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The 1920s Financial Simulation:

Aim: 

To be the person with the most wealth at the end of the Game. One becomes wealthy by investing one’s money in any number of financial instruments. The winner shall receive $25.00 (yes- $25.00 CASH)

How: 

You will each receive $100,000 credit in the Safe As Houses Bank. You may invest it in a number of financial instruments including:

1. Stocks

2. Bonds

3. Savings Accounts

4. Real Estate & Collections

Highest Grade Possible: 

The bolded & underlined term(s) is where you put most of your effort in the simulation. For example, if you are working for the A plus extra credit, you will be working primarily with Stocks & Bonds.

D: Cash

C: Cash & Savings

B: Cash & Savings, Real Estate & Collections

A: Cash & Savings, Real Estate & Collections, & Stocks

EXTRA CREDIT

Cash & Savings, Real Estate & Collections, Stocks, & Bonds. 

What you must do:

Your grade will depend on how much you delve into these instruments and how you apply them in this historical simulation.

1. Get the Newspaper & Study It: Every other morning, you will get a copy of a newspaper telling you something about the economy & society today, as well as providing information concerning future economic conditions. If it is good news with demand high, increasing job opportunities, & cheap credit—Bullish- (so buying stocks and risky assets are a good bet), then you can be pretty certain that it will be good for the economy for the following turn. If you hear something about expected inflation, tightening credit, & an “over-heating” economy, then bondholders will have to be careful; alternatively, if unemployment is rising and demand is falling— Bearish- (and less risky assets hold their value better than risky assets), then you can be pretty certain that it will be bad for the economy for the following turn.  

a. First NOTE: It is possible that the news you read will be mixed. Even in bad times, some sectors of the economy will be doing very well, so that investing in those sectors—even in a down-turn—can lead to handsome rewards. The same applies in good times: some investments may not pan out. Use the information you are given to make decisions about how to allocate your funds to maximize your long-term goal of being wealthy.

b. Second NOTE: The newspapers follow a chronological path, and extra research on your part will enable you to know with more certainty how to invest your funds for maximum return.

2. Choose Your Investments & Email Me this Information: You must make investment decisions in any of the financial instruments mentioned above, and choose how you wish to invest your funds for the next turn. 

a. You must do this every turn. 

b. Buy what you want. At any time, you may sell what you want. The price you receive is the price listed at the time you sell.

c. E-mail me your investment decisions together with a brief (paragraph length) set of reasons for why you have done so, citing evidence that you have garnered from the daily newspapers that you have read, by midnight BEFORE CLASS.

d. Any money not allocated is assumed to be in the bank, unless you decide to stick it in a mattress (and you will have to tell me that!).

3. Get Price Movements & Calculate Gains, Losses, Additions to Wealth: I will you a sheet with movements in stock and other financial instrument prices to give you at the beginning of the next class. 

a. Calculate how much you gained & lost, & changes in your overall wealth, and email me that information, that day. 

b. I will post this information on Blackboard the next day

4. Start New Round: 

NOTE: In case of any disputes over who has the most at the end, I hold the official record of the Game. My word is final. Also, failure to participate will result in a grade of F.

RULE OF THUMB: All investments have advantages and disadvantages, depending on a myriad of factors such as economic climate, age, investment goals, tax bracket, etc. With all investments, a higher amount of risk generally means a greater potential return. 

RULE OF THUMB: Invest only in things you are willing to work to understand and are willing to research.

Financial Instruments You Can Choose From:

An Investment Portfolio, citation: NYSE website, 2002

Stocks, bonds, cash on hand (or under the mattress), savings accounts, collectibles, & real estate make up an investment portfolio. Every portfolio holds different types and amounts of these financial instruments or securities in different proportions and amounts. Ideally, the securities mix you hold will fulfill your investment objectives. They take into account your income and savings and your willingness to accept risk versus the rate of return that you want for that level of risk. Factors that affect this trade-off include your family situation, age, health, occupation, knowledge of investments, future goals and even your personality.

Stocks: High Risk- Potential High Return

Buying shares of stock in a company is one way to invest your money. Stocks, or equities, come in several forms. Some have enormous growth potential in the short term; others grow steadily in value over a long period of time. Many stocks pay a cash dividend to shareholders. All stocks carry a degree of risk. Blue chip stocks are well-respected companies that have been around a while, and grow relatively slowly. So their stock prices rise slowly. Examples include Sears & General Electric. Growth stocks are those issued by young companies growing faster than the market as a whole. They have more variability of return associated with them, but the opportunity for the highest return. Cyclical stocks are ones that rise and fall as the economy rises and falls. Housing, Automobile, & white good manufacturing stocks are an example of this type of stock. Stocks can pay dividends. Dividends are a small return on actually holding the stock, paid once a year, as a cash payment per share held.

Savings Accounts: Low Risk- Low Return

If you have extra cash and your only concern is "safety of principal" - that is, the safest way to ensure that the money you invest will be there when you want it - then you can simply deposit the money into a savings account with a local bank. However, the rate of return on such accounts is relatively low, so your money will not be working very hard. And when you consider factors such as inflation, your money probably will be worth less over time. If prices fall, on the other hand, then your money will be worth more. Other than safety, the other advantage of a savings account is liquidity - you can withdraw your money from the bank at any time. 

Collections & Real Estate: Moderate Risk- Variable Return

People can also make investments in a number of other ways, such as purchasing real estate, rare coins, artwork and other collectibles. The return on such assets can be spectacular, ranging up to 100% or beyond in five years, but they can also be a bit of a bust, and appreciate very slowly, if at all. It depends on the market.

Extra Credit: 

Bonds: Depending on Interest Rates can be High or Low Risk with High or Low Rate of Return

All bonds are loans, an I.O.U. The investor loans money to a corporation or government entity for a certain period of time. In return, the investor receives a fixed rate of interest on the loan. The interest is usually paid at specified intervals, such as semi-annually or quarterly. When the bond matures, the investor receives the entire amount invested, or the principal. If the bond is cashed in before it matures, a penalty may be assessed. Once issued, bonds can be traded like any other security.  In order of least risk to most risk (and hence lowest return to highest return), one can invest in government bonds like Federal Treasury Bonds or state bonds, or in non-governmental corporate bonds. Further, if interest rates are stable economy wide, there are no other problems to worry about apart from whether the companies are good for making payments on the bonds they issue. If interest rates are moving a bit, then there could be a problem. If they are moving a lot, good luck! You can make a lot of money or lose a lot of money! WHY?

Please note that the value of a bond rises or falls inversely to the rate of interest. Thus as interest rates in the country rises, the value of the bond falls. Conversely, as interest rates fall, the value of a bond increases.

Example: Thus, if you have a $1000 bond that has a 10% rate of interest on it, it will pay you $100 per year. Now, let interest rates in the economy shoot up to 20%. Now, in order to get a return of $100 a year, you only need to invest $500. But the bond you have cost you $1000 to buy. In order to be competitive with the current level of interest rates such a bond would have a return of 20%, or $200. It isn’t, so the only way someone would want your bond is if you sold it for far less than its face value of $1000. If it was a perpetual bond- a bond that paid out to infinity- you could only get $500 for it. That is a loss of $500 (= $1000 - $500). Ouch! Now, what happens if the interest rate falls to 5%? Check and see that in fact the value of new bonds doubles to $2000. So you make out like a bandit.

What about companies?

Check out the following websites:

http://nyse.com/listed/listed.html
Initial Companies Listed

Companies


Board Name
Listed
Starting Price
Finish Price
% Change 

APPROX

International Business Machines-Electronic Equipment
IBM
£ 1920




Ingersoll-Rand Co.- General Industrial Machinery
IR
£ 1910




Sears Roebuck & Co.- Department Stores
S
£ 1910




AT & T- Telecommunications
T
£ 1910




Chevron Corp.- Petroleum Refining
CHV
£ 1930




General Electric Co.- Electronic Equipment
GE
£ 1900




Chiquita Brand International Inc.- Agricultural Products- Crops
CQB
£ 1930




Ford Motor Co.- Autos






General Motors Corp.- Autos
GM
£ 1920




Goodyear Tire & Rubber Co.-Tires & Inner Tubes
GT
£ 1930




Hershey Food Corp.- Sugar & Confectionary Product
HSY
£ 1930




Company To Be Announced
IUI
£ 1930




K Mart Co.- Variety Stores
KM
£ 1920




Kroger Co.- Grocery Stores
KR
£ 1930




Maytag Corporation- Household Appliances
MYG
£ 1930




May Department Stores Co.- Department Stores
MAY
£ 1920




McGraw-Hill Companies- Book Publishing
MHP
£ 1930




PepsiCo Inc.- Eating Places
PEP
£ 1920




Phelps Dodge Corp.- Primary non-ferrous metals 
PD
£ 1930




Phillips Van Heusen Corp.- Men’s and Boy’s furnishings
PVH
£ 1920




RCA- Radio, Recording, Electronics
RCA
£ 1920




Texaco Inc.- Petroleum Refining
TX
£ 1930




Tootsie Rolls Inds Inc.- Sugar & Confectionary Products
TR
£ 1930




Union Carbide Corp- Industrial Organic Chemicals
UK
£ 1930




Universal Corp.- Farm Product Raw Materials
UW
£ 1930




Some Things to Know About Financial/Commodity Instruments:

Real Estate: 

Buildings, Land.

Appreciates at an uneven rate—during a speculative bubble, can increase value by 100% in a year

Collectibles:

Coins, Stamps, Art, Paraphernalia

Appreciates at a fairly constant rate; subject to whims of fashion, especially with art.

Gold:

Sells at $32 an ounce. Safe; hedge against heavy inflation.

Bonds:

Rate of Return- Interest (or coupon) rate

Capital gain due to changes in interest rates.

Savings Account: Simple Rate of Interest

Shares:

Capital Gain as it appreciates in value

Dividends if offered

Under Mattress:

Safe but no rate of return.

Sample Work Sheets:

Financial/

Commodity Instrument
Buy / Sell
Quantity
Original Price
Final Price
Initial Total Value
Final Total Value
Change to Value of Portfolio

+ / -










Asset Allocation Sheet for an Investor

Investor
Savings
Bonds


Under Mattress
Collectibles
Gold 
Real Estate
Stocks
Change in Wealth











