Notes for Teachers to accompany the Stock Market Game slide decks
February 2025

Week 2; Following the Market
Slide 4; What goes into building a house
· Suppose I thought the house building industry was going to take off because people are building a lot of houses.
· I would consider all the components that go into a house.  Here we see, wood, paint, roofing materials, appliances, and air conditioning/heating.
· Then [click] I would find companies that sold those materials and components – and hopefully select the companies with the best performing stocks.
· Or [next slide]

Slide 5; What goes into building a house, continued

· I could simply buy “the house” or an index that is made up of all the stocks of companies that go into the house.
· This is how a stock index works – it tracks the collection of stocks that fit a theme.
Slide 6; What is a stock index
· As we saw, there are the three most common Indexes are 
· S&P 500 
· Dow Jones Industrial Average (DOW)
· Nasdaq Composite (NASDAQ) 
· These indexes are most often used to get a daily, quick sense of “how the market is doing”
· Here you see the graphs of how each of these indexes have performed since 2016.  
· - What do you notice about the three indexes? [All go up, They look almost identical]
You’ll note they look almost identical and look much like the graph of the entire stock market - which is why investors look to those indexes as a way to see how stocks and “the market” are performing.  The market – since 1928 (which includes the great depression, has averaged 10-11% annual growth – which is why we need to be invested in it!
Slide 7; Stock Indexes, S and P 500
· The S&P 500 index is rebalanced four times a year
· With the capitalization-weighted method, the index components with a higher market cap will receive a higher weighting in the index. Proportionally, the performance of companies with a small market cap will have less of an impact on the performance of the overall index. 
· - Critics of cap-weighted indices argue that the overweighting toward larger companies gives a distorted view of the market.
· A company's market capitalization is calculated by multiplying its outstanding shares by the current price of a single share.
· (https://www.investopedia.com/terms/c/capitalizationweightedindex.asp)
· The larger companies on this list are Apple ($2.318 T), Microsoft ($1.769 T), Google [Alphabet] (1.314 T), Amazon ($1.187 T), and Tesla (647.36 T).
· 	- Fall 2022: Smallest 11.50 B - C. H. Robinson (CHRW)
· (https://companiesmarketcap.com/usa/largest-companies-in-the-usa-by-market-cap)
· Each year, about 20 to 25 stocks leave the S&P 500 and are replaced with other stocks that meet the guidelines for index membership. These changes usually are announced five trading days before the index change. 
· Source: https://www.investmentnews.com/inside-the-sp-500-adds-drops-and-tall-tales-63227
Slide 8 ; Stock Indexes, Dow
· These are the logos of 22 of the 30 companies on the Dow Index.  Most are familiar to the students.  It may be helpful to ask students what each company produces.
· The DOW index is rebalanced usually annually in the fall.
· Includes “blue chip” stocks: an established, stable, and well-recognized corporation. Blue-chip stocks have a history of reliable growth and dividend payments and are seen as relatively safe investments
· With the price-weighted method, a stock with a higher price is given more weight than a stock with a lower price and will thus have a greater influence on the index's performance. 
· - Price-weighted indexes are useful because the index value will be equal to (or at least proportionate to) the average stock price for the companies included in the index. (https://www.investopedia.com/terms/p/priceweightedindex.asp)
Slide 9 ; Stock Indexes, NASDAQ
· The technology sector accounts for just over half the index; consumer services and consumer goods account for about 25%
· Five mega-cap companies account for about 40% of index weight.  That means the performance of those five companies have a heavy impact on the index overall.
· Includes non-US companies.
· The students may notice that some companies appear in more than one of these indexes.  The Pepsico logo provides an opportunity to talk about holding companies and when students like particular companies, they may have to find out who the parent company is.
Slide 10; How did the market do today?
· This is a very good slide to start any SMG session by asking the students, “How did the Market do today?”
· Note: Before the session, fill in the actual results for the day…up, down and how much.  
· Talk to the students about the day’s activity.
· Whether the market is up/down and whether it’s a lot or not.
· Talk about what may be driving the market for the day or week. 
Slide 11; Other indices
· Do not try to explain all these Indexes.  This is included to help students understand there are other indices, some of which are subsets of other indexes
Slide 12; How to buy Indexes
· Warren Buffett’s (Berkshire Hathaway) quotation is useful to help students understand there are other, and perhaps better, ways to invest in the market than purchasing individual stocks.
· Index funds can be purchased through Mutual Funds, ETF’s and SPDR.  These securities appear to be a single security, but in fact are a broad set of multiple stocks, usually grouped by a sector or particular strategy for investment (especially mutual funds),  
· Mutual funds and many ETFs are professionally managed
Slide 13; How to buy indexes, continued
· The first bullet is key.
· ETFs provide a good “first purchase” for students in the Stock Market Game.  Students can choose one of these ETF’s when they start the game.  This purchase will also provide a point of reference for the students to make a comparison on how their chosen stocks are doing relative to a larger market index.
· ETFs are also a GREAT starting point for students looking to invest their own funds in a real stock market account.  Reference back to the performance of the Market overall, 10% annually the Index funds should provide a satisfying, if not very volatile purchase.

There is evidence, per the Buffett quote, that indexes are the way to go for individual investors.
· 



