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Investing Basics for
Beginners

Includes: Student reading, case
study, differentiated questions,
teacher key

Stock Markets and Bonds: Investing Basics for
Beginners

How Stocks and Bonds Function

Stock markets and bond markets are the two primary venues for raising capital and investing savings. When
a company issues shares of stock, it sells ownership stakes to investors who hope to share in its profits
through dividends and capital gains. Stocks trade on exchanges—like the NYSE and NASDAQ—where supply
and demand determine a company’s share price. Bonds, by contrast, are debt instruments: investors loan
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How Stocks and Bonds Function

Stock markets and bond markets are the two primary venues for raising capital and
investing savings. When a company issues shares of stock, it sells ownership stakes
Yo investors who hope to share in its profits through dividends and capital gains.
Stocks trade on exchanges, like the NYSE and NASDAQ), where supply and demand
determine a company's share price. Bonds, by contrast, are debt instruments:
investors loan money to issuers (corporations or governments) in exchange for
regular interest payments (coupons) and return of principal at maturity. Bond prices
move inversely to interest rates. When rates rise, existing bond prices fall fo match
higher yields available elsewhere. Together, stocks and bonds offer different risk-
return profiles, enabling investors to tailor portfolios to their objectives and
tolerance for volatility.

Comparing Stocks vs. Bonds

Stocks are generally higher risk, higher return investments. Over long horizons,
equities have outperformed bonds, but share prices can fluctuate dramatically in the
short term. Bonds are viewed as safer: coupon payments are contractual, and
bondholders have priority over shareholders in bankruptcy proceedings. Yet bonds
carry risks, too: interest-rate risk, credit risk, and inflation risk can erode real
returns. Investors often balance the two asset classes: younger individuals, with long
time horizons, may hold a larger equity allocation, while those nearing retirement
shift toward bonds for income stability. Understanding these fundamental
differences is essential for constructing portfolios that align with financial goals,
from wealth accumulation to income generation and capital preservation.
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The Role of Stock Exchanges

Stock exchanges provide the infrastructure for buying and selling shares with
transparency, liquidity, and regulation. The New York Stock Exchange (NYSE), known
for its iconic trading floor, hosts many large, established firms; the NASDAQ
operates entirely electronically and features a high concentration of technology
stocks. Exchanges enforce listing standards (minimum market capitalization,
governance requirements, and financial disclosures), protecting investors and
fostering confidence. Market makers and high-frequency traders contribute to
liquidity by continuously posting buy and sell quotes. Public listings also confer
visibility and credibility on companies, facilitating subsequent capital raises through
secondary offerings. In essence, exchanges act as vital intermediaries connecting
companies in need of capital with investors seeking returns.

Getting Started: Brokerage Accounts and ETFs

To participate in stock and bond markets, investors open brokerage accounts—online
or full-service—paying commissions or fees to execute trades. Modern online
brokers offer commission-free trades and educational resources, lowering barriers
to entry. Exchange-traded funds (ETFs) have surged in popularity by bundling
diversified baskets of stocks or bonds into single securities that trade like
individual stocks. ETFs provide instant diversification, low expense ratios, and
intraday liquidity, making them ideal for beginners. Investors choose ETFs based on
asset allocation strategies—domestic vs. international, growth vs. value, corporate
vs. government debt—to build balanced portfolios without selecting individual

Issuer Income Type || Maturity Risk
Profile
Common Stock Corporations High
volatility
Corporate Bond Corporations Credit &
rate risk
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Key Information

Instrument




Instrument Issuer

I

Income Type || Maturity Risk
Profile

Treasury Bond U.S. Coupons 10-30 Low
Government years credit
risk
Municipal Bond State/Local Coupons (tax- Varies Moderate
Governments exempt) risk

Case Study Excerpt: Retail Investors and the 2021 "Meme Stock”
Phenomenon

In early 2021, forums on social media—most notably r/WallStreetBets on
Reddit—coordinated buying of heavily shorted stocks like GameStop (GME)
and AMC Entertainment (AMC). Fueled by collective enthusiasm, the share
prices skyrocketed: GameStop's price leapt from under $20 in January to
over $480 in late January, triggering a short squeeze that inflicted billions
in losses on hedge funds betting against the stock. Retail platforms like
Robinhood saw unprecedented trading volumes, with commission-free trading
amplifying participation. While some early buyers realized dramatic gains,
many late entrants suffered steep losses when prices corrected. This
episode highlighted both the democratization and the dangers of modern
markets. On one hand, retail investors—previously limited by fees and
minimums—could mobilize en masse, challenging traditional institutional
power. On the other hand, the volatility underscored how market psychology
and social media can decouple prices from fundamentals. Regulators and
exchanges faced tough questions about trading halts, disclosure
requirements, and the resilience of clearinghouses. Ultimately, the "meme
stock” saga served as a vivid case of how rapidly prices can move in liquid
markets—and why understanding the mechanics of stocks, bonds, and
investor behavior is crucial for both novices and professionals.
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1. What market mechanics led to the steep rise and fall of GameStop's stock price?

2. How did commission-free brokerages and social media platforms contribute to the
"meme stock"” surge?

Multiple Choice
1. Bonds differ from stocks because bondholders:
a) Have voting rights
b) Receive fixed coupon payments
c) Share in corporate profits

d) Benefit from unlimited price appreciation

2. An ETF is best described as:
a) A basket of securities traded like a stock
b) A privately held hedge fund for investors
¢) A single company's publicly listed stock
d) A type of corporate bond or debt

3. A short squeeze occurs when:
a) Short sellers cover positions by buying shares as prices rise
b) Investors rapidly selling their shares to exit losing positions
c¢) Companies issue new shares to dilute shorts
d) Bond yields spike unexpectedly higher
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Matching

Write the letter of the correct definition on the line next to each term.

Term Definition
1. ____Electronic exchange known for technology stocks A)ETF
2. ____ Debt issued by local governments with tax-exempt coupons || B) NYSE

3. ____Listing venue with a historic floor trading system C) Treasury
Bond

____Investment vehicle offering diversified exposure intraday || D) NASDAQ

____Debt instrument considered free of credit risk ‘ E) Municipal
Bond

Fill-in-the-Blank

1. A company's share price on an exchange is determined by and

demand.

2. Bond prices move inversely o market

3. Exchange-traded funds trade throughout the day like

Short Answer

Answer each question in 2-4 complete sentences.

1. Explain one advantage of bonds over stocks for conservative investors.
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2. Describe how a short squeeze can lead to rapid price swings.

3. Summarize why ETFs have become popular tools for beginner investors.

For more free lessons: morelessonslessplanning.com




