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Introduction
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The stock market can feel overwhelming even for experienced investors—so imagine how it might appear to a beginner. While there are plenty of resources out there, many are so detailed that they quickly lose the interest of younger audiences.

If your children or grandchildren have shown curiosity about investing, this book is a great way to begin exploring the topic with them. The chapters are intentionally brief, each focusing on a single concept, making it easier to understand. The early chapters introduce essential terminology, while the later ones guide you through opening a brokerage account for a minor.

Vanguard offers a simple way to open a UGMA account, allowing you to invest as little as $1 in any of their ETFs (Exchange-Traded Funds). Although minors cannot actively trade, they will have view-only access with their own password, enabling them to follow the investments you’ve made on their behalf in what feels like their own “stock account.”

This will not only introduce them to investing fundamentals but also help demystify the process of buying stocks. Watching their own investments grow can be a powerful way to show the benefits of saving and investing early on.
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I. Investing
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You have some extra money and want to save it for something important. Not a video game you have been thinking about, but maybe college or a vacation in a few years. You know you can put it in a jar in your desk drawer, or in the bank, but have heard about investing. What does that mean and how do you do it?

When you buy anything (property, art, stocks) with the plan of selling it later for more money, you are investing. The four most common types of investments are:

	stocks - a small part of a company

	stock funds -a part of a bundle of stocks 

	bonds - loans you give to the government or a company. They promise to pay back your initial investment along with interest.

	real estate - property, like a house or land. 


But investing isn't always a sure thing. Sometimes, investments can lose value, and you might end up with less money than you started with. However, if you follow some basic rules, you can lower the chances of losing money.
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II. Inflation
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Investing protects your money from losing its value while you are saving it.

Over time, the price of everything goes up.  For example, you could buy a video game for $50 today. If inflation is 5% each year, next year that same game would cost you $52.50.  If you had put the $50 in your desk drawer instead of investing it, you wouldn’t be able to buy the same game because it now costs more than you have. That’s how inflation makes your money less valuable over time. 

The loss of value from inflation is a bigger problem the longer you plan on keeping money for something far in the future (like college).

The inflation price creep applies to foods, clothes, everything. If you just save your money and don’t invest it, you won’t be able to buy as much in the future. 

Investing gives your money a chance to grow and keep up with rising prices. By investing, you protect your savings and make sure you can still afford the things you want in the future, like college or that video game. It's a smart way to make your money work for you!
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III. A Plan and Patience


[image: ]


A successful investor needs both a good plan and the patience to follow it.

A plan means homework, researching the investment you're thinking about buying. What is it worth now, what would be a good purchase price, and what might I hope to sell it for in the future. 

The next step is the patience to wait for the right time to buy and eventually, to sell.

Common mistakes new investors make include:

	Getting impatient, worrying about missing out, and buying without doing the basic research first.

	Taking big risks in hopes of a fast profit.

	Getting greedy and keeping an investment after it has reached your selling price, hoping to make even more money.

	Panicking when an investment is not doing well, selling it earlier than planned instead of waiting to see if things improve.


Sticking to your plan and not letting fear or greed make your decisions for you is the key to successful investing. With a solid plan and the patience to stick to it, you will make the best decisions to grow your money over time. 

Investing isn't about getting rich overnight—it's about making smart choices and then being patient for the results.
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IV. Volatility
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Investments change in value over time. Some swing back and forth, rising and falling widely, while others, like a bank account, remain more stable. These fluctuations are called volatility and investments with larger price swings are considered more volatile.

Volatility stems from changes in demand for an investment. Suppose you’ve bought 10 shares of a company that makes building tools. A surge in demand for new apartment buildings means the company is selling more products. As investors take notice and buy shares, prices rise due to limited supply, and your investment becomes more valuable.

The opposite can happen too. If the building boom slows, investors might feel the company’s growth will taper off. They may sell shares to secure profits, increasing the number of shares available for others to purchase, and driving prices down if buyers aren’t as interested.

For investors, volatility presents both risks and rewards. It’s exciting when a smart investment quickly gains value, providing a nice profit. But if prices drop and you need to sell, you could face losses. Watching a volatile investment fluctuate can be like watching the weather: changes can be sudden and unpredictable, and this uncertainty can be stressful. So before buying a volatile investment, ask yourself, 'Can I handle the stress of watching this investment go up and down?'

Volatility is a normal part of investing. Fortunately, strategies exist to help you manage these swings and make volatility work for you. In the next chapter, we’ll explore ways to reduce the risks of volatile investments.
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V. Decreasing Risk
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Risky investments have the potential to earn more money, but they also come with a higher chance of a loss. When people say 'no risk, no reward,' they mean that aiming for bigger profits often requires taking some risks. However, it’s important to remember that with bigger risks comes a greater chance of losing money, too.

Safer investments, like savings accounts or government bonds, have little to no chance of losing your initial investment, but they also tend to return smaller profits than riskier options. The bottom line is avoiding risk means missing out on the chance for greater profits.

Luckily, there are smart strategies to reduce the chance of losses with riskier investments.

Research, Planning, and Patience

The first step is researching and making a plan for each investment. Once you have a plan, stick with it and be patient. Sometimes it takes a while for an investment to grow, so don’t rush.

Surplus Funds

Only invest money you don’t need for everyday expenses. This way, if an investment temporarily drops in value, you don’t have to sell it right away. Instead, you can wait until the value goes up again.

Diversification

Don’t put all your money into one company or item. Spread it out by buying fewer shares of one company and putting the rest into other things like different stocks, bonds, or even real estate. Not all investments rise and fall in value at the same time. So, if one goes down, another might go up. Diversifying your investments spreads out the risk and gives you a better chance of making an overall profit.

Holding Period

Try to keep investments for longer rather than shorter periods. Good investments generally go up in value over time, even though they might have small ups and downs along the way. The longer you hold on, the better your chances of making a profit, even if the value dips temporarily

The graph below shows how important it is to hold onto investments if you want to reduce the chance of a loss. Imagine you have $10,000 to invest for at least three years. You’re considering three options:


A: Stock (more volatile, shown by the yellow line)

B: Bank Account (steady but slower growth, shown by the red line)

C: Bond (less volatile, shown by the green line)
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If you had to sell after just one year, you’d lose money on both the stock and the bond. Only the bank account would have earned a small profit. After two years, both the stock and bank account show a small profit, but the bond would still be worth less than its purchase price. By holding the investment for the full three years, all three options become profitable.

Key Takeaways

1) The longer you hold an investment, the better the chances of making a profit.

2) If you think you’ll need your investment money within a year, a bank account might be the best place. Even if it
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