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1. Explain the relationship between earnings and a stock’s market value
There are several ways investors can observe the relationship between stock’s earnings and its market value. First is through earnings per share method. This takes into account company’s earnings and number of shares outstanding. When divide the number up, we can determine how much earnings investors will get per one share. Another method that we can study the relationship between the two variables is through PE ratio. It is by dividing up the stock price per share by earning per share. From this method, the number generated tells how much the investor pays per one dollar generated. The higher the PE ratio, the more expensive the stock is.

2. Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
Assuming I am a risk taker with high expectations. I would choose to invest in cyclical stocks. Price of stocks in this group fluctuates a lot with the economy. Even though it is considered relatively risky comparing to stocks in other types, the returns can be a lot higher. 

3. What sources of information would you use to evaluate a stock issue?
There are many sources of information available for investors to study. Most of them are for free, some of them are for sale. Here are some examples. First is company’s report. This includes quarterly and annually financial report, and press release. They are required by the stock exchange committee to provide this information to the public. Second is stock exchange website. They usually publish newsletter to traders. Brokerage companies usually publish analysis to their customers. The publications come in form of weekly newsletter regarding analysis of the overall market to quarterly individual stock reports. Other sources of information are internet and bookstore. There is tons of information out there in the internet but investors have to choose only credible ones.

4. What is the difference between the primary market and the secondary market?
Primary market is when a stock goes IPO or initial public offering. It is when a company sells its stock for the first time to the market through the underwriting of investment bankers. This is where the companies initially acquire funding. Secondary market is when the stock is being traded between investors.

5.  Calculating Total Return. Tammy Jackson purchased 100 shares of All-American Manufacturing Company stock at $31.50 a share. One year later, she sold the stock for $38 a share. She paid her broker a $28 commission when she purchased the stock and a $42 commission when she sold it. During the 12 months that she owned the stock, she received $160 in dividends. Calculate Ms. Jackson’s total return on this investment.
(Capital gain) + Dividend yield – fees
Gains: (36.50*100) + 160 – 28 – 42 = $3,740
Initial investment = 31.50 * 100 = 3150
Hence, during the 12 months period, Ms. Jackson gained $590 from holding All-American Manufacturing Company’s stock.

