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	Unrealized

Profit/(Loss)
	Realized

Profit/(Loss)

	1.
	Nov 23 bought 16,000 shares of 0970.hk at $0.35.
	$      400.00
	

	2.
	Dec 10 bought 5,000 shares of 8008.hk at $1.40.
	$        0.00
	

	3.
	Dec 15 bought 4,000 shares of 1070.hk at $2.10.  Dec 23 stopped out at $1.97.
	
	($    520.00)

	4.
	Dec 20 bought 10,000 shares of 0351.hk at $0.68.
	$        0.00
	

	5.
	Dec 20 bought 20,000 shares of 0286.hk at $0.29.
	$     2,700.00
	

	6. 
	Dec 22 bought 20,000 shares of 1188.hk at $0.25.
	$      300.00
	

	7.
	Dec 23 bought 2,000 shares of 0638.hk at $0.62.

(2,000 shares filled out of the original order of 8,000 shares)
	$       80.00
	

	8.
	Dec 29 bought 200 shares of KILN at US$2.80.
	($       0.00
	

	9.
	Dec 30 bought 10,000 shares of 1118.hk at $0.23.

(10,000 shares filled out of the original order of 20,000 shares)
	$       10.00
	

	10.
	Dec 30 bought 6,000 shares of 1122.hk at $1.07.
	$      720.00
	

	
	
	
	Realized

Profit/(Loss)

Until 1/1/05

	
	
	
	($    520.00)


The above are actual trades made through the brokerage firm DBS Vickers Securities Online (HK) Ltd.  I have been dangling with the stock market for the past year or so, waiting for my good friend Myst Ho’s computer program.  During the period, I experimented with all possible mistakes I could think of, including trading with no stops, listening to stock tips, dipping into a particular stock with a vengeance--all cardinal sins in my system--except one: I still maintained a reasonably diversified portfolio.

I did the experiment for three reasons.  One, to get all the bad habits out of my system.  Two, as a reminder of what mistakes could be so that I could come back and check up on them whenever I have an urge to make one again.  Three, and this is the most important one, to see what would happen to a portfolio, meaning how low it could draw down to, by committing all these mistakes.  Of course, I have to protect myself financially.  I protected it by diversification.  The lesson learned is that as long as I can maintain a diversified portfolio, I can’t do much wrong even if I commit all the above mistakes.

So, rule No. 1: diversification.  This rule is not very popular among the top investors and commentators.  Just a couple of days ago, the revered financial commentator 林行止 in his column titled 《做市攻心為上，騙術千年不變》(Hong Kong Economic Journal, December 30, 2004) has said that diversification is absolutely not suitable for individual investors.  He quoted John Maynard Keynes and Warran Buffett to support his view.  Well, who can disagree with these two titans in investment?  They all said it is better to concentrate on four or five stocks for individual investors.  Reason being no individual can have the time and energy to study a great number of stocks.

Yes, if we have to study stocks like Keynes and Buffett, we won’t have time to cover more than a few.  But what’s the purpose of investment in the first place?  Is it to make money, or to learn the stocks?  If it’s the former, we don’t necessarily need to spend long period of time to study stocks, commodities, and the myriad of other economic indicators to do so.  My view on this has been explained quite fully in my Futures View, particularly Nos. 001, 23, 24, 25, 26 and 27.  Basically, to make money in investment, we need a good plan, the discipline to follow the plan, and diversification.  I’ll talk more on these as we move along.

Back to diversification.  If we cannot diversify due to the lack of time and energy, what can we do to achieve this?  Luckily, we have computers nowadays.  That’s why I have to wait until Myst’s program is ready before I can begin to trade my system.  The program is still developing, and we are testing its viability.  What it does is it can allow me to assess the thousands of stocks available and help me select those that fit my trading criteria--all in a relatively short time.  We are teaching the program to fine-tune its selection capability.  Hopefully, when the program is fully functional, it will provide us with a better list of stocks that are tradable according to my criteria.

What are my trading criteria?  I trade according to a certain price pattern.  Only when that price pattern appears would I look at the stock and see if it has enough volume.  If it does, it’s a tradable stock.  When the stock price drops to a historical low and then rebounds, breaks past the long-term downtrend, and proceeds to trade in a very quiet sideway pattern; in another word, when nobody is paying attention, that’s my objective selection.

I would then place an order to buy at the very bottom of the sideway pattern, with a stop-loss below the bottom.  In many cases, I may not be able to buy the stock because the price does not go back to the very bottom again.  In that case, I’ll just leave it.  I won’t chase the price.  If my order is filled and price goes below the bottom, I am stopped out with a small loss.  In this case, I will also leave the stock alone, and will not look to buy back again any time soon.  Occasionally, my order to buy at the very bottom gets filled and I am not stopped out.  In that case, I will likely have a profit.  When I have a profit, I will try my best to let the profit run.  How long will I let it run?  I expect to take profit of 100 to 200%.  Because of this criterion, I am concentrating my selection on the penny stocks.  Only penny stocks could often yield profits of 100 to 200% in a matter of months.

Yes, this is my investment objective: to achieve a return of 100% per year.  Very ambitious.  Can I do it?  We’ll see.

                     ----------------------------------

