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ABSTRACT  

 This project serves to create a thorough insight into the stock market world via 

intensive text research by reliable sources as well as virtual trading experience with a real 

time online trading simulator. This ten-week project provided us with an initial research 

into various trading methods and strategies, followed by the opportunity of investing with 

these different methods for the purpose of comparing and contrasting their effectiveness 

and assessing them carefully to gain proficient stock trading skills which will be useful in 

our future endeavors. 
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1. Introduction  

1.1 Project Scope and Goals 

As mentioned earlier in the abstract, the ultimate goal of this project is to provide 

us with an in-depth and very valuable experience in the functioning of the stock market. 

The project will involuntarily and briefly introduce us to investing as a whole and various 

methods of investing. Since the stock market is one form; the need to comprehend and 

distinguish one form of investing from the other is advantageous and key to making us 

successful in whatever options we choose in the future. 

First of all, we are well aware of the need to set a strong foundation to allow us to 

propel smoothly through the project and this requires us to go back to basics. In this case 

we intend on getting acquainted with basic knowledge on how the stock market operates, 

its history, reading bar charts, significant figures related to the growth of the stock market 

and also the relationship between the economy and the stock market. The mainstream 

entities responsible for listing and trading stocks namely; NYSE, NASDAQ and Amex 

will also be researched into to provide us with information on trends and noteworthy 

points that can aid us during the course of the project. 

Our next goal will look strictly at the tools needed to prepare us for the investing 

and simulation period. We will start this by identifying the various methods of trading 

and the importance of fundamental analysis which is the analysis of a companyôs 

financial statements and its status in the economy as well as technical analysis which 

looks closely at forecasts irrespective of a companyôs prospected rate of growth. At this 

juncture we assume everyone is individually ready to select their own style of trading and 
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which companies they would prefer to invest in, therefore moving on to the simulation 

process. 

1.2 Project Timetable 

The timeline of the project basically encompasses the summer of 2008 which 

provides ample time for intensive and effective research on the basics of stock trading 

before the actual simulation period. The timetable of the project is shown below in table 

1.2.1 below. 

Weeks Duration  Task 

Week 1 May 26, 2008 - June 30, 2008 Individual research on stock market 

Week 2 June 2, 2008 - June 6, 2008 Research on companies and group 

meetings on  trading strategies to be 

employed 

Week 3 June 9, 2008 - June 13, 2008 Launch Simulation 

Week 4 June 16, 2008 - June 20, 2008 Simulation Period 

Week 5 June 23, 2008 - June 27, 2008 Simulation Period 

Week 6 June 30, 2008 - July 4, 2008 Simulation Period 

Week 7 July 7, 2008 - July 11, 2008 Simulation Period 

Week 8 July 14, 2008 - July 18, 2008 Simulation Period 

Week 9 July 21, 2008 - July 25, 2008 Simulation Period 

Week 10 July 28, 2008 - Aug 1, 2008 Simulation Period 

Week 11 Aug 4, 2008 - Aug 8, 2008 Final Simulation Period 

Week 12 Aug 11, 2008 - Aug 15, 2008 Compile results 

Week 13 Aug 18, 2008 - Aug 22, 2008 Compile results and finalize paper 

 

Table 1.2.1 ï Timetable for project duration 

From the table above, it can be seen that the first two weeks of the project have 

been reserved for research on the stock market which includes investigating the history of 

the stock market, identifying the various strategies and types of trading as well as the 
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history of each individualôs prospective companies. Next, each investor will select the 

companies that they have researched to construct their portfolio in turn launching the 10 

week simulation period. The project will then be finalized with a summary of the 

simulation period, a critical compare/contrast analysis on each investorôs respective 

trading strategies and their end results which will all be submitted by August 22nd, 2008. 
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2. The Markets 

2.1 History of the Stock Market 

 A stock market is basically a public or private market that facilitates the trading of 

company stocks and securities that are listed on an exchange. Existence of stock 

exchanges have dated as far back as the 11
th
 century as suggested by historian Fernand 

Braudel and this took place among Muslim and Jewish merchants in Cairo, however 

Belgium is known to have established the worldôs first recognized stock exchange in 

1531. Amsterdam would soon follow suit in the 16
th
 century by introducing joint stock 

companies which allowed shareholders invest in business ventures and obtain shares of 

their profits and losses. The Amsterdam Stock Exchange also introduced most strategies 

still employed by investors today, like option trading and short selling as well as 

continuous trade. 

 Until 1792 when formal stock and bond trading was established in New York, 

Boston was the financial seat of the nation, bonds for infrastructural projects like roads 

and bridges construction as well as other commodities were mostly traded by dealers 

there but it was never appointed officially as a solace for business. In 1792, John Sutton, 

Benjamin Jay and 22 other financial executives put together a set of rules, regulations and 

fees to create the first stock exchange in New York in Castle Garden now known as 

Battery Park. Then in a building at 22 Wall Street, securities were auctioned every day 

beginning at noon, sold to the highest bidder. The seller paid the exchange a commission 

on each stock or bond sold (Griffis, 2004). 

 The stock market has since evolved through many events in the history of 

America to become what it is today. There was the infamous 1929 Stock Market Crash 

where the Dow dropped to a low 230 points, engineering the loss of many investments as 
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well as the wipeout of the fortunes of many people. This also instigated the Great 

Depression, the worldwide economic declination which had worse ramifications than that 

of the crash. The market eventually bottomed out in August of 1932 when the Dow went 

down to 63 points apparently all the way down to where the Dow began in 1896. 

 Today the stock market remains as one of the most important sources for 

companies to raise money due to the ability for the company to trade publicly or selling 

shares of ownership in a public market. It is also an important indicator of an economyôs 

growth thus the constant monitoring by the Central Bank to facilitate a smoother running 

of the stock market and consequently, positive economic growth (atozinvestments.com). 

2.2 More about Stocks 

2.2.1 Returns 

Returns are important to an investor they are the primary reason that we invest. It 

is important to note that in order to average out the variability of returns it will take 

holding on to common stock for long time periods. There are primarily two ways in 

which investors receive returns, capital gains and dividends.(Faerber, 2000) Capital gains 

or appreciation is when the selling price of a security is higher than that of the purchase 

price. Many small companies choose to retain their income instead of paying out 

dividends to stockholders. When that money is reinvested into the company the result is a 

higher share price benefiting the investor in the form of capital gains. Investors to 

measure companies expected earnings often use dividends. As a result the management 

of a corporation will often continue paying out dividends even when earnings decline. 

Investors who are considered speculators look for stock with the greatest rates of return 

even though the risk of losing the investment is high. Less risk adverse investors tend to 

buy what are known as blue chips stocks or income stocks, which pay out regular 
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dividends and are not as volatile. It is important to all types of investors that their rates of 

return exceed both the rate of inflation and the taxes paid otherwise they will lose 

purchasing power. 

2.2.2 Long Term Investing 

Investments in the stock market show greatest returns with longer time horizons. 

Over long periods of time common stocks have outperformed all other types of 

investments.(Faerber, 2000) There is a term known as market risk, which is a risk all 

investors are subjected to when investing in the stock market. Market risk is not easily 

avoided it is often caused by global news of any number of events unrelated to individual 

companies; a well-diversified portfolio is even subjected to market risk. The best way to 

reduce this risk is long term investing. It can be seen that these unpredictable event that 

affect the market could be disastrous for a short-term investor who might need their 

money when the market has declined. The longer the period of investment the less likely 

a down turn would affect your capital gains. It is inevitable that someone may have use 

for short term investing such as buying a car or maybe even college. When it is necessary 

to have access to an investment in a short period of time a savings account, Treasury bill 

or even money market mutual funds would be a wiser choice.  

2.3 Stocks vs. Bonds 

2.3.1 Bonds 

If an investor retracts his or her money from the stock market in 3 years, the odds 

of that person losing money is 1 in 7 and if itôs retracted in under a year the odds are 

greater than 1 in 4. The point here is that if an investor is not highly educated in the stock 

market, has not covered all their bases and has not done the needed research to make a 

short term investment, then investing in the stock market for a short term purposes is not 
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for them. These odds are very risky to betting your college, home or even retirement 

savings on. For these situations an investor may be looking for something more certain 

and less risky so that when they deposit their investment they will have peace of mind 

that they will at least get back their initial investment when the time comes to withdraw 

it.  This is where bonds are a desirable investment; people who want to invest but only for 

a short period of time. 

 A bond is like an I-O-U, you are literally loaning out your money to a given 

company in which they will owe you the principle with interest, at a maturity date agreed 

upon. The bond itself is the contract and transcribed on it will be the information needed 

to satisfy both parties such as the date in which the investor will receive the loan principle 

back in full, the annual interest rate paid on the initial investment and how long the 

money will be borrowed for. With bonds, the investorôs concerns do not lie on whether a 

company is doing excellent or mediocre, but rather if it is simply doing well enough to 

pay the investor back the principle of the loan and the interest accrued on it when the 

contract has been settled. These worries can all be relaxed with research just as if the 

investor was to invest into a stock. If the investor is going to get a bond for 3 years then 

they should see if that company is strong enough to survive for 3 years. If proper research 

is done then it can be seen that bonds are a great form of capital preservation (Lim, 

2005). 

 Bonds are also a good way to diversify ones portfolio. Research has shown that 

when the market is bearish and most volatile that annual interest rates paid out on bonds 

goes up. So if the stock market is doing poorly and an investor has bonds in their 

portfolio then they would lose less money than if they had placed it all in equities. A rule 
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of thumb that can be used off hand to realize a good time to invest in bonds is that when 

interest rates rise, bonds fall and vice versa. This is why financial advisors have a client 

diversify their portfolio amongst a number of investments such as bonds, stocks, real 

estate, CDs etc. in order to balance for any type of economic changes. But there is always 

some risk and the more risk there is the higher the possible payout and the less risk means 

less money that can be earned (Lim, 2005). 

2.3.2 Stocks 

When purchasing a stock, an investor is actually purchasing a portion of a 

company even if it is a relatively small portion. With this portion of the company comes 

many opportunities and without the proper research, much risk.  

Stocks and bonds are both great investments when researched properly but very 

different investments at that. The way an investor would go about buying a stock would 

be completely different that if they were to purchase a bond. An investor that is 

purchasing government or corporate debt which is essentially a bond is simply looking 

for this company to survive long enough to fulfill their end of the contract. A bond 

investor knows exactly how much money they are going to make and when they are 

going to get it because it is all worked out during the purchase of the bond. The investor 

that is purchasing the stock doesnôt just want the company that they invest in to stay 

alive, this investor wants the company to grow and flourish which is where stock investor 

could do very well. But unlike the bond investor, the stock investor doesnôt know how 

much money in capital gains or dividends they will earn of if the company will do well or 

die slowly reducing the price of the invested stock to nothing. There are many ways an 

investor could research a stock which can be seen from the research we have all done on 



9 

 

this project but there is no guarantee (Lim, 2005). One can never be 100% on their 

investment unless they buy the entire company, change the management and make that 

company do well themselves like Warren Buffet has done with many companies 

amassing his great wealth.  

Blue chip equities which are very stable stocks have on average earned gains of 

about 10.4% annually since 1926. This return rate is really good but is based over a long 

period of time. The stock market on average over a long period of time makes an upward 

trend but when that average becomes more specific over a shorter period of time the trend 

will look much more volatile. It is for this reason that one should diversify and invest for 

the long term in order to get the 10.4% on average gains (Lim, 2005). As said before, 

when an investor removes his or her money from the stock market in under 3 years the 

odds of them losing money is 1 and 7 and if that time span is dropped down to a year the 

odds drop to 1 and 4. This is why when someone invests their money, they are giving up 

their instantaneous gratification of spending money or receiving something for their 

money immediately in order to one day sees gains from work that their money has done 

for them. (Lim, 2005) 

2.3.3 Dividends vs. Capital Appreciation 

There are two ways that one can make money from a stock investment, which are 

dividends and capital appreciation. Dividends where overlooked for a while because 

many companies stopped issuing them in the 1990ôs due to the bullish market with 

capital appreciation gains over 20%. Companies would just reinvest that money back into 

the company and the investors werenôt thinking about their 2% dividend payments when 
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their stocks were going through the roof. Today with the market and economy down, we 

are seeing more dividend payouts and the amount of companies doing it is rising.  

Dividend income is an occasional payout that a company would make in order to 

show their worth to an investor which may be that extra push needed to get him or her to 

invest into the company. An example of this would be a company that is classified as 

value which means that something may have happened with this company either with 

management or competition that could have drove their price down and valued the 

companyôs stock less than what it is really worth. Yet a dividend payout can also reflect 

on the financial strength of a company. If companies can payout a dividend to its 

shareholders then it is a sign that more cash is flowing into the company than flowing out 

and the company doesnôt need this money to meet its financial obligations. So if a 

company cut its dividend payouts then that would be a sign that its financial strength has 

weakened. This payout comes from the majority of the companyôs profits with an average 

payout for a value stock at about 1.4% and 2.4% for value large-cap stock (Lim, 2005). 

Growth stocks rarely pay out dividends because they are already established companies 

that are much more stable so when they do pay out dividends the percentages are much 

smaller.  

What investors really look forward is the capital appreciation. This is the reason 

people invest for the long term or are glued to their computer or television screen 

watching every move of the market. Capital appreciation is the difference of the 

securities purchase price and current prices multiplied by how many shares that they own. 

This value is the total profit or lack thereof that the investor has made/lost at that point in 

time of the investment (Lim, 2005). A very powerful concept behind the capital 
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appreciation is what can make it grow so rapidly which is compound interest. Money has 

a time value to it and the longer it is left in a stock investment the more money your 

money can make. Compound interest is the interest made on the sum of the principle and 

already made interest. This is what makes investing in a stock so powerful (Lim, 2005). 

After it is all said and done, both dividends and capital appreciation are good forms of 

earnings. By adding the two values together an investor will find their total return at that 

point in time which will tell them if they have done well and made money on their 

investment or if they still have some research to do.  
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3. Materials Researched 

3.1 Overview of Investopedia 

 Investopedia, founded in 1999 and acquired by Forbes in 2007, is a website based 

in Alberta, Canada primarily and entirely focused on financial and investing education. 

The website features over 1500 articles, 750 pages of tutorials, about 5000 dictionary 

entries and many prep exams in the field of accounting. However the most popular of its 

many website features and resources is the Stock Market Simulator. 

The stock market simulator, as the name pertains, simulates the real stock market 

and provides up to date stock quotes on companies listed on any of the exchanges. It 

provides users with a real trading experience by providing a virtual amount of $100,000 

to initiate a portfolio and execute trades with buying limits to encourage portfolio 

diversification as part of the investment learning process. The simulator also comes with 

tools for researching companies for historical price charts, financial statements and a 

ticker symbol lookup tool.  One standard features is the 20 minute delayed data feedback 

from the stock exchange. That is, with delayed data, a quote you get now actually reflects 

the price of the stock 20 minutes ago. Real-time quotes could be obtained but exchanges 

charge a premium for this type of data and the website states that there are no plans to 

add real time quotes soon 

3.2 Types of Stocks 

3.2.1 Blue-Chip Stocks 

 Whenever an item or subject is deemed as a blue chip, it is usually the cream of 

the crop in that particular category. For example, in collegiate sports, an athlete classified 

as ñblue chipò is usually the target of pro teams because of their proven worth amongst 
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every other competitor in their respective sport. This concept is no different in the stock 

market world and business circles. 

 Blue chip stocks are the common stock of large, well regarded and renowned US 

companies. These kinds of stocks are known in the UK as alpha stocks and the term ñblue 

chipò was derived from casinos where they represent counters of the highest value. 

(Griffis, 2004). Blue chip stocks have garnered this prestigious reputation due to their 

longevity in the market and established consistent profit earning prowess. These stocks 

are usually less risky than other stocks and their price usually closely follows the S&P 

500. It is also worthy to note that these blue chip stocks pay regular dividends 

irrespective of the economic climate or companyôs performance at that appoint in time 

and examples include Coca-Cola, Wal-Mart, Exxon-Mobil, etc. 

3.2.2 Income Stocks 

Income stocks are common stocks that pay dividends at a rate higher than the 

average, usually the largest portion of the stockôs overall return. Even though these types 

of stocks are often steadily increasing, their future growth options may be limited and as 

a result require a lower level of ongoing capital investment. Unlike blue chip stocks, 

income stocks tend not to revalue and are usually preferred by conservative investors 

with limited interest in earning corporate profit growth. Companies in this category are 

usually the utility companies like American Electric Company (AEP), National grid 

(NGG) and some real estate companies. 

3.2.3 Growth Stocks vs. Value Stocks 

 In the world of the stock market there are typically two different types of 

investors that are recognized, one of which is known as a growth investor. Growth 
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investors are investors that look for securities that show good performance or in other 

words are exhibiting good profit growth. A saying that goes hand in hand with growth 

investing is, ñStock prices eventually reflect earningsò which pretty much means that you 

get what you pay for. In this school of investors, stock prices are not important because 

they feel as though as long as the company in which they invest is earning, then over time 

it will push the stock price up. So basically a growth investor is interested in a company 

whose earnings and sales growth exceeds that of the market and is willing to pay for it. A 

good growth investor will also research the securities that they choose to invest very 

thoroughly. Income statements, balance sheets and a companyôs cash flow are all 

important to this type of investor in order to get the figures they need to make their final 

buy/sell decisions. With this information they can calculate and determine a companyôs 

revenue to find out if they have strong earnings and also find out how strong or weak the 

companyôs financial situation is as a whole. These investors will take this companyôs 

information and compare it to its leading competitorôs earnings, the sectors average 

earnings and even the broad stock market (Lim, 2005). 

The second type of investor is almost exactly opposite to that of the growth 

investor and they are called value investors. Value investors are more along the line of 

bargain shoppers who are just looking for securities for the best price. The stocks quality 

is not the primary concern here because the value investor believes that if they purchase 

the security below what it is really worth then one day its true value will surface in turn 

yielding a profit. Value investors rely on things such as company mismanagement, new 

competition to the company and mistakes made on Wall Street in calculating the 

companyôs earnings. These factors are what a company does not want to see but they 
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bring its stock price down and thatôs when the value investor makes his/her purchase. 

Value investors are willing to purchase shares of a security when the value of it is low 

and then wait it out for as long as they need to until the problem is corrected. A good 

example of a value investor is someone who is willing to purchase a rundown property 

because they see that it has a good location and if it is fixed, it will be worth well over 

what they paid for it. As more money is put into the house fixing its problems the value 

of the house goes up and then when the renovated property is ready to sell, the initial 

investment can be collected as well as a profit (Lim, 2005). 

There is also what is known as blend investor which is simply an investor that 

looks for a security that is average or one that isnôt quite a growth stock yet but not a 

value stock anymore. Whichever type of investor one chooses to be they all have the 

same common interest which is to purchase a security low and then sell it high; capital 

gains. 

3.2.4 Cyclical Stocks 

When diversifying your portfolio it is important to look at all types of investments 

including cyclical and non-cyclical stocks. As the name implies these two types of stocks 

are opposites and the difference relates to necessity and luxury. Cyclical stocks move 

with the state of the economy and non-cyclical stocks tend not to be affected by recession 

or expansion(Little, 2004). Companies such as homebuilders or auto companies would do 

poorly during an economic downturn because people tend to see these items as luxuries. 

Household non-durable goods such as soap or any other household item would still be 

purchased because they are necessities. These non-cyclical securities are also known as 
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defensive stocks because they produce goods that will always be used such as food, 

power, and gas.  

When purchasing securities for your portfolio it is best to know the state of the 

economy to avoid buying a type of stock at the wrong time. Cyclical stocks can be 

considered value stocks because an investor might buy them during a recession and hold 

onto them until the economy turns around. A combination of both cyclical and non-

cyclical stocks can help diversify your portfolio while reducing some market risk. 

3.2.5 Speculative Stocks 

The stock market at times might be compared to gambling especially when it 

comes to speculative stocks but it is clear the opposite is true. When someone gambles 

they do it for the enjoyment of risk whereas speculation is performed because the investor 

believes that the venture will be a profitable risk.  

Speculative stocks are typically new companies that do not offer past earnings 

records. The chances of these types of investments showing great loss are vast and 

showing enormous returns are slight. These companies often have promising ideas but 

they are currently in the development stages. Penny stocks are an example of a 

speculative stock (Little, 2004). 

3.2.6 Market Capitalization 

Also known as market value or ñmarket cap,ò the market capitalization is simply 

what category, in terms of company value, a security is in which should not be confused 

with the actual price of the security. There are many different market caps to cover 

companies at all value levels. Large-caps refer to stocks that have a large market 

capitalization, typically in the values of $10 Billion or more where small-caps refer to 
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companies who have values of less than $1 Billion. Between those two market values is 

the mid-cap category which pertains to stocks that have a value between $10 Billion and 

$1 Billion. There are even smaller more precise market caps such as micro caps which 

refer to very small companies that are just starting off whose values are about $250 

Million or less. If an investor was interested in finding a companyôs market value they 

would take the current stock price and multiply it by the number of shares outstanding 

(Lim, 2005). 

 When dealing with large-cap stocks, an investor is looking at larger more stable 

companies known as blue chip stocks. These stocks are considered to be safer 

investments but because they carry less risk, they are found to not have large returns. 

Companies that are just starting out also known as startups are typically in the small and 

micro- cap range. These companies carry much more risk but can also yield much higher 

returns over a long period of time. A good example of this would be a small computer 

company who comes to the table with an idea, this idea could flop sending the company 

to bankruptcy with the investor sustaining heavy losses or one day it could be a large-cap 

blue chip stock known as Microsoft making the investor tremendous returns.  Small-cap 

stocks are also more difficult to predict than large-cap. Large-caps are watched by many 

Wall Street analysts and brokerage firms which makes these companies financial 

situations known in turn making it very hard to not see where these companies are 

heading. Small-cap stocks on the other hand have very few people analyzing them which 

can make it a lot easier for an unsuspecting investor miss various sell signals that would 

have normally been noticed (Lim, 2005).   
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 When dealing with the market capitalization aspect of a security, it is also 

important to know that each market value runs in a cycle. Small-cap stocks tend to do 

well when the economy is heading from a recession to a recovery because they are 

already a company tying to grow so in most cases will have quicker potential for growth. 

Large-cap stocks tend to do well when the economy is in expansion mode and when it is 

showing the first signals of economic troubles because investors will send their money 

where they feel it will be the safest, large safe blue chip stocks. The trend seems to be 

that different market-caps trade leading the market with respect to the situation the 

economy may be in.  

3.2.7 Preferred Stock 

Preferred stock, also known as preferred shares or preference shares, is a type of 

issued by some companies in which the holder or investor is entitled to a dividend at a 

specified rate that is paid before a common stock dividend is paid. Preferred shareholders 

usually have little or no rights to place votes concerning company affairs and 

management but in the event of liquidation they must receive their indicated dividends 

and liquidation payments before any other payments can be meted out. 

3.3 Investment Tools 

3.3.1 Fundamental Analysis 

The value of a company can be determined using fundamental analysis. This 

analysis involves analyzing financial statements such as the balance sheet and income 

statement. When choosing stocks an analyst might choose one of two ways a top-down 

approach or a bottom-up approach. Using the top-down approach an analyst would 

determine the state of the economy and find a sector that is doing well. Inside this sector 

they would analyze different securities until they found one that shows positive projected 
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earnings. Opposite from this strategy is the bottom-up approach, which involves finding a 

profitable company first amongst an industry. (Faerber, 2000) 

There are clearly a number of different ways to choose promising securities but it 

is always important to look at the state of the economy before purchasing. After a 

prediction has been made about the economy a good place to start researching individual 

companies is with the financial statements. The Securities and Exchange Commission 

files annual reports and 10K reports.  

 The financial statements of greatest interest could possibly be the balance sheet, 

income statement, statement of changes in retained earnings and the statement of changes 

in cash. The balance sheet includes the assets, liabilities and shareholder's equity at a 

particular point in time. The income statement shows the earnings of a company over a 

period of time. This statement includes revenues, cost of goods sold and other expenses. 

The net income is then determined after all of the expenses are deducted from the sales. 

Net income is shown in the statement of changes to retained earnings and it associates the 

balance sheet to the income statement. The statement of changes in cash shows the uses 

of a companyôs cash over a period of time. The statement tracks the cash from operations, 

the changes in investing and the ways in which a company was financed. (Faerber, 2000) 

3.3.2 Technical Analysis 

 One of the many strategies for investigating securities is called Technical 

Analysis. This particular way of examining a stocks behavior uses various graphs and 

mathematic formulas in order to estimate or predict a stocks behavior. Someone who is 

experienced with this tool will be able spot various trends and patterns that a stock may 

be displaying in the form of a graph or chart (Lim, 2005). A very useful tool to make this 
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job easier is the Moving Average Convergence/Divergence (MACD). This graph takes 

the difference between two exponential moving averages (EMA), takes the difference of 

the two and plots the sum which generates a buy, sell or hold indicator for an investor. 

 A simple moving average (SMA) lags the market and acts as an indicator for an 

investor. An SMA is found by taking a stockôs closing price over an X number of days, 

adding the figures together and then dividing the sum over the total number of days. 

When this process is utilized over a period of time it will generate a number of figures 

that can then be plotted which will produce a graph that lags the movement of that 

security. This is helpful to an investor because this data combined with other data that 

will soon be discussed will generate various signals that can help an investor determine 

his or her next move. It can be seen from the chart below that a 50-day and 200-day 

moving average are plotted along side of the dayôs closing prices of a security over 2 

years time. By using various types of SMAs, it can be seen that a relatively volatile 

stockôs data can be smoothed out in order to recognize any tends in the security. The data 

over a shorter period of time will yield a more responsive, sensitive indicator but as that 

time is lengthened the data yielded will be slower avoiding large spikes 

(http://stockcharts.com/school/). 
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Figure 3.1 - 50-Day/200-Day SMA of Sun Microsystems 

The exponential moving average (EMA) of a security just gives more weight to 

the most recent data so that there is less lag on the plot which will result in a smoother 

plot. While the focus is on the most current data the older data will become less 

noticeable over time but never fully disappear.   

The MACD that is most typically used is the difference between the 26-day and 

12-day exponential moving average (EMA), of a security. By using the 12-day EMA, the 

investor will get a sensitive more responsive indicator where as the 26-day EMA will be 

slower but will help avoid huge spikes seen in a volatile security picked up by the 12-day 

EMA. These spikes could trigger an investor to buy or sell at which those signals could 

quickly reverse providing a false signal known as a whipsaw. Plotted alongside the 

MACD line is a 9-day EMA which will act as a trigger line. This trigger line also known 

as the ñsignal lineò, acts as an indicator and generates buy and sell signals which will be 
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discussed later on. Another piece of data found on this chart is the histogram which 

shows the difference between the MACD and the 9 day EMA. As the MACD rises above 

the trigger line the histogram will become positive and as it goes below the trigger line 

the histogram will become negative. By reading these movements the histogram can 

show false signals for what they really are and protect against the whipsaw effect. An 

example of a MACD graph has been given below which points out all of these data 

points. 
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Figure 3.2 MACD Graphs of Coca Cola Enterprises 

 

The MACD graph can be very helpful exposing buy or sell signals as said before. 

Some of the buy signals also known as bullish signals are known as positive divergence, 

bullish average crossover and bullish centerline crossover. Separately these signals are 

not reliable but using each signal in conjunction with the other can expose a very reliable 

indication tool. Positive divergence happens when the MACD line shifts to an upward 
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momentum while the security is still in a downward direction. The MACD may still be 

negative but is achieving higher lows while the security itself is hitting lower lows. This 

signal is not common but is the most reliable of the three signals. A bullish moving 

average crossover happens when the MACD line crosses the trigger line in the positive 

direction. This signal is the most common, least reliable signal and should be used with 

other technical analysis tools to confirm that it is a correct signal. If not used with other 

indications, moving on this signal could lead to a whipsaw. The final signal is the bullish 

centerline cross over which happens when the MACD line crosses the centerline into the 

positive territory. This signal shows that the momentum of the stock has changed from 

negative to positive but again should be used to confirm positive divergence in order to 

be sure it is a reliable signal. These signals also work the other way in the bearish 

direction to generate sell signals for an investor (http://stockcharts.com/school/).  

 The histogram is also a very powerful technical analysis tool but should also be 

used in conjunction with other tools. It was designed in order to detect when a moving 

average crossover or centerline crossover would occur. This data represents the 

difference between the MACD line and the trigger line so it can be seen that it lags them 

both which makes it a good indicator. The histogram, just as the MACD line, can form 

positive and negative divergence giving good signals of when a moving average 

crossover or center line crossover will occur. The histogram is also good because it can 

help detour an investor in moving on a false signal (http://stockcharts.com/school/). 

 It can be seen how technical analysis, when mastered, can be a very useful tool in 

determining when or where you might like to invest your money. Some may not mind 

sitting in front of income statements, balance sheets and reviewing a companyôs cash 
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flow but technicians prefer the use of math and charts to pick out trends and patterns in 

order to obtain the buy/sell information that they desire.  
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4. Portfolio 1 (Adam White) 

4.1 Stock Selection and Analysis 

We have all chose to invest in our own ways, the strategy that I am using is a buy 

and hold technique. From the research that I have conducted, I have found it is safer to 

have this strategy when you are well diversified. Annual returns from the stock market 

using the buy and hold strategy can potentially yield 7-10% with a well-diversified 

portfolio. Someone who feels they can beat the market by day trading would have to be 

correct 70% of the time in order to retain the earnings of a buy and hold investor. 

(Faerber, 2000) 

 In order to diversify myself I have chose to invest in value and growth stocks 

along with small and large capitalization stocks. I have been researching many different 

stocks in the market with the use of a stock screener by Yahoo! Using the stock screener I 

have been able to sort through stocks by their P/E ratios, capitalization values and the 

industry in which they reside. Due to the fact that the economy is headed towards a 

recession I have been looking at companies in industries that are stable primarily 

noncyclical. Initially I have chosen 18 different stocks using the $100,000 allotted by my 

account with Investopedia. An example of the fundamental analysis I have been done is 

shown in my following reports.  

One way of analyzing the stock market is the top down approach. This type of 

analysis looks at the economy as a whole and then determines which industries might be 

profitable from the current economic standpoint. I used this approach when selecting my 

stocks. I thought it would be more efficient for me as a first time investor to use the top 

down approach because it was easier for me to decide upon industries that would do well 

in the current state of economy than researching individual companies and their projected 
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earnings going into a recession. The bottom up approach is opposite that of the top down 

in that individual companies are selected based upon their earnings and projected 

earnings. The industry that a company is in does not play a role in the selection of stocks.  

Analyzing the economy is important in making financial decisions. When the 

economy is growing people are willing to spend their money because the rate of 

employment is up. Companies as a result will spend more money due to the increase in 

sales. They will invest more of their money in real estate and equipment to produce more 

goods to meet high demands. The current economic situation is in a downward trend. 

Unemployment rates are high and inflation is also up as a result the stock market is 

depressed. Knowing the state of the economy will help in the selection of industries that 

may not be affected by a slowing economy.  

Cylindrical industries tend to follow the state of the economy very closely, as the 

economy falls these companies will see a reduction in sales.(Faerber, 2000) Investing in a 

cylindrical company such as an automobile manufacturer at a peak in the economy would 

not be wise because of the risk of a downturn. Currently we are entering a recession, 

which may not be a good time to invest in a cylindrical company, but if the expansionary 

period can be predicted high capital returns can be found in such companies.  

Due to the current state of the economy it would be best to look into investing in 

stable industries such as food, beverage and retail companies. Based upon my economic 

analysis I have chose to invest in industry groups such as beverages, food, medical and 

health care. I have also looked at the energy sector and alternative energy such as solar 

because of the effect carbon is having on our climate.  
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4.1.1 Company Profiles 

Anheuser-Busch Companies, Inc. 

NYSE: BUD 

Sector: Consumer/Non-Cyclical  

 Anheuser-Busch Companies, Inc. is the holding company of Anheuser-Busch, 

Incorporated; a beer brewer. This company primarily produces domestic beer which 

contributes 75% of net sales. Almost all of their sales are made here in the United States. 

The company produces beer under many different brand names which they distribute and 

sell. Budweiser, Bud Light, Budweiser Select and Bud Ice are the primary brand names 

sold in the US.  

The company has a current market capitalization of $43.58B putting it in the large 

capitalization category of my stock selection. There is a price/book value of 13.21. The 

companyôs return on equity is 60.54%. The current ratio is 0.89 showing their current 

liabilities are not completely covered by their current assets. The P/E ratio for this 

company is 21.59, which I consider to be a value stock. 

(http://finance.google.com/finance?q=bud&hl=en) 
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Figure 4.1 - Anheuser-Busch Technical Chart 
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BUD experienced a crossover generating a buy signal at the end of May 

according to the simple moving average. This would have been an ideal time to buy this 

stock but I waited until June 6. At this time the Relative Strength Index (RSI) showed the 

stock was being over bought. The stock has yet to show signs of consolidation it has been 

oscillating around 70. There was a bearish crossover on June 23 but I decided to hold 

onto the stock, as of July 11 the MACD line crossed back over the 9-day EMA so I might 

still see more growth from this security.  

General Mills Inc. 

NYSE: GIS 

Sector: Consumer/Non-Cyclical 

 

General Mills is a manufacturer of consumer foods operating in the consumer 

foods industry. They primarily sell their goods in U.S. grocery stores and other retailers. 

Their biggest market is ready-to-eat cereals and other meals. They also have a Bakeries 

and Foodservice segment that in marketed throughout the U.S. The company currently 

manufactures food in the United States for export to other nations such as the Latin 

American markets.  

General Mills is a large-cap company with a value of $21.01B.The price/book 

value is 3.52.The return on Equity is 20.68%.The current ratio is 0.64, which is low for 

its sector and industry. The P/E ratio is 17.59, low enough for me to consider it a value 

stock. (http://finance.google.com/finance?q=gis&hl=en) 
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Figure 4.2 - General Mills Technical Chart 
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This chart shows that I bought General Mills stock at the wrong time. Both the 

MACD and ROC Oscillators show negative divergence. It looks as though if I trade this 

stock on July 14, I will be able to make profit from it without further risking a downfall. I 

will continue to watch General Mills because food companies tend to do better during a 

recession.  

Par Pharmaceutical Companies, Inc. 

NYSE: PRX 

Sector: Healthcare 

 Par Pharmaceutical Companies is in the business of manufacturing and 

distributing generic and branded drugs in the U.S. The generic segment has products 

representing 80 different drugs. The company markets branded drugs in order to create an 

association between the drug and the uses of that drug. This company develops and 

manufactures some of its own drugs along with having alliances with other chemical and 

pharmaceutical companies. The company is focusing on the commercialization of a drug 

called Megace ES. This drug is to help with the weight loss of AIDS patients.  

The company has a current market capitalization of $577.04M making it a small 

cap company for my portfolio. There is a price/book value of 1.03, which is low for its 

industry. The companyôs return on equity is 2.66%, an average return for its sector. The 

current ratio is 1.69; this is a strong number for the size of the company. The P/E ratio for 

this company is 46.93. (http://finance.google.com/finance?q=prx&hl=en) 
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Figure 4.3 - Par Pharmaceutical Technical Chart 

This stock should not have been purchased according to the Chaikin Money Flow 

chart. The CMF shows that it was bearish at the time of purchase and it has continued to 
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follow this trend. At the time of purchase the MACD oscillator crosses over below zero 

indicating a sell not a buy. If I had done more technical analysis I would not have bought 

stock in Par Pharmaceutical. 

Newell Rubbermaid Inc. 

NYSE: NWL  

Sector: Consumer/Non-Cyclical  

 Newell Rubbermaid is a global marketer of consumer and commercial products. 

Their products consist of cleaning, organization and décor, office products, tools and 

hardware, and home and family. They sell their consumer products primarily under the 

names, Rubbermaid, Roughnech, Brute and TakeAlongs. They sell their products in 

home centers, grocery stores and other distributers. Their office products consist of 

markers, art products and everyday writing utensils. Some of their trademarks include 

Sharpie, Paper Mate, Uni-Ball and many others. These products are sold directly to office 

supply distributors. 

 The market capitalization of this company is $5.14B. They have a price/book 

value of 2.36. The return on equity is 22.76%. The current ratio is 1.35. The P/E ratio is 

11.26, which makes this a value investment for my portfolio. 

(http://finance.google.com/finance?q=nwl&hl=en) 
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Figure 4.4 -Newell Rubbermaid Technical Chart 

This is another stock that I should not have purchased. There was not a strong 

enough signal to buy. Both the CMF and the ROC showed slight crossovers but there was 
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a general downward trend that should have been paid closer attention along with the 

MACD, which was well below zero indicating it, was being over sold.  

PetroChina Company Limited 

NYSE: PTR 

Sector: Energy 

 PetroChina Company Limited is one of the largest oil and gas producer and 

distributor in the world. This company is engaged in many different areas of the energy 

industry including exploration, refining, transporting, storing and marketing. Most of the 

production of their reserves resides in China. The proved oil reserves of this company at 

the end of 2007 included over 11 million barrels and over 57 billion cubic feet of natural 

gas. In order to continue expanding PetroChina has been constructing or renovating more 

refining projects. In 2007 alone they worked on 18 renovation projects. 

 The earnings per share of PetroChina have increased from 0.36 in 2005 to 0.44 in 

2007 showing a strong increase in earnings. The market capitalization of this company is 

$234.41B. The price to book ratio is 2.20 and the return on equity average over the past 

five years is 25.13. The current ratio is 1.17 and the price to earnings ratio is 11.10.  

(http://finance.google.com/finance?q=ptr&hl=en)
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Figure 4.5 - Petrochina Technical Chart 

According to the MACD oscillator this stock was not purchased at a good time. 

There was a centerline crossover that signaled a sell not a buy. This seemed to be a strong 
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signal because of the trend that followed. The CMF also indicated that the stock had too 

much accumulation at the time of purchase. This accumulation has begun to decline since 

the time of purchase so it is possible it will crossover the centerline soon making it a 

good time to sell.  

USANA Health Sciences Inc. 

NYSE: USNA 

Sector: Consumer/Non-Cyclical 

 USANA develops and manufactures nutritional and personal care products. This 

company has two strategies that include direct selling and contract manufacturing. They 

sell products relating to nutritional supplements and skin care products. They sell their 

products directly to consumers along with distributors they call associates. Their 

distributors account for the majority of sales while their loyal preferred consumers make 

up 13% of net sales. USANA promotes itself by saying, health is the most important 

thing you have and their products should be at the top of your grocery list. Their business 

strategy seems to get their consumers involved in the business by letting them become 

dealers. USANA is operating in thirteen different markets around the world including the 

United Kingdom, Japan, Canada, Hong Kong and the United States. 

 The market capitalization for USANA is $441.12M; they have a price to book 

value of 8.86. The companyôs five-year average return on equity is 79.39. The current 

ratio for this stock is 1.35 and the P/E ratio is 10.78. 

(http://finance.google.com/finance?q=usna&hl=en)
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Figure 4.6 - USNA Technical Chart 

This stock was bought at an optimal time. The MACD oscillator showed it was 

trading above its previous low and USNA was trading below its previous reaction low. 
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There was also a centerline crossover in both the MACD and ROC oscillators creating a 

buy signal. A third signal was the CMF crossing over the centerline. This stock has done 

well since it was purchased and I will continue to hold. 

Cresud Inc. 

NASDAQ: CRESY 

Sector: Consumer/Non-Cyclical 

 Cresud is an Argentine-based company that is in the business of agriculture. They 

are raising cows for the production of milk and beef along with producing crops. The 

company also leases a large portion of its land for beef and crop production. They are 

invested in the Argentine real estate business by holding 34.4% of Inversiones y 

Representaciones. This company is mainly involved in the production of wheat, corn, 

soybean and sunflower. The production of cattle includes breeding and fattening of its 

own cattle along with cattle that is bought and sold at supermarkets. Much of its cattle 

also go to the production of milk where 3,300 cows are milked per day.  

 Cresud has a market capitalization of $744.14M which is small for my portfolio. 

The price to book ratio is 1.29, which is average for the industry. The average return on 

equity over the past five years is 8.27 and the current ratio is 3.39. 

(http://finance.google.com/finance?q=cresy&hl=en)
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Figure 4.7 - Cresud Technical Chart 

 The only trend I can see in this stock is downward. Cresud was not purchased at a 

good time and I was forced to sell it at a loss.  
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SunPower Corp. 

NASDAQ: SPWR  

Sector: Technology 

 

 SunPower is a company that designs, manufactures and markets solar electric 

power technologies. They have recently acquired two other solar power companies, 

PowerLight and Solar Solutions. The company has two aspects, the components segment 

and the systems segment. The component segment includes products such as solar cells, 

solar panels and inverters. The company sells these components to installers and resellers 

on both the residential and commercial scale. They are currently producing 214 

megawatts per year through their factories in the Philippines and third party 

manufacturers in China. The systems segment includes the sale of their products directly 

to the consumer. They are involving in the installation process, which would include 

development, engineering, retaining permits and as far as finding available financing. 

Their contracts include consumers from residential to commercial to government. The 

systems they sell are all inclusive so the consumer will not have to worry about additional 

component that might track the sun or monitor the energy being produced. They currently 

have many competitors in their market including BP Solar, Evergreen Solar, Kyocera and 

many more.  

 The market capitalization for SunPower is $5.64B. The price to book ratio is 6.76 

and the return on equity is 2.69. The current ratio is 2.67 and the price to earnings ratio is 

299.64 making it highly overvalued. (http://finance.google.com/finance?q=spwr&hl=en)
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Figure 4.8 - SunPower Technical Chart 

 

This stock was purchased during a period where investors started distributing 

their shares according to CMF. June 26 would have been a good time for me to sell this 
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stock but I have waited in order for me to recoup some of my losses.  

Skilled Healthcare Group Inc. 

NYSE: SKH  

Sector: Healthcare 

 Skilled Healthcare provides health services through its nursing facilities and 

rehabilitation centers. This company was incorporated three years ago and owns 69% of 

its facilities. They are mainly located in the western portion of the United States. They 

focus their business in large urban areas. The company is divided into two segments, 

long-term care and ancillary services. The long-term care facilities are focused toward 

individuals who need some assistance but are not in the need of a skilled nursing home. 

The ancillary services they provide include physical, occupational and speech therapy. 

They help both the terminally ill and their families with education and counseling.  

 The market capitalization for Skilled Healthcare is $497.41M. The price to book 

value is 1.30 and the current ratio is 1.82. The price to earnings ratio is 30.98, which is 

high enough that I considered it to be a growth stock for my portfolio. 

(http://finance.google.com/finance?q=skh&hl=en)
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Figure 4.9 - Skilled Healthcare Technical Chart 

Skilled Healthcare had a buy signal in the moving average less than a month 

before it was purchased. It would have been more to my advantage if it had been bought 


