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Stock Market Basics — First Steps

Before you open an account or place a single trade, start here. This chapter covers the true
fundamentals every beginner needs — in plain language, with real Indian examples.

1. Introduction — Why Start Now?

Most people delay investing because they feel they need to 'know everything first." In reality, the
biggest advantage any investor has is time — money invested today has far longer to grow than
money invested five years from now, thanks to the power of compounding.

Consider this: 10,000 invested at a 12% average annual return becomes roughly ¥31,000 in 10
years, but roughly 96,000 in 20 years — not triple, but more than nine times the original amount,
purely because it had twice as long to compound. Starting early, even with small amounts, matters
more than starting with a large amount later.

You do not need to be an expert to begin. You need to understand the basic
building blocks covered in this chapter, take your first small step, and keep
learning as you go. Waiting for ‘perfect knowledge' before starting is, itself, one
of the most common and costly beginner mistakes.

This chapter lays the foundation everything else in this course builds on: what investing actually
means, the key terms you'll see everywhere, how the market really works, and a simple five-step
roadmap to take your first step with confidence.

2. Investing vs Saving vs Trading — What's the Difference?

These three words get used loosely, but they mean very different things, and confusing them is
where many beginners go wrong.

* Saving: Setting money aside safely, usually in a bank account or fixed deposit, for near-term
needs or emergencies. Very low risk, but returns barely beat (and sometimes lose to) inflation
over time.

* Investing: Putting money into assets — shares, mutual funds, bonds — with the goal of growing
it over years, accepting some risk and short-term ups and downs in exchange for higher long-
term returns.

» Trading: Buying and selling frequently — sometimes within days, hours, or minutes — trying to
profit from short-term price movements. Requires significantly more time, skill, and risk
tolerance than long-term investing.

Real-Life Analogy
Saving is like storing grain in a locked box for the lean months ahead — safe, but it doesn't
grow. Investing is like planting that grain as seeds and tending the field for a season or
more, accepting some risk (a bad monsoon) for a much larger harvest. Trading is like buying
and reselling grain at the local mandi multiple times a day, trying to profit from small price
swings — it demands far more time, attention, and skill.
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3. Key Terms Every Beginner Must Know

Before going further, get comfortable with this small glossary — these terms will appear constantly
throughout this course and on every financial news channel.

Term What It Means

Share / Stock A single unit of ownership in a company
. Another word for shares/stock ownership — 'equity market' means the

Equity
stock market

Dividend A portion of company profit paid out to shareholders, usually per share

PO Initial Public Offering — the first time a company sells shares to the
public

Portfolio The complete collection of investments (stocks, funds, bonds) you own

Bull Market A sustained period of rising prices and investor optimism

Bear Market A sustained period of falling prices and investor pessimism

Market Capitalisation Total value of a company's shares (share price x total shares)

Volatility How sharply and how often a price moves up and down

Index A basket of stocks (like Nifty 50 or Sensex) used to track overall market
performance

4. How the Stock Market Actually Works

At the highest level, the stock market operates in two distinct phases, and understanding the
difference clears up a lot of beginner confusion.

IPO
(Initial Public [—9
Offering)

Company
(e.g. Reliance)

Stock Exchange You
(NSE / BSE) (Investor)

PRIMARY MARKET — company raises money directly from investors for the first time

matches trade
Stock Exchange | Investor A Investor B

(NSE / BSE) - (Seller) (Buyer)

SECONDARY MARKET — investors trade existing shares with each other, company gets no new money

Fig 4.1 — The Primary Market (company raises money via IPO) vs the Secondary Market (investors trade with each
other).

* Primary Market: A company sells shares directly to the public for the very first time through an
IPO, raising fresh capital for itself. This happens only once per listing event.
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« Secondary Market: After the IPO, those shares trade freely between investors on the stock
exchange (NSE/BSE) — this is the buying and selling you see happening every single day. The
company itself does not receive any money from these day-to-day trades; only the two investors
involved exchange money and shares.

Concrete Example
When Zomato launched its IPO in 2021, the company raised money directly from investors
who applied for shares at that time — that was the primary market in action. Every single
time you buy or sell Zomato shares on your trading app today, you are trading in the
secondary market with another investor; Zomato itself receives nothing from that

transaction.

5. Risk and Return — The Fundamental Trade-off

Every single investment option sits somewhere on a spectrum between low risk/low return and high
risk/high potential return. There is no investment that offers high returns with no risk — anyone who
claims otherwise should be treated with extreme caution.

Risk vs Return — The Fundamental Trade-off

. Small-Cap Stocks

Mid-Cap Stocks

. Large-Cap Stocks / Index Funds

Potential Return -

Government Bonds

Fixed Deposit (FD)

Savings Account

Risk -

Fig 5.1 — Where common asset classes typically sit on the risk-return spectrum.

Notice the pattern: fixed deposits and government bonds sit at the safer end with modest, steady
returns, while small-cap stocks sit at the riskier end with the potential for much larger — but far less
certain — gains. A well-built portfolio usually mixes assets from different points on this spectrum,
rather than concentrating entirely at one extreme.

As a general starting principle, the money you will need within the next 1-2
years should stay in low-risk options like savings or fixed deposits — not the
stock market. Only money you can comfortably leave invested for several years
should go into equities, since short-term volatility can otherwise force you to sell
at a loss out of necessity.
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6. What You Need Before You Start Investing

A few practical building blocks should be in place before you invest your first rupee:

1.

An emergency fund: 3—6 months of essential expenses set aside in a safe, easily accessible
place — this protects your investments from being sold in a hurry during an emergency.

. A clear goal and time horizon: Are you investing for a house down payment in 5 years, or

retirement in 25 years? Your goal shapes how much risk makes sense for you.

. A PAN card: Mandatory for any investment or trading activity in India.

. A Demat and Trading account: The accounts that actually let you hold and trade shares —

covered in full detail in our Demat Account Setup guide.

Basic knowledge of what you're buying: Never invest in something you cannot explain in one or
two simple sentences.

7. How Much Money Do You Need to Start?

This is one of the most common beginner questions, and the honest answer is: far less than most
people assume. Thanks to fractional investing options and mutual fund SIPs (Systematic
Investment Plans), you can begin investing in India with as little as ¥500 per month. There is no
minimum 'serious' amount required to start — building the habit matters more than the initial
amount.

Real-Life Analogy

Think of your first 500 SIP the same way you'd think of your first day at the gym. Nobody
expects to lift the heaviest weight on day one — the goal is to show up consistently and
build the habit. Your investing capacity grows the same way, over time, as your income and
confidence grow.

8. Common Beginner Mistakes

Waiting for 'the right time": Trying to perfectly time the market instead of starting consistently
and staying invested for the long run.

Investing money you'll need soon: Putting short-term funds (rent, upcoming expenses) into the
stock market, then being forced to sell during a downturn.

Chasing tips and hot stocks: Buying based on a friend's tip or a social media post without
understanding the underlying business.

No emergency fund: Skipping this step and being forced to sell investments at a loss when an
unexpected expense arises.

Checking prices obsessively: Watching daily price movements for a long-term investment,
leading to stress and impulsive, emotion-driven decisions.
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9. Your First Five Steps — A Practical Roadmap

Here is the simple, practical sequence to actually get started, tying together everything covered in
this chapter:

Build an Define Your Open a Demat & Start Small — Stay Invested &
Emergency Fund Goals & Horizon Trading Account Index Funds / SIP Keep Learning

Fig 9.1 — Five practical steps from zero to your first investment.
Build a basic emergency fund before investing a single rupee in the market.
Write down your goals and time horizon — even a rough one-line answer helps.

Open a Demat and Trading account with a SEBI-registered broker.

© 0 N o

Start small — a Nifty 50 index fund or a modest monthly SIP is a sensible, low-stress first
investment.

10. Stay invested through the ups and downs, and keep learning one topic at a time as this
course continues.

10. Quick Reference — Beginner Glossary Cheat Sheet

Concept One-Line Definition

Investing Growing money over years by accepting measured risk
Primary Market Company raises fresh money directly from investors (IPO)
Secondary Market Investors trade existing shares with each other daily

Risk vs Return Higher potential returns generally come with higher risk
Emergency Fund 3—-6 months of expenses kept safe, outside the market
SIP A fixed amount invested automatically at regular intervals

11. Chapter Summary

Here is everything you learned in this chapter in one concise recap:

» Starting early matters more than starting big, because of how compounding works over time.

* Saving, investing, and trading are three different activities with very different risk levels and time
commitments.

* The stock market operates in two phases: the primary market (IPOs, company raises money)
and the secondary market (investors trade with each other daily).
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Every investment sits somewhere on the risk-return spectrum — higher potential returns
generally require accepting higher risk.

Before investing, build an emergency fund, define your goals, and get your PAN and
Demat/Trading accounts ready.

You can start investing in India with as little as ¥500 a month — building the habit matters more
than the amount.

The five-step roadmap — emergency fund, goals, account setup, start small, stay invested — is
your practical path to a first investment.

Chart Code — Decode the market code
chartcode.in
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