PORTFOLIO GAME

Econ 350-01: Investment Economics






Fall 2005
Instructor: N. Hashemzadeh

Outsmart Benjamin if you can!
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The purpose of the portfolio game is to introduce you to the art of stock picking, stock quotes, and the newsletters and other financial media that publish (push) information about stocks, stock exchanges, and stock transactions.  
In selecting your stocks, you may want to apply a combination of economic and financial theory, personal intuition, gossip, astrology, witchcraft, or any other scheme that you can successfully justify!

Selection of Securities
The game consists of comparing the return of two competing portfolios.  
The first portfolio will consist of five assets selected by you, while the other portfolio will consist of five assets picked at random (by the dart method, a crawling insect on the financial pages of the Wall Street Journal, or a slot machine!).  The challenge before you is to outperform your rival whether it is a machine, an insect, a donkey,  a dart or MAD Money—a program which is aired at 6 p.m., M-F on CNBC.  The host of this program is truly a MAD MAN who claims he can make you money!! 
The portfolio will be managed according to the following rules:

· Initial wealth - $100,000 cash, divided equally between the two competing portfolios, {the funds have been taken from the hidden chests of Long John Silver!}
· Choice of securities: five stocks [randomly selected; use the dart method, or any other method that you think would generate near-random selections] and five choice stocks [options: calls only) from those listed in the Wall Street Journal (WSJ), the internet, other public media, reliable tips, or recommendations made by your omniscient  stock broker.  Much information about stock picks and options may be obtained through the Internet and other electronic media.  
· You may also make deposits or buy CD's at local New River Valley financial institutions.
· You may buy stocks in round lots (100 shares or multiples) or odd lots. Note: The game runs about 15 weeks.

· You can buy option contracts (not encouraged at this point) only in round lots (100 or multiples).

· Trading opportunities occur on Friday.  Buy and sell prices will be the pertinent bid/asked/close prices at the close of the previous (Thursday) trading day which is printed in the Friday’s edition of the Wall Street Journal (WSJ) or seen on CNN, Yahoo, or CNBC.   You must report in writing the specifics of the trade and the rationale for the trade before and after the trade as well as the exact prices. 
· Commissions (brokerage fees) on trades: none, trading is free.

Time Frame
The game begins in late August 2005 and runs through December 2005. 

Portfolio is liquidated at close of market on the last Friday prior to final exam date.

Mandatory Reporting Requirements 
All due at the start of class (see forthcoming class handout for format.)  It is desirable for all the reports to be typed.  If class does not meet due to instructor illness, give report to the department secretary in Davis 145.

Initial Selection Report
Part I
Name of asset, quantity purchased, purchase price, due on Thursday, September 1 or before.  This report must show: (1) amount invested in each asset, (2) stock prices and (3) the portfolio value.  For each of the assets (stocks) chosen through your research, write a paragraph explaining:
· How you found out about the stock.

· The Nature of the Business.

· The Future Outlook for Growth
· Any other justifications that you can provide.

Status Reports
Due Every Two Weeks on Thursdays.
Name of assets, quantity held, current market price, total value in each asset, and portfolio value at the close of the market on Thursday.  
Additional points will be awarded to those who graph daily price movements of in the prices of their stocks (options) and those who compute the means and the variances of returns as their random and selected portfolio.

Trade Plan
You may trade twice in stocks and sell your options when you believe the timing is right.  
You may reinvest the sale proceeds in no penalty CDs that are issued by one of the local banks.

The Final Trade Report  

This should show a summary of all your transactions, (profits) earned or (losses) sustained.  This report should combine information from your first report to show:  
· [Assets purchased, quantity, purchase price, and so on] 

· [Assets sold, quantity, sale price]; DUE ON THURSDAY, DECEMBER 8.
Performance Evaluation
The ratio of your profits (losses) from your portfolio of NON-RANDOMLY selected stocks to that of randomly selected stocks will be used to measure your performance.  
For every five percentage points you achieve above the return on your randomly chosen portfolio, you receive 1 point (maximum of 15); and for each five-percentage points you "achieve" below the average's return, you lose 1 point (maximum of -10).  If your return on the selected portfolio matches your random portfolio, you receive 5 points.  

Points will be deducted for erroneous reporting -- (10 point), no reporting (10 points).
Good luck. 
Note for the option buyers: There are two types of options: call options, which give you the right to buy securities, and put options which gives the owner the right to sell securities.    More about options in class.

 Happy Trading: Remember to BUY LOW AND SELL HIGH!

