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How to Introduce Students to Fundamental and Technical Analysis

Getting comfortable with research in The Stock Market Game is a vital skill to develop. The ability to research indicators of a stock’s potential success or failure to investors is important.  The methods used to analyze securities and make investment decisions fall into two very broad categories: fundamental analysis and technical analysis. 
1. Fundamental analysis involves analyzing the characteristics and financials of a company in order to estimate its value. 
2. Technical analysis involves analyzing market data - the movement of securities prices, volume and trends over time.

FUNDAMENTAL ANALYSIS – Four Steps:  

BACKGROUND – The Economy and the Markets
1. The Economy – What is happening in the U. S. Economy?  Is it growing?  Is the Federal Reserve raising or lowering interest rates? Is the U. S. economic environment affected by the economy in other countries? 
2. The Market – What is happening to the Stock Market, Bond Market, and Mutual Fund Market? What are stock market indicators doing -  Is the Dow Jones Average, the NASDAQ, and the S&P 500 indexes gaining or losing? What reasons do the financial news media give for the change?  

INDUSTRY AND FIRMS WITHIN SECTORS
3. The Industry – Select an industry and compare the top firms in that industry.  Select a firm (company) or two in that industry for further research.  
You may see … “the terms industry and sector are used interchangeably to describe a group of companies that operate in the same segment of the economy or share a similar business type. Although the terms are commonly used interchangeably, they do, in fact, have different meanings.” The difference pertains to their scope:
· A sector refers to a large segment of the economy
· An industry describes a much more specific group of companies that produce the same or very similar products.” (Investopedia)  

FUNDAMENTAL ANALYSIS OF INDIVIDUAL FIRMS WITHIN A SECTOR AND/OR INDUSTRY
4. Fundamental Analysis of Individual firms in the industry 
a. Quantitative analysis – Financial information about the company including P/E Ratio, profit, earnings per share, PEG Ratio, dividends (amount and how many years paid), Capitalization, etc. 
b. Qualitative analysis – News about the stock such as a new product, new CEO/management, government legislation, regulations, natural disasters, national or global news articles with information about the company, etc.

TECHNICAL ANALYSIS:

Technical Analysis is the forecasting of future financial price movements based on an examination of past volume and past price movements.  It employs chart patterns from various types of bar or line graphs, such as head-and-shoulders formations. Like weather forecasting, technical analysis does not result in absolute predictions about the future. Instead, technical analysis can help investors anticipate what is “likely” to happen to prices over time. Technical analysis uses a wide variety of charts that show price over time.  

Technical analysis of stocks and trends has been used by serious traders for decades. Although it does not guarantee success and is not 100% accurate, it is still one of the two key methods of analyzing stock prices.  (Fundamental analysis and Technical analysis are the two key methods.) 

Read more: http://www.investopedia.comm  - Technical Analysis of Stocks and Trends Definition 			 
ACTIVITIES:  Use both fundamental and technical analysis to get a good picture of how the company and its stock are doing.

1. Fundamental Research Activity  
Identify industries and two related stocks in each industry for comparison. Compare the fundamentals – quantitative (the numbers – revenue, profit, dividends, earnings per share, PE Ratio, etc.) and qualitative (news about the company, government regulations, etc.) The task for each team is to research which company in their assigned or chosen industry has the better chance for stock price to go up. Choose one or more industry.  Examples below:  

Industry				Stocks
1. Wireless Telecom Industry	Verizon VZ   vs.  AT&T    Ticker: T
2. Tech Industry                              	Apple APPL   vs.  Google   Ticker: GOOGL
3. Pharmaceutical Industry        	Johnson & Johnson JNJ   vs.  Pfizer   Ticker: PFE
4. Footwear Industry		Nike NKE   vs.  Under Armor   Ticker: UA
5. Coffee Industry 		       	Starbucks SBUX   vs. Dunkin Donuts Ticker: DNKN
Students could also choose any other industries in which they are interested.  

2. Technical Analysis Activity
Find a chart (graph) showing the movement of a company’s stock price over time.  Is the stock price gaining or losing? What is the pattern of market movement? Is the volume of trading small or big?

Sources for fundamental and technical information about industries and stocks:
	http://www.finance.yahoo.com
	http://www.morningstar.com


	http://www.google.com/finance

	http://www.valueline.com


	http://www.cnbc.com
	http://seekingalpha.com
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