tell the closing price (last trade of the day) from their newspaper.  Remember, the closing price will be for the previous day. You will have a chart that looks something like the following:

	Student
	Newspaper date
	Close on
	Wachovia
	Krispy Kreme
	Jefferson Pilot

	Angelo
	12/11/07
	12/10/9807
	67 3/4
	31 ½
	78

	Kim
	3/4/07
	3/3/07
	67 ½
	29
	81 ½ 

	etc.
	
	etc.
	etc.
	etc.
	etc.


Ask each student to pretend that this is his/her personal portfolio.  If he/she bought 100 shares of each stock in the portfolio at the closing price on the first newspaper date and sold all shares at the closing price on the last newspaper date, would he/she have a gain or loss on each stock?  On the portfolio of all stocks?  What was his/her return?  Was there another day (before the last newspaper date) that would have been a better sale date for any of the stocks?  Why?

Teach the Rule of 72:  See http://beginnersinvest.about.com/library/weekly/aa012501a.htm.

To determine how long it will take for money to double, divide the interest rate into 72.  For example, an account earning 6% interest will double in 12 years.  72/6 = 12.  

To determine what interest rate you must earn to double your money in a given number of years, divide 72 by the number of years in which you want your money to double.  To double your money in 4 years, for example, divide 72 by 4.  This gives you the interest rate (18%) you must earn in order to achieve your goal. 

Work these problems with your students:

How long will it take to double your money at 3% interest?

What rate of interest must you earn to double your money in 5 years?

Journal Work:
Look through your daily newspaper and cut out two articles about events that you think may affect or be reflected in the stock market.  Why do you think so?  Put both your thoughts and the articles in your Journal.

Investing

What is stock?  Stock represents ownership of a company.  Suppose you start a small company while you are young and it does well.  By the time you want to retire and sell your company, it is worth a $1,000,000 dollars.  One person may not be able to buy your company, but twenty people may put in $50,000 each.  These twenty people will own shares of the company or shares of stock.  Pieces of a company are bought and sold as shares of stock. 

If the company continues to do well, a stockholder will eventually be able to sell his/her shares for more than he/she paid for them.  The difference is called return on investment or capital gain.  This difference is the increase in the money (capital) originally invested in the company.  A stockholder must sell his/her shares before recognizing a gain or loss.

If the company does not do well, the stockholder will not be able to sell his/her shares for as much as he/she paid for them.  A stockholder could lose his/her entire investment.  That is the risk that stockholders take.  A good rule to follow:  Never invest money in the market that you can’t afford to lose.

Risk and return are related.  The greater the risk that a company may not do well, the greater the rate of return if it does.  In addition to the risk one takes that a company will/will not perform well, there is risk in the market itself.  Diversification (owning a balance of different types of investments) helps protect investors against excessive risk.  For example, bonds typically do well when stocks are down and visa versa.

Inflation is growth in the cost of products and services (also called the increase in the cost of living).  Inflation causes the purchasing power of a dollar to go down over time.  In investing for the future, you want your money to earn more than the rate of inflation.

How are stocks traded?  Publicly traded stocks are bought and sold on stock markets such as the New York Stock Exchange, the Nasdaq, and the American Stock Exchange.  Other countries have national stock exchanges.

Before you invest:  You should, at minimum, have the following before you invest in the stock market:

· You should have a clear set of financial goals.

· You should make more than you spend, monthly and yearly.

· You should not have any credit card debt.

· You should have a “safety net” of savings to carry you three to six months.

· You should be saving for retirement.

· You should have a will.

· You should have life insurance if others depend on your income.
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