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FN281 Assignment 5

1.  Which type of stock could help you obtain your investment and financial goals?  Justify your choice?
	
Personally, I’m quite a risk-averse investor because I’ve just studied the stock investment recently for a few years so that my investment and financial goals are not so high as other investors. At the beginning, I expect to trade the stock with any risk then, I gradually increase more risk for more profit as well. However, I still play safe for my initial investment. Therefore, I think some types can be appropriate for blue-chip stocks, income stocks, and defensive stocks.
[bookmark: _GoBack]Because blue-chip stocks are stock issued by large well-known companies, which normally have financial histories, solid dividend, and growth records. This can be defined as safe investment that I will be more confident to invest in this kind of stock. For the income and defensive stocks, they’re just second and third choice if I can choose more than one type. As Income stocks will generally pay high dividend and defensive stocks also be the safe investment choice as it remains stable during the economic recession.


2.    Explain the relationship between earnings and a stock’s market value.

	 The relationship between earnings and a stock’s market value is positive since if a company is doing well or getting more earnings, a stock’s market value tends to increase. On the contrary, if the company has bad performance or creates big losses, the stock price tends to be low.
However, this is like the general rule of this relationship that everyone knows. In the real world, the relationship between a company's earnings and its stock price will be complicated since high profits don't necessarily mean a high stock price, and big losses don't always lead to a low stock price as well. The reason is that there are two main factors that influence stock price including current earnings and promise of future earnings.
We also need to concern future earnings, not only the current one since even a company has high current earning but if it doesn't generate consistent earnings growth over time or cannot reduce its price to earning ratio, investors might choose to sell the stock, leading its price lower while most of new companies that have extremely high P/E ratios or lose money might have a high stock price due to projected future growth. But eventually a lack of earnings over a long period of time will cause the price of stock decrease and this business cannot be in the market at all in terms of the worst case.


3.    What is the difference between the primary market and the secondary market?

	Primary markets are the markets for trading newly issued securities,
while secondary markets are the markets for trading already issued securities e.g. any markets where existing securities trade or previously owned shares of stocks, bonds, and other securities. In addition, there are actually many differences between both markets, but I will illustrate key differences of them.
Firstly, the securities are directly issued by companies to investors in primary market, but they’re sold or transferred from one investor to another in secondary market. Hence, the amount received from the securities are the income of company where as this amount will be the income of investors in secondary market.
Secondly, the price in primary market is fixed at par value, but in secondary market, the stock price will be determined by demand and supply of that particular security traded in the market.
Thirdly, the intermediaries in primary market are investment bankers or underwriters who involved in selling the securities, but the intermediaries in secondary market are brokers who involved in trading the securities.
Lastly, primary market does not help to maintain liquidity. On the contrary, secondary market help to maintain liquidity.


4.    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

Costs when purchased
100 shares @ $31.50	 3,150
Plus commission	     +28
Total Investment	$3,178

Return when sold
100 shares @ $38	 3,800
Minus commission	      -42	
Total return	$3,758

Transaction Summary
Total return	$3,758
Minus total investment	 -3,178
Profit from stock sale	    $580
Plus dividends	    +160
Total return for the transaction	    $740
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