
WHAT ARE EQUITIES (STOCKS AND SHARES)? 
 

Equities are a share in ownership of a company. 
 
Ordinary shares, also known as equity, make the owner of those shares a part owner of 
the Company.  In return for putting up money the shareholder shares in the risk and 
rewards of the Company’s operations, hence the term “risk capital”.  The shareholder is 
entitled to a share of everything the company owns, after allowing for debts, and to a 
share of the profits, if the profits increase a higher dividend, or income payment, is 
normally paid. 
 
Shares can, however, be bought and sold in the market.  When demand for a share is 
high, its price will rise and when demand is low its price will fall.  Demand for a share will 
rise if there is anticipation of future growth and profits. Conversely, demand will fall if the 
outlook is bleak. Share prices may fall to such a level, however, that people begin to 
regard them as a good investment i.e. they believe that the market has overreacted to bad 
news and that the shares will rise above their present level in the future.  
 
Here’s an example: 
 
Drugs’R’Us shares are priced at £5.00 each and it is regarded as an average stock. Word 
gets around that they have produced a wonder drug that can help you lose weight at a 
pound a day until you reach your desired weight. Investors see this as a stock that is likely 
to grow in value and demand for it rises. Those people who hold the stock, however, also 
know about this drug and believe that their investment will rise. They are not prepared to 
sell the shares at £5.00 each and, because demand outstrips supply, the price rises. As the 
price rises some shareholders decide to take their profit and sell their shares and, when it 
reaches £7.50, for example, an equilibrium may be reached where there are roughly the 
same amount of sellers and buyers. The price will stay steady around this level. When the 
authorities refuse to grant a licence for this drug, however, the number of sellers will 
exceed buyers and the price will be forced down to a level where people regard the stock 
as good value for the future and are prepared to buy it. 
 
Remember, if you wish to buy shares you must find a seller and vice versa. 
 
Shareholders normally receive a dividend, or income, out of the profits of a Company.  As 
this is income from shares it is known as equity income. This income is usually lower than 
that which could be obtained by investing in Bonds (unsurprisingly known as bond income) 
but investors also expect the capital value of their shares to rise and accept a lower rate of 
income initially in anticipation of this growth.   
 
 
 


