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Introduction

	According to the "The Modern Trader" report published by Broker Notes, there are approximately 13.9 million online traders worldwide.

	 

	It would be wrong to assume that all these people live and work in big cities like New York, London, Hong Kong or near major world financial centers.

	Thanks to the Internet your location is not important! Anyone anywhere can trade online.

	You do not have to be an economist, a connoisseur of finance or a mathematical genius. 

	Some readers of this guide certainly will be but the majority are "normal" people.   Your age, background and race do not matter.

	 

	This book was conceived as a basic guide to learn about financial markets and to allow anyone to start taking their first steps in this environment. 

	If you think that by reading this book you will learn how to get rich, well I invite you first of all to read chapter three. What I want, firstly and above all, is to avoid you unconsciously investing your hard-earned money without the right advice.

	 

	In the first chapter you will learn what financial markets are and how they work, but also what or who moves them and what has caused the biggest financial crises. We will also look at how to open your first account and what you need to be wary of.

	 

	In the second chapter we will look at all the financial instruments with which we can move in the financial markets, analyzing the pros and cons for each.

	The third chapter is the most important! Read it before you start!


Chapter one - Financial Markets
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	Figure n. 1 – New York Stock Market Exchange

	 

	Financial markets are systems where people and companies buy and sell assets such as stocks, bonds (debt), commodities and other products. People have traded on financial markets for many years and they grew out of a real and practical need – to assist people in buying and selling things more efficiently, and to assist companies that need money.

	 

	Over the years, markets have become bigger and faster. More people than ever before are now ready to access those markets. They were once reserved for massive banks, finance houses and really wealthy individuals, but not now.

	In a financial market, people can trade financial securities and derivatives with very low transaction costs. Some securities include stocks, bonds and precious metals.

	 

	The term "market" is usually used for what we call exchanges and for organizations that facilitate the trading of financial securities, such as a stock market or commodity exchange. This could be a physical location (such as NYSE, LSE, JSE, BSE) or a totally electronic system (such as NASDAQ). Most share exchanges take place on an exchange; however certain corporate transactions (mergers, spinoffs) are outside an exchange, while any two companies or people, for whatever reason, may comply with selling stock between one another without using an exchange.

	The exchange of bonds and currencies takes place mainly on a bilateral basis, however some bonds are already traded on the stock exchange and electronic systems for such exchanges are already under construction.

	 

	Types of Financial Markets

	Within the financial sector the term "financial markets" is often used as a catchall, though it is usually used to refer to markets that are wont to raise finance. Capital markets are usually used for long-term loans and money markets for short-term loans. 

	 

	Capital markets consist of:

	Stock markets, which give financing through the issuance of shares or common shares, and enable the next trading thereof.

	Bond markets, which give financing through the issuance of bonds, and enable the next trading thereof.

	Commodity markets, make commodity trading easier.

	Money markets, which give short term debt financing and investment.

	Derivatives markets, which give instruments for the management of monetary risk.

	Futures markets, which give standardized forward contracts for trading products at some future date; cf. forward market.

	Foreign exchange markets, used in the trading of various foreign currencies.

	Cryptocurrency markets, for the negotiation of digital resources and financial technologies.

	 

	The capital markets can also be divided into primary and secondary markets. Newly formed (issued) securities are bought or sold in primary markets, such as initial public offerings. Secondary markets allow investors to shop for and sell existing securities. Exchanges between issuers and investors take place in primary markets, while transactions between investors exist in secondary markets.

	 

	Liquidity can be a crucial aspect of securities that are traded in secondary markets. 

	 

	Liquidity: refers to the ease with which a security is often sold without a loss. Securities with a lively secondary market mean that there are many buyers and sellers at a given point in time. Investors enjoy liquid securities because they can sell their assets whenever they want; an illiquid security may force the seller to sell his assets contained in it by applying a significant discount.

	 


The Fathers of Economic Theory

	[image: Image]Adam Smith

	Adam Smith was an 18th-century Scottish economist, philosopher, and author who is considered the father of recent economics. Smith argued against mercantilism and was a serious advocate of laissez-faire economic policies. In his first book, "The Theory of Moral Sentiments," Smith proposed the idea of an invisible hand—the tendency of free markets to manage themselves by means of competition, supply and demand, and self-interest.

	 

	Smith is also known for creating the concept of gross domestic product (GDP) and for his theory of compensating wage differentials. Consistent with this theory, dangerous or undesirable jobs tend to pay higher wages to attract workers to those positions. Smith's most notable contribution to the sector of economics was his 1776 book, "An Inquiry into the Nature and Causes of the Wealth of Nations."

	 

	GDP: Gross domestic product (GDP) expresses the total monetary or market value of all finished products and services produced within a country's borders over a given period of time. As a general measure of total domestic production, it functions as a global assessment of the economic health of a given country.

	 

	 

	 

	Adam Smith’s Early Life

	The earliest record of Smith's life is his baptism on 5 June, 1723 in Kirkcaldy, Scotland; his date of birth is not documented. Smith attended the University of Glasgow in Scotland at age 13, analyzing moral philosophy. Later, Smith enrolled in postgraduate research at the prestigious Balliol College at Oxford University.

	After coming back to Scotland, Smith held some public lectures in Edinburgh. The success of his speeches helped him get a professorship at Glasgow University in 1751. He eventually earned the seat of Chair of Moral Philosophy. During his years spent working and teaching at Glasgow, Smith worked on getting a number of his lectures published. In 1759 his most famous work "The Theory of Moral Sentiments" was published.

	 

	Smith moved to France in 1763 to accept a more lucrative position as a private tutor to the stepson of Charles Townshend, an amateur economist and the future Chancellor of the Exchequer. During his French period, Smith met the contemporary philosophers Voltaire, Hume, and Franklin.

	 

	The Wealth of Nations

	Smith published his most vital work, "An Inquiry into the Nature and Causes of the Wealth of Nations" (shortened to "The Wealth of Nations") in 1776 after returning from France, to his native Scotland. In "The Wealth of Nations," Smith popularized many of the ideas that form the pillars of classical economics. Other economists built on Smith's work to solidify classical theory, the dominant school of economic thought during the Great Depression. Smith's ideas are found in the 19th century works of Marx and Ricardo and later in the 20th century works of Maynard Keynes and Friedman.

	 

	Smith's work discusses the evolution of man, from a hunter phase without property rights or fixed residences to nomadic agriculture with shifting residences. The subsequent stage was a feudal society where laws and property rights are established to guard privileged classes. At the end, there's modern society, characterized by free markets or laissez-faire where new institutions are established to conduct market transactions.

	 

	The Philosophy of Free Markets

	This theory emphasizes playing down the role of state intervention and taxation within the free markets. Although Smith advocated for a limited government, he did see the government as liable for the education and defense sectors of a country.

	 

	Smith’s idea of an “invisible hand” is a metaphor used to describe the constant flow of individual actions which guide the natural movement of prices and trade; each person working for themself inadvertently helps to create an overall outcome. By selling products that people want to shop for, a hypothetical butcher, brewer, and baker hope to earn money in this economy. If they're effective in meeting the requirements of their customers, they're going to enjoy financial rewards, and while they're engaging in enterprise for the aim of earning money, they're also providing sought-after products. Smith thought that this kind of system created wealth for the baker, brewer, and butcher, in addition to making wealth for the whole nation.

	 

	A wealthy nation is one that's populated with citizens working productively to improve their lives and address their financial needs. During this quiet economy, consistent with Smith’s thinking, a person would invest his wealth within the enterprise presumably to assist him in earning the very best return for a given risk level. The “invisible-hand” theory is often shown as a phenomenon that guides free markets and capitalism within the direction of efficiency, through supply and demand and competition for scarce resources, as well as something that leads to the well-being of people.

	 

	An institutional framework is, for Smith, important to steer people toward productive pursuits that are beneficial to society. This framework consists of a justice system designed to guard and promote free and fair competition. However, there has to be competition to support this framework. For Smith, competition is that 'desire that comes with us from the womb, and never leaves us, until we enter the grave.

	 

	Assembly-Line Production Method

	The ideas promoted by the "The Wealth of Nations" generated international attention and were an interesting reflection on the evolution from land-based wealth to wealth created by assembly-line production methods made possible by the division of labour. Using the example of the work needed to create a pin, Smith demonstrated the benefit of this working methodology. If one person were to undertake the 18 steps required to finish the tasks, they might only make a couple of pins per week. However, if the eighteen tasks were done in an assembly-line by 10 workers, production would jump to thousands of pins per week. Smith claims that the division of labour and resulting specialization produces prosperity.

	 

	Gross Domestic Product (GDP)

	The ideas shown in "The Wealth of Nations" were the genesis of gross domestic product (GDP) as a concept and they transformed the importing and exporting business. Before the book "The Wealth of Nations" was published, the wealth of countries was expressed on the basis of the value of their deposits of gold and silver. However, Smith was highly critical of mercantilism; he argued that countries should be evaluated and supported based on their levels of production and commerce. This idea was the basis for the creation of the GDP metric for measuring a nation's prosperity.
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