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"F s book is designed to provide a good understanding of the field of investments

A while stimulating interest in the subject. This understanding can be quite valuable
because each of us must make various investment decisions during our lifetimes—defi-
nitely as individuals, and possibly in our chosen careers.

My goal in this text is to help readers gain an appreciation of what is involved in (1)
understanding what the investment opportunities are, (2) making good investment deci-
sions, and (3) recognizing where investment problems and controversies arise and know-
ing how to deal with them.

Since this book is designed as an introduction to investments, descriptive material
must be—and is—thoroughly covered. Equally important, however, the analytics of in-
vestments are presented throughout the discussion to help students reason. out invest-
ment issues for themselves and thus be better prepared when making real-world
investment decisions. Terminology and trading mechanisms may change, but learning to
carefully analyze and evaluate investment opportunities will pay off under any circum-
stances.

The book is written for the first course in investments, generally taught at the ju-
nior-senior level. Standard prerequisites include basic accounting, economics, and finan-
cial management. A course in statistics is very useful but not absolutely essential. 1 have
sought to minimize formulas and to simplify difficult material, consistent with a presenta-
tion of the subject that takes into account current ideas and practices. Relevant, state-of-
the-art material has been simplified and structured specifically for the benefit of the
beginning student. The emphasis in this text is on readability—making Investments ma-
terial readily accessible, as well as interesting and thoughtful, to the beginner who has
modest prerequisites.

Organization of The Text

The text is divided into eight parts for organizational purposes—organized around back-
ground, returns and basic portfolio theory, the analysis of different types of securities
(four parts), modem investment theory, and portfolio management.

Part One provides the needed background for students before encountering the
specifics of security analysis and portfolio management. The goal of this introductory set
of chapters is to acquaint beginners with an overview of what investing is all about. After
a general discussion of the subject in Chapter 1, the next four chapters describe the vari-
ety of securities available when investing directly, investing indirectly (investment com-
panies), the markets in which they are traded, and the mechanics of securities trading,

Part Two is concerned with an analysis of returns and risk, along with the basics of
portfolio theory and capital market theory. Chapter 6 contains a careful and complete
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analysis of the important concepts of risk and return that dominate any discussion of in-
vestments. Chapter 7 contains a complete discussion of expected return and risk for both
individual securities and portfolios. The primary emphasis is on the essentials of
Markowitz portfolio theory. Furthermore, beta, systematic and nonsystematic risk, and
the CAPM are introduced in Chapter 7 in order that these important concepts can be
used throughout the course. This structure illustrates one of the primary characteristics
of this text—introducing material only at the peint it is needed, and only in the detail
needed by beginning students. I believe this improves the flow of the material greatly, and
keeps students from becoming mired in needless, and often tedious, details.

Parts Three and Four focus on the basics of valuation (and therefore the funda-
mentals of security analysis) by presenting “how-t0” tools and techniques for bonds and
stocks respectively. Part Three examines the analysis, valuation, and management of
bonds, a logical starting point in learning how to value securities. Part Four builds on
these concepts in discussing the analysis, valuation, and management of common stocks.
Chapter 12 explains the efficient market hypothesis and provides some insights into the
controversy surrounding this topic. As explained in Chapter 1, investors should be aware
of and carefully consider this hypothesis, although it need not dominate their thinking
and does not dominate the text. For example, Chapter 12 also discusses market “anom-
alies” or exceptions to the efficient market hypothesis, and these deserve careful consider-
ation by investors.

Part Five is, like Part Four, devoted to common stocks, a reasonable allocation given
investor interest in common stocks. Part Five covers fundamental analysis, the heart of
security analysis. Because of its scope and complexity, three chapters are required to ade-
quately cover the fundamental approach. The sequencing of these chapters—market, in-
dustry, and company—reflects the author’s belief that the top-down approach to
fundamental analysis is the preferable one for students to learn, although the bottom-up
approach is also discussed. Part Five also discusses the other approach to common stock
selection, technical analysis. Technical analysis is a well-known technique for analyzing
stocks which goes back many years, and investors quite often have heard of one or more
technical analysis tools.

Part Six discusses the other major securities available to investors, derivative securi-
ties. Chapter 17 analyzes options (puts and calls), a popular invesiment alternative in re-
cent years. Stock index options also are covered. Chapter 18 is devoted to financial
futures, an important topic in investments. Investors can use these securities to hedge
their positions and reduce the risk of investing.

Part Seven contains additional details covering portfolio theory and capital market
theory. Chapter 19 continues the discussion of portfolio concepts by concentrating on
portfolio selection, based on the concept of efficient portfolios. The separation theorem
and systematic and nonsystematic risk are discussed. Chapter 20 discusses capital market
theory, a natural extension of portfolio theory. This discussion is divided between the
capital asset pricing model and arbitrage pricing theory.

Finaly, Part Eight concludes the text with a discussion of portfolio management
and the issue of evaluating portfolio performance. Chapter 21, a chapter first introduced
in the Sixth Edition, is structured around the AIMR’s approach to portfolio management
as a process. Chapter 22 is a logical conclusion to the entire book because all investors
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are keenly interested in how well their investments have performed. Mutual funds are
used as examples of how to apply these portfolio performance measures and how to inter-

pret the results.
The eighth edition contains exactly the same set of chapters, in the same order, as

the seventh edition. Therefore, the transition to this new edition is easy.

Speciai Features

This text offers several important features, some of which are unique.

L. The sequence of chapters was carefully restructured and streamlined in the seventh
edition, reflecting considerable experimentation over the years and a continuing
search for the most effective organizational structure, and is continued in the eighth
edition. I believe that this arrangement is very satisfactory for many students in a be-
ginning investments course. Most of the material on portfolio theory and capital
market theory was moved to Part Seven, although the basics of Markowitz and the
CAPM are covered in Chapter 7. This allows students to use the critical elements of
portfolio theory and capital market theory throughout most of the course without
getting involved in all of the details of capital market theory, which tend to be diffi-
cult. Furthermore, this allows instructors to get to the material on bonds and stocks
earlier in the semester, which I believe to be very desirable in terms of teaching the
course.

2. T have diligently sought to ensure that the text length is reasonably manageable in the
standard undergraduate investments course. Although it requires a very tight sched-
ule, the entire text could be covered in a typical three-hour course, including the use
of supplementary material. However, many instructors choose to omit chapters, de-
pending on preferences and constraints; doing so will cause no problems in terms of
teaching a satisfactory investments course. For example, the chapters on fundamental
analysis and technical analysis (Part Five) could be omitted because the valuation and
management of common stocks is fully covered in Part Four. Alternatively, the chap-
ters on options and futures could be omitted if necessary. Part Seven, covering portfo-
lio theory and capital market theory in detail, could be omitted because the basics are
covered in Chapter 7 and beginning students may not need this much detail about
portfolio and capital market theory. Another alternative is assigning some chapters, or
parts of chapters, to be read by students with little or no class discussion.

3. The pedagogy is specifically designed for the student’s benefit.

B Each chapter begins with a set of specific learning objectives, which will aid the
reader in determining what is to be accomplished with a particular chapter.

8 Each chapter contains key words in boldface, carefully defined as marginal de-
finitions; they also are included in the glossary. Other important words are
italicized.

‘B Each chapter contains a detailed summary of “bulleted” points for quick and precise
reading.

(¥ Each chapter contains an extensive set of numbered examples, designed to clearly
illustrate important concepts.

‘B Each chapter contains an extensive set of questions keyed specifically to the chapter
material and designed to thoroughly review the concepts in each chapter.
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% Many chapters have a separate set of problems designed to illustrate the quantitative
material in the chapters. Some of these problems can be solved in the normal man-
ner, and some are best solved with available software. Included as part of some
problem sets are demonstration problems that show the reader how to solve the
most important types of problems.

B Many chapters contain multiple and extensive questions and problems taken from
the Chartered Financial Analysts examinations. This allows students to see that the
concepts and problem-solving processes they are studying in class are exactly
the same as those asked on professional examinations for people in the money-
management business.

‘K A distinctive feature of the first edition of this text was the use of boxed inserts, and
the eighth edition continues this tradition. These inserts provide timely and inter-
esting material from the popular press, enabling the student to see the real-world
side of issues and concepts discussed in the text. These boxed inserts have been
very carefully selected from the potentially large number available on the basis of
their likely interest to the reader, their relevance in illustrating important concepts,
their timeliness, and their overall appeal to students interested in learning about the
world of investments.

{® Throughout the text, as appropriate, Investments Intuition sections are set off from
the regular text for easy identification. These discussions are designed to help the
reader quickly grasp the intuitive logic of, and therefore better understand, particu-
lar investing issues.

‘¥ Throughout the text, as appropriate, Using the Internet sections are set off from
the regular text. These contain Web addresses dealing with a particular topic being
discussed.

€hanges In The Eighth Edition

The eighth edition has been thoroughly updated using the latest information and num-
bers available. At the time of publication, most data reflect the latest information avail-
able. Most of the data are through year-end 2000, at least.

Important features in the eighth edition include:

¥ Part One contains the latest information available on newer concepts such as ETFs
(exchange-traded funds) and ECNs (electronic communications networks) and the
most current information on important trends such as discount/Internet hrokers.

‘¥ Chapter 7 in Part Two covers basic portfolio theory and the CAPM, giving students
the critical essentials that they need from the important topics of portfolio theory and
capital market theory. The remainder of the portfolio theory and capital market the-
ory material has been moved to Part Seven, where it can be treated as a stand-alone
section. Although capital market theory is important, covering it early in Part Two re-
sults in a significant part of the semester being used up before students get to the im-
portant topics of bonds and stocks. This material is also difficult, and may cause
students t0 become frustrated from their study of investments. Finally, the simple
truth in many cases is that beginning students do not need so much detail about capi-
tal market theory—they simply are not likely to utilize concepts like the capital mar-
ket line, the separation theorem, and arbitrage pricing theory in a beginning course.

‘R Chapter 10 on the valuation of common stocks has been substantially revised to
place less emphasis on the dividend discount model and more on relative valuation
techniques. Other discounted cash flow approaches are also discussed.
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¥ Some appendices have been removed from the text itself and are available on the
Web site to students and users of the text. The appendices that remain in the text
are deemed essential in terms of being readily available for reference.

¥ Relevant Internet sites are much more extensive and up-to-date, and occur at the

point of discussion of the issue.
¥ Relevant questions from previous Chartered Financial Analyst (CFA) examinations

are included as part of the end-of-chapter questions and problems.

Supplements

The eighth edition includes a complete set of supplements:

‘A Instructor’s Manual. For each chapter, chapter objectives, lecture notes, notes on
the use of transparency masters, and additional material relevant to the particular
chapter are included. Answers to all questions and problems in the text are pro-
vided. The Instructor's Manual was carefully prepared by the author.

‘R Test Bank. The Test Bank includes numerous multiple choice and true-false ques-
tions for each chapter as well as short discussion questions and problems. Most of
these have been extensively tested in class and are carefully checked. The Test Bank
is also available in a computerized format.

(% PowerPoints. PowerPoint presentation materials are available.

‘¥ Internet Exercises. This interactive resource is part of the text Web site and pro-
vides exercises to accompany each chapter of the text. These exercises present prac-
tical investing situations with the use of Internet resources.

(R Software. The Investment Portfolio, v. 2.0, a Windows-based software package pub-
lished by John Wiley, will be available with the text. It contains modules on portfo-
lio management, equilibrium, statistics, valuation models, bonds, options, futures
and evaluation, and includes data for use with all modules. Users may also enter
their own data in spreadsheet or ASCII format. This software is now available with
extensive documentation as well as a workbook.

¥ Web site. John Wiley makes available a Web site which allows adopters of the text
to obtain additional materials located at www.wiley.com/college/jones.

¥ Data File. This file is available to adopters within the Web site to accompany this
edition. It contains returns on financial assets from 1871. These definitive data have
been developed over many years by Charles Jones and Jack Wilson at North Car-
olina State University. Adopters will have to register on-line within the text Web
site in order to gain access to this particular data.

¥ Videos. NBR videos are available complimentary to adopters. These videos include
such topics as “How Wall Street Works” and investing on the Internet.
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A text does not reach its eighth edition unless it has met the needs of a large number of
instructors who find it to be a useful tool in assisting their teaching. The earlier editions
of this text benefited substantially from the reviews of many instructors whose sugges-
tions for improvements are found on many pages of this text. I owe a debt of gratitude to
these teachers and colleagues, who helped on the first and second editions: Randall
Billingsley, Virginia Polytechnic Institute and State University; Pat Hess, Ohio State Uni-
versity; Richard DeMong, University of Virginia; Keith Broman, University of Nebraska;
Ron Braswell, Florida State University; Donald Puglisi, University of Delaware; Howard
Van Auken, Towa State University; James Buck, East Carolina University; Malcolm Torg-
erson, Western lllinois University; Eugene Furtado, Kansas State University; William B.
Gillespie, St. Louis University; Edward Sanders, Northeastern University; P. R. Chandy,
North Texas State University; D. Monath, University of Louisville; Larry ]. Johnson, Uni-
versity of Tulsa; Stan Atkinson, University of Central Florida; Howard W. Bohnen, St.
Cloud State University; James M. Tipton, Baylor University; William P. Dukes, Texas
Tech University; A. Bhattacharya, University of Cincinnati; and Christopher Ma, Univer-
sity of Toledo.

1 wish to particularly thank two users, John Groth of Texas A&M University and
Seth Anderson of Auburn University, who supplied me with detailed comments, sugges-
tions, and corrections in the course of using earlier editions.

In developing the third edition, T benefited greatly from still more instructors teaching
this course, including Paul Bolstar, Northeastern University; John Lindvall, California
Polytechnic State University; Robert McElreath, Clemson University; Roger Palmer, Col-
lege of St. Thomas; John Williams, California State University, Northridge; Philip
Swensen, Utah State University; Clark Holloway, University of South Carolina: James F.
Feller, Middle Tennessee State University; Michael McBain, Marquette University; George
S. Swales, Jr., Southwest Missouri State University; Lalatendu Misra, University of Texas,
San Antonio; Richard E. White, University of North Florida; Donald Monath, University
of Louisville; Thomas R. Anderson, Babson College; Randall Billingsley, Virginia Poly-
technic Institute and State University; John W. Ellis, Colorado State University; Thomas
E. Eyssell, University of Missouri, St. Louis; James P. D'Mello, Western Michigan Univer-
sity; and Herbert Weinraub, University of Toledo. Their criticisms and suggesnons have
substantially affected the evolution of this text and made it a better book. In the develop-
ment of the fourth edition, I had the benefit of additional input from instructors teaching
this course, including Joel Barber, Florida International University; Gary Dokes, Univer-
sity of San Diego; Richard D. Gritta and R. Karanjia, Fordham University; Clotilde Perez,
Universidad de Puerto Rico; Hadi Salavitabar, SUNY—New Paltz; David Smith, SUNY—
Albany; Mo Vaziri, California State University—San Bernardino; Tony Wingler UNC—
Greensboro; and Dennis Zocco, University of San Diego. A number of chapters henefited
from these additional comments and resulted in a yet better text.

The fifth edition has been improved as the result of additional reviewers. I would like to
thank: John J. Dran, Jr., Northern Illinois University; Ron Silante, Pace University; Ravi
Shulka, Syracuse University; Richard D. Gritta, University of Portland.

In developing the sixth edition, I benefited greatly from instructors teaching this course,
including: Bala Arshanapalli, Indiana State University; Christopher Blake, Fordham Uni-
versity; Vincent Deni, Oakland Community College; Clark Hawkins, New Mexico State
University; Cheryl McGaughey, Angelo State University; Frederick Puritz, State Univer-
sity of New York at Oneonta; David L. Scott, Valdosta State University; Howard Van
Auken, lowa State University; Richard Voth, Pacific Union College; Stephen Avard, Texas
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A&M University; Richard B. Carter, Iowa State University; James F. Gatti, the University
of Vermont; Carl Hubbard, Trinity University, Bruce McManis, Nicholls State University;
Maury Randall, Rider University; Milan P. Sigetich, Southern Oregon State College; Glenn
Wood, California State University—Bakersfield; and Dennis Zocco, University of San

Diego.

The seventh edition benefited from reviews by: Joseph Volk, UC Berkeley Extension;
Howard Van Auken, Towa State University; Dean Kiefer, Northern Kentucky University;
Dennis Mahoney, University of Pennsylvania; Suresh Srivastava, University of Alaska at
Anchorage; Mustafa Gultekin, University of North Carolina at Chapel Hill; James Gatti,
University of Vermont; Halina Orlowski, Sacred Heart University; Bong-Soo Lee, Univer-
sity of Houston; and Philip Young, Southern Missouri State University.

[ also received several valuable and insightful comments from the reviewers of the
eighth edition throughout its phases of development. These reviewers include: Jasmine
Yur-Austin, California State University—Long Beach; Paul Bolster, Northeastern Univer-
sity; Richard Kish, Lehigh University; Richard B. Carter, Iowa State University; Kip
Sigetich, Southern Oregon University; and William P. Dukes, Texas Technical University.

I would also like to thank my former editors at Wiley, Rich Esposito, Joe Dougherty, and
John Woods. John Woods worked hard to enhance the supplementary material to the
third edition of the text and to provide the overall support necessary to substantially re-
vise the material and improve the book in numerous ways. Whitney Blake was most help-
ful in developing a top-of-the-line fourth and fifth edition, always displaying a “can-do”
attitude. Melissa Ryan significantly aided in developing the seventh edition. Cindy
Rhoads has been a large part of the eighth edition along with several others at Wiley in-
cluding Leslie Kraham, Petrina Kulek, Charity Robey, Dawn Stanley, and Sandra Rigby.

Finally, I would like to thank my family, who continue to put up with the interrup-
tions caused by writing a book. Without their support, a project such as this is difficult at
best. I thank in particular my wife, Kay, who has helped me tremendously in the prepara-
tion of various editions of this text. Kay and Kathryn make a difficult job bearable, and
worth doing,.
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