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IT’S AN UNFORTUNATE fact that many new traders and investors end up losing money right off the bat.

As a token of my appreciation for picking up this book, I’ve created a free bonus guide to help you avoid the most common rookie mistakes.

Get your free guide in the back of this book. If you can’t wait that long, just hit the button below now!
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​Introduction
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There is a very good reason why, to many, investing in stocks is regarded as the holy grail of passive income; when wisely chosen, they allow you to earn money while you sleep.

With a little bit of guidance, anyone can become a successful trader or investor; it is simply a matter of preparation.

If you are a rookie thinking of diving into the stock market, then consider this book your first investment.

This is your crash course on the basics of trading and investing. You won’t find complicated strategies or schemes here. Before any of that, you need to lay a solid foundation, which is exactly what this book will help you achieve.

Before you place any money in the markets you owe it to yourself to understand what you are getting into. This book will teach you, step-by-step, the absolute essentials.

By the time you have finished reading, you will be ready to decide which road to go down and, under my professional guidance, I’ll get you heading straight for success!

So, let’s get started.
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​1. Stocks 101: The Basics
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You may have heard people babbling into their cell phone, furiously ordering someone on the other end to “shift $1,000 of Facebook stock” or “buy 100 shares in the oil company”, but what does it all mean?

Simply put, it means that person owns or wants to purchase a piece of a particular company. In essence, a stock is a part ownership of a publicly listed company. For this reason, stocks are also commonly referred to as equity or shares.

So what is a publicly listed company?

This is a company that is offering its shares to the public for the purpose of raising capital in a secondary market, referred to as the stock exchange. 

So, the more stock an individual acquires from the stock market, the greater the ownership share of the company in question he or she gets, which entitles him or her to a share of the revenues of the company as well as voting rights in the company’s annual general meetings.

Traditionally, a certificate of ownership of stock was issued. However, thanks to advances in technology, this is now stored electronically and held by the broker issuing the stock.

Crucially, stockowners do not have to be involved in the day-to-day running of the business. Hence, they get to own a piece of the company and its profits without actually showing up for work.

The stockowner, also referred to as the shareholder, is protected from personal liability, too. It follows that if the company goes bankrupt, the shareholder’s personal assets cannot be liquidated on behalf of the company. The shareholder only loses the amount that they invested in the company.

Although many perceive the stock market as complicated and inaccessible, the way it operates is, in essence, really quite simple.

The stock exchange is one of the various ways a company raises capital for its ongoing business or expansion. Companies wishing to list their shares for trading by the public start with a process called the Initial Public Offering (IPO) where it offers its stock to the public for the very first time.

We’ll see how that works shortly. Don’t worry if some of the jargon is a little confusing, we’ll cover everything in due course. For now, let’s run over the key takeaways from this short section.

Chapter Summary

• A STOCK REPRESENTS ownership of a portion of a company.

• Stocks are also commonly referred to as shares or equity.

• Owners of shares are known as shareholders, stockholders or stockowners.

• A company that offers its shares / stock to the public is known as a publicly listed company.

• A shareholder has limited liability.

• If a company is profitable, the shareholders are entitled to a share of the revenues.
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​2. Types of Stocks Explained
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Not all stocks, also known as shares, issued to or purchased by different shareholders are created equal. There are two main categories of shares: common and preferred. Common shares are the most popular and are often referred to as ‘ordinary’ shares.

Common Shares

COMMON SHARES REPRESENT partial ownership of a company and, as we know, owners are entitled to a share of the company’s revenues, often referred to as ‘dividends’.

The amount you will earn depends on the company’s figures over a specified period, ordinarily known as the ‘financial year’.

Common shares also come with voting rights per share; the greater the holding, the greater the influence within the company.

Common stockholders do enjoy limited liability but, in the event of the company’s liquidation, they are compensated last after preferential shareholders and other creditors.

Preferential Shares

PREFERENTIAL STOCK, just like common stock, also represents a share of company ownership. The first difference between these two types of stock is in the dividend share.

Preferred stockholders receive dividends before common stockholders. Secondly, in the event of liquidation of the company’s assets, preferred shareholders also get the first claim on assets before common stockholders.

Preferred stocks earn fixed dividends, which make them more of a bond or debt than an ordinary share. Consider the following analogy:

If you give someone a loan, they owe a debt to you, and you will receive fixed interests on the loan. This is the same concept as buying a bond and receiving fixed premiums, or being a preferred shareholder.

Other Stock Categories 

AS A BEGINNER, YOU will likely be dealing with common shares, but as you progress on your journey, you may come across other options such as the below:

Growth Stocks

THESE ARE STOCKS THAT have potential for growth in price above the general stock market price as a benchmark. Investors who purchase these types of stocks expect continued growth in the company’s earnings, hence more capital gains in the long run.

Capital gains refers to increased price of the shares, hence the investor is in a position to profit from a sale of the stocks above the purchase price.

Blue Chip Stocks

THESE ARE THE STOCKS of publicly traded industry leading companies in different sectors. These stocks tend to serve investors wishing to operate a moderately low-risk model, since they are safe and reliable, offering steady dividends. Most stockholders tend to hold onto these stocks for a long time, and many to perpetuity.

Income Stocks

THESE STOCKS PAY MUCH higher dividends than other stocks. Most of them have a much lesser rate of growth than growth stocks but are attractive due to the amount of dividends they pay. These stocks also tend to serve the moderately low-risk investor.

Cyclical Stocks

THESE STOCKS TEND TO follow the overall economy in terms of performance. For instance, in times of recession, these stocks will also fail significantly. Stocks in industries such as automotive and airlines exhibit this behavior.

Defensive Stocks

DEFENSIVE STOCKS USUALLY exhibit the opposite behavior to cyclical stocks. They do not underperform due to poor economic conditions. Companies in the food and beverage sector, for example, fit into this category of shares.

Value Stocks

VALUE STOCKS ARE CONSIDERED as underpriced by investors. These may be stocks with real earnings and potential signs of growth that come at a low price.

Speculative Stocks

THESE STOCKS SHOW SIGNS of impending growth in the short-term. Investors buy these stocks in the hope of making big profits as fast as possible. They best serve high-risk investors and aren’t an ideal starting place for beginners.

Chapter Summary

• COMMON STOCKS ARE also known as ordinary stocks or shares, and they are the most common kind, as the name suggests. In general, when people talk about stocks, they are usually referring to these. 

• Investors consider preferred stock as more of a bond or debt than an ordinary share.

• A dividend is the stockholder’s share of the company’s revenues or profits.
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​3. Where to Buy Stocks
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Stocks are traded in exchanges. These are places where buyers and sellers of stock meet to transact their business.

Traditionally, most exchanges were physical places where trading was carried out on what was referred to as a ‘trading floor’. Today, trading is also done electronically using a network of super high-speed computers.

Before exploring the different stock exchanges available, let’s revisit the concept of a secondary market as mentioned previously.

Before stocks are traded on the secondary market, they have to be traded in a primary market. As discussed earlier, companies willing to list their shares for trading do so through an Initial Public Offering (IPO).

The IPO is carried out in the primary market; hence, the primary market is the stage at which shares are created. The secondary market, then, is where shares previously traded in the primary market are traded.

When referring to the stock market, in general, we usually mean the secondary market, as this is where people like us operate. You need not be too concerned with what goes on before that point, but it’s useful to know.

Let’s look at some of the major stock exchanges around the world.

The New York Stock Exchange

THIS IS THE MOST FAMOUS stock exchange in the world, and it came into existence more than 200 years ago.

Some of the largest companies in America have their shares listed on this exchange. Most of the trading occurs on the trading floor, while orders emanate from outside brokers.

The NASDAQ

THIS IS A VIRTUAL EXCHANGE with no trading floor, most of the trading being done electronically through dealer communications.

This exchange also boasts some of the largest companies in America and, indeed, the world.

Another significantly large stock exchange in the United States is the American Stock Exchange (AMEX).

In London, there is the London Stock Exchange (LSE) and, in Asia, the Hong Kong Stock Exchange.

You don’t need to know the ins and outs of every exchange, but it’s useful to familiarize yourself with the major players. As a beginner, you may even want to monitor some of them just to get used to the practice of doing so.

Chapter Summary

• STOCKS ARE TRADED on stock exchanges.

• The secondary market of publicly listed companies is the stock market in which we operate.

• Most investing and trading is now carried out electronically.
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