
Introduction to Investing  
 

 

 

 

 

 

 

 

 

 

Lesson 1: Introduction To Investing 



Whether you have $1,000 or $1,000,000 in savings, education is the key to 

empowering yourself to take charge of your financial future. 

In this course you will learn about the different broad investment choices you 

have available. Specifically, you will learn how the stock market works, how to 

evaluate stocks, bonds and options and how to build and manage a well 

balanced portfolio of investments. 

Before we jump in, please understand that this course is not about getting rich 

quickly; this course is about getting rich slowly. 

The 3 steps to growing rich through a lifetime of savings and prudent investing 

decisions are: 

1. Getting a basic investing education which is why you enrolled in this 

course 

2. Practice investing with a virtual portfolio (you will set up your virtual 

portfolio used in this course at the end of this chapter). 

3. A personalized investment plan and a patient, disciplined approach to 

implement your plan 

So, please resist any offers from “investment gurus” who promise to make you a 

million dollars in the next year. With this Investing 101 Course, you will understand 

how money and wealth are generated from investing over time and by 

balancing risk with potential returns. 

By the end of the course, you will have a strong understanding and have built a 

solid foundation for investing your hard earned money and taking control of 

your financial future. 

Never again will you be dependent on an investment advisor, investment 

institution or a family member to make investing decisions for you. And in this 

economic climate, why would you ever want to? 

How Individual Investors Can Beat the Market 
When you are just getting started investing in the stock market, it is imperative 

that you start building your portfolio with solid stock picks.  The first stock for 

everyone should be the ticker SPY, which is an Exchange Traded Fund (ETF) that 

mirrors the S&P500 Index.  In other words, buying the ticker SPY is like buying a 

little of the 500 biggest US companies. 



 

Basic Bank Accounts 

Bank accounts are issued by banks, credit unions, and savings & loan institutions 

as a secure way to store your money and make it easily accessible later (without 

carrying around all your cash everywhere you go). If you are sitting with your first 

$500, you usually have two options for accounts: a Savings Account, or a 

Checking Account. Before we get into how to make money through your bank, 

we first need to understand how a bank makes its money off YOU. 

 

How Banks Make Their Money 
Historically, banks made their money by issuing loans. They loan out money to 

people and charge them interest, and the interest on those loans made money 

for the bank. 

However, if a bank is going to make loans, they need money to loan out. This is 

where the first Bank Accounts came from – attracting people to give their 

money to the bank, so they can loan it out and earn a profit. People did not 

want to just hand over their money to banks for free though, so banks advertised 

some specific perks on why you should give them your money: 

• More secure. If you keep all of your cash at home, someone could break 

in and steal it. Banks are much harder to rob than your apartment. 



• They pay you for it. Banks also pay you interest on money you store with 

them, paid out of the interest they charge people who borrow that 

money. 

In this case, both you and the bank get a good deal – they get paid interest 

when they issue loans, and they give you some of that interest as thanks for 

letting them use your money. 

Wealth Management 

 

In recent years, banks do a lot more business than just issue loans. There is an 

entire world of “Wealth Management” products that banks offer – helping 

people invest their money, creating and selling mutual funds, and much more. 

This is often more profitable than just issuing loans and does not require people 

to store their money at the bank to sell it. Both sides (usually) get a good deal 

here too. People who want to invest (but are not comfortable investing on their 

own) have expert help, and the bank can pool the assets of many savers to 

make bigger investments and earn better returns. Now that we have some idea 

of how banks make THEIR money, we can see how they can make YOU money. 

Bank Account Types 
The two most common types of bank accounts are Checking Accounts and 

Savings Accounts. There are also other types (like Certificates of Deposit and 

Money Market Accounts) that we will cover in later chapters. 

 



Checking Accounts 
Checking accounts are the type of bank account you would use for regular 

purchases. Originally just for “writing checks”, checking accounts are tied to 

your debit card, and can be used for paying bills online. 

This means most people do not keep very much money in their checking 

account – and so banks do not use this money to issue loans to other people. 

But that does not mean banks offer checking accounts just out of the goodness 

of their heart – they still need to make money! Instead, they use checking 

accounts to make money through: 

• Charging user fees. Many banks may charge an annual fee for your 

checking account (usually less than $100). This annual fee may be waived 

if you keep a minimum balance (so they can use this money to issue 

loans). 

• Upselling. If you have a checking account at a bank, and they see you 

are starting to grow your account balances, the bank will usually try to 

convince you to open a savings account or use some of their wealth 

management services. If you need a mortgage or other loan, the first 

place you look is probably where you are already banking. This is the main 

way banks make money from people with checking accounts. 

“Upselling” is becoming more and more important to bank’s business model. 

Many banks offer Free Checking Accounts, or even pay you a small amount of 

interest on your checking account, just so they will be the first place you look 

when you need a loan or wealth management services. 

Savings Accounts 
Savings accounts are the oldest type of bank account – the bank wants you to 

save your money in a Savings Account, they loan it to other people, and pay 

you interest on your savings. Savings accounts are meant for medium- to long-

term savings. This is because banks need stable deposits in order to issue loans – 

they cannot loan out money if everyone tries to empty their savings account 

every month. To encourage long-term savings (and so more money available 

for them to lend out), banks usually offer higher interest rates if you can keep 

more cash sitting in your account for longer periods of time. 



 

 

 

 

Balance required Interest rate 

$0 0.05% 

$10,000 0.25% 

$25,000 0.75% 

The more you keep deposited, the more you earn – but even the highest 

amount is still not very much interest. Even so, when you think about investing, 

your Savings Account is the most basic option. 

Risk Vs Reward 
This is a key aspect of investing – Risk versus Reward. If you have less than 

$250,000 in your savings account, it has protection from the FDIC (a federal 

agency set up to insure bank accounts at no cost to savers). This means that 

putting your money into a savings account has almost no risk – but the interest 

rate is so low, there is also very little reward. 



Liquidity 
There is one more key concept to learn from Checking and Savings accounts 

when it comes to investing – Liquidity. “Liquidity” means how fast you can 

convert your investment to cash if you need to spend it. The more “Liquid” the 

asset, the lower reward you can expect. 

If you want to earn more interest in your savings account, you need to “lock up” 

more cash that you cannot withdraw or spend. Checking accounts pay no (or 

very little) interest, but you can spend it whenever you want. 

For all other investment types, keep this balance in mind – Less Liquid and More 

Risk usually has bigger rewards. More Liquid and Less Risk usually has the lowest 

rewards. 

Stocks  

are “equity investments” which means that when you own shares of a company 

you own part of that company. For example, if you own 1,000 shares of Apple 

Computer stock and Apple has 1,000,000 shares that are “issued and 

outstanding,” then you own 0.1% of the company. If Apple were then to be sold 

to another company for $50,000,000, then each share would be worth $50 ($50 

million divided by 1 million shares). At $50 a share, you would receive $50,000 for 

your 1,000 shares. So, as a stock owner, you are really becoming a business 

owner. And what do business owners care about? Increasing sales and 

minimizing expenses. When a company is increasing its sales and minimizing (or 

at least controlling their expenses) they are increasing their profits and making 

money! Remember—”Cash is King” and “He who has the gold rules!” Therefore, 

the price of a stock is simply the market’s determination of the company’s 

value. That value is dependent on its assets, its current profits, and its expected 

future profits. 

Stocks Made Easy 

When business is good and companies are making lots of money (or even if the 

expectation is that the business climate will improve in the near future), the 

prices of stocks generally rise. The opposite is also true: when businesses do 

poorly (or even if the expectation is that the business climate will decline in the 

near future), the prices of stocks generally fall. The place where you can buy or 

sell shares of stock is called a “stock exchange”. In the U.S. there are three major 

exchanges: the American Stock Exchange (AMEX), the NASDAQ and the New 

York Stock Exchange (NYSE), which are located on Wall Street in lower 

Manhattan in New York City. Exchanges play a key role in the financial markets. 



When a company raises money in a stock offering it sells shares directly to the 

initial investors. But when those investors no longer want to hold shares, the 

exchanges provide a place where buyers and sellers come together to buy and 

sell shares. This is called “liquidity”. If you owned 1,000 shares of Apple Computer 

(ticker symbol = AAPL) but you couldn’t find anybody willing to buy it, then it 

would really be worthless. But if you knew you could call you broker and your 

broker could send an order to an exchange where all of the buyers would be 

standing by, then you could be confident that your shares would be sold to the 

highest bidder. The exchanges provide this liquidity and help insure that sellers 

get the highest price possible and buyers can buy at the lowest price possible. 

Investors can make money with stocks two ways: 1) Through the rise in price of a 

stock 2) Through the dividends that companies pay out to their shareholders. 

Companies that have stable earnings and are generating more cash than is 

needed to fund additional growth opportunities pay out part of their reserves as 

“dividends.” It is a direct cash outlay per share owned. Companies will actually 

send you checks in the mail (typically every 3 months) for owning their stock! 

Some larger companies will even take that cash dividend that they would 

normally pay you and buy you additional shares of the company. This is called a 

DRIP (Dividend Re-Investment Plan). If your Apple stock paid a cash dividend of 

$1 per share, then your 1,000 shares of Apple would earn you $1,000. If you 

chose to participate in the Apple DRIP, and Apple was trading at $100 on the 

date the dividend is paid, your $1,000 dividend would purchase you 10 more 

shares of Apple stock. And yes, you will usually end up with fractional shares. 

Over long periods of time, stocks have proven to be a very valuable investment 

because of their very good returns. Over the last 100 years, stocks have gone 

up, on average, about 6% per year. Dividends add about another 1.5% per 

year. 

Stocks Rise in Value Stock Dividends Total Stock Return 

6 percent 1.5 percent 7.5 percent 

As you are probably aware, the prices and values of stocks are volatile. Some 

can change dramatically, for better or worse, and rapidly while others can 

remain stable for long periods. Unlike most bank checking and savings 

accounts, investments in stocks are NOT guaranteed by the FDIC. Many people 

are afraid to start picking individual stocks and would rather pay money 

managers on Wall Street to invest for them. In the United States, over $1.7 Trillion 

is invested in mutual funds. 

 

http://app.quotemedia.com/quotetools/clientForward?targetURL=http://www.howthemarketworks.com%2Fquotes?%26targetsym=targettype=%26targetex=%26qmpage=true%26action=showDetailedQuote%26symbol=AAPL


ETFs (Exchange-Traded Funds) 

ETFs are a cross between mutual funds and stocks. ETFs are simply a portfolio of 

stocks or [tooltip]A debt obligation of a company, the U.S. Treasury Department, 

or a city where the borrower receives funds (usually in increments of $1,000), 

makes semi-annual interest payments based on the coupon rate, and 

eventually repays the borrowed amount ($1,000) to the lender at the maturity 

date of the bond. [toolmid]bonds[toolend] or other investments that trade on a 

stock exchange just like a regular stock does. 

ETFs have the benefits of Mutual Funds in that one investment allows ownership 

in a group of [tooltip] stocks are “equity investments” which means that 

individuals that own stock shares of a company actually own part of that 

company. [toolmid]Stocks[toolend], and usually that ownership is targeted to a 

specific industry, region or market segment (like gold stocks, financial stocks, 

small-cap stocks, or the Brazilian market). This built- in diversification is 

advantageous if you don’t like picking individual stocks but you have an interest 

in a particular industry. 

However, there are differences of which you should be aware. Unlike Mutual 

Funds, the ETF prices change throughout the day as they are bought and sold 

based on the performance of the stocks that the ETF is holding. Some ETFs are 

also leveraged, which means that they have a multiple of 2x or 3x the 

performance of their underlying industry. This ability to react quickly makes them 

a favorite of day traders and other active investors because they are usually 

quite volatile. 

Some ETFs are tied to an index, which make them “exchange-traded index 

funds”. For example, one of the most popular ETFs tries to mirror the composition 

of the Standard & Poor (S&P) 500, using their performance as an index (see the 

S&P 500 ETF, ticker symbol = SPY) and another tries to mirror the Dow Jones 

Industrial Average (ticker symbol = DIA). 

ETFs are very popular and more often than not they are top % gainers for the 

week. Trading ETFs is great because you can ride the many ups and downs of 

specific sectors of the market like Agriculture, Energy, or even foreign countries. 

The leveraged ETFs are extremely popular with traders. With the leveraged ETFs, 

when the sector gains 1 percent, the ETF can gain 2 or even 3 percent! See the 

chart below for a comparison between the NASDAQ banking sector index (IXF) 

and the Direxion 3x Leveraged Financial Bull ETF (FAS): 



 

If you had invested in IXF in the summer of 2009, you would have done well, 

earning about 17% in one month. But if you had invested in FAS, you would have 

made a killing of over 70%! That is the power of leveraged ETFs. However, 

remember that leverage cuts both ways: up and down. 

 

Recent Performance of Investments 

Now that we have looked at several different types of investments, we can 

compare how they have performed over time. 

In this case, we will pretend we invested $10,000 in Stocks, Gold, Commercial 

Real Estate, Residential Real Estate, and a Savings Account in January of 2010, 

and pulled our money out at the end of May, 2021. This is how our investments 

would have grown over time: 

 



That is quite a big difference! Now we can take a closer look at each 

investment: 

Savings Account 

 

Our savings account grew, but not by much. This calculation is based on the 

average savings account return over time. For most of this period, interest rates 

were very low, and we were only earning about 0.06% per year. Our $10,000 

investment only grew to about $10,100 over the whole time period. 

However, there was no point where our investment ever lost money – so there 

was no risk at all in this investment. 

Stocks 



 

Looking only at stocks, we invested just in the S&P 500, the 500 most popular 

stocks in the United States. Our $10,000 grew to just under $37,000 – a 3.7x 

increase. Stocks had the biggest growth of any of the investments over this 

period, but there was also some risk. There were a few months where there were 

some big dips, and we would have lost a lot of money. 

Real Estate 

 

For this comparison, we have two different types of real estate investments. 

Commercial REIT 



The first is Commercial Real Estate – this is the value if we invested in the REIT “O”, 

which specializes in renting out commercial retail space. There are many 

different types of REITs with different specializations, but this is a good 

comparison because it has been around for a long time. 

Our REIT had even more ups and downs than stocks, with some big peaks and 

big crashes. Overall, our REIT had the second highest return of the investments 

we looked at, finishing at $26,314. 

Residential Property 
For residential real estate, the growth is based on the average sale price of new 

homes in the United States over time. The overall growth is much smaller than 

stocks or REITs, but it is also far more stable – no big spikes, no big losses. 

Residential real estate finished at $17,158. 

Gold 

 

Last, we can look at an investment in gold. Gold’s price usually goes up when 

the stock market is very uncertain – so the price increased in 2011/2012 when 

the stock market was rocky, decreased or stayed stable for several years as the 

stock market was steadily growing, then increased again in 2021 during the 

coronavirus pandemic. This was caused both from investors looking for “End of 

the World” insurance, and because the stock market had some very wild swings. 

Our $10,000 investment in gold would be worth $15,283 – just a little bit less 

growth than residential real estate. 



So Which Is Best? 
Every investment we have looked at has a balance of Risk and Reward. Most of 

this course going forward focuses on stock market investing, but a healthy 

investment portfolio will have a mix of different investment types. 

Generally speaking, this is the kind of risk and reward balance between the 

types of investments we have talked about so far: 

Investment Risk Level Potential Returns 

Bank Certificates of 
Deposit 

Very Low Very Low 

U.S. Treasury Bonds Very Low Low 

Municipal Bonds Low Low – Medium 

Corporate Bonds Low – Medium Medium 

Real Estate Low – Medium Low – Medium 

Stocks (Mutual Funds, 

ETFs ) 
Medium Medium – High 

Precious Metals 
(Gold, Silver) 

Medium – High Medium – High 

Leveraged ETFs High High – Very High 

Options High – Very High Very High 

Currency FX Very High Very High 

 

Glossary 
Bank accounts – a depository account at a bank that acts as a secure way to 

store your money and withdraw it later.  



Checking Accounts – a type of bank account you would use for regular 

purchases. It usually does not pay interest.  

Savings Accounts – a type of bank account you would use for medium- to long-

term savings. This type of account pays interest. 

 Liquidity – how fast you can convert your investment into cash if you need to 

spend it.  

Risk – The probability that an investment will lose some, or all, of its value.  

CD – “Certificate of Deposit”, a type of investment bank account that “locks in” 

your savings for a certain period of time, in exchange for a higher interest rate 

than a savings account.  

MMA – “Money Market Account”, a type of bank account that offers a higher 

interest rate than a typical savings account, but has a minimum balance limit 

and a restriction on the number of transactions you can make per month.  

Stocks – An “Equity investment”, signifying a percentage ownership of a 

company.  

Dividend – A payment stockholders receive out of the total profits of the business  

DRIP – a “Dividend Re-Investment Plan”, where dividends you receive from a 

company automatically are used to buy more shares of that company. 

 Mutual Funds – A type of investment where a money manager takes your cash 

and invests it as he sees fit, usually following some rough guidelines. 

 NAV – “Net Asset Value”, or the total value of the assets held by a mutual fund, 

divided by the total number of shares. NAV is calculated nightly. 

 ETF – A collection of stocks, bonds or other investments that trades like a stock 

on a stock exchange.  

Bonds – A “Debt Instrument”, signifying a loan made to a company or 

government. Bond issuers pay interest to bond holders, and when the bond 

expires the original loan amount must be repaid (usually $1000 per bond)  

Coupon Rate – The interest amount paid on a bond.  



Yield – the value of the interest payments received on a bond, divided by the 

amount paid for the bond.  

Treasuries – a bond issued by the US federal government 

 Corporate Bonds – Bonds that are issued by a company  

Commodity – Raw materials that form the basis of the economy, which can be 

interchangeably bought and sold as an investment. 

Precious Metals – Gold, silver, and platinum. While they are used as 

commodities, investors also place special value on precious metals in and of 

themselves, and can act as longer-term investments.  

Hedge – To purchase an asset as “insurance” against a loss of one of your other 

assets  

Foreign Exchange – the market for buying and selling currencies  

Real Estate – Land and buildings, particularly when used as an investment. 

 REIT – a “Real Estate Investment Trust”, an investment vehicle for real estate that 

trades on a stock exchange.  

Mortgage – a loan issued to someone who is purchasing a house or property. 

Mortgages are usually long-term loans paid in equal installments over the life of 

the loan. 
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