
Investment Focus is a quarterly
newsletter published by NIFEASM, 
the National Investors Financial
Education Association.  

In this issue, you’ll find a guide to 
subscription-based investment advisory
newsletters, pointers for cutting your
stock losses, ideas for spotting the next
stock superstar, and ways to avoid
online scams. 

Whether you’re new to investing, or
have decades of experience in the
financial markets, we’re here to 
provide the additional knowledge and
resources you need to achieve your
financial goals.

Thanks for being part of NIFEASM!

Mark Your Calendar
Please join us for our Spring NIFEASM

Conference
April 18, 2008
Princeton Club of New York
Check our website for details
www.nifea.org 

Tell Us What You Think
This newsletter is for you, our
NIFEASM members. If you have a
topic you’d like to see featured in a
future issue, we’ll do our best to 
cover it. Please send your ideas to: 

Katy Powell, katy@axiat.com.

Welcome to
Investment Focus

Spotting the Next Big Thing

Investment Newsletters: 
How Useful Are They?

You know what they say about hindsight: “I wish
I’d seen it coming,” (or something to that effect.)
But, if you’d spotted a few of
the supernovas, like Home
Depot or Google, before they
blazed across the Big Board,
you’re probably feeling pretty
pleased with yourself.

Nothing is more satisfying to
an investor than buying a
winning growth stock during
the start-up phase and 
enjoying the giddy ride to 
the top. How do they pick 
the winners? Ask anyone 
who’s been there and they’ll probably tell you
their success was a mixture of luck and smarts.  

There’s nothing you can do to improve luck, but
if you’re willing to do some serious homework,

you might be able to better
your odds by learning how to
recognize which companies
have the greatest potential
while they’re still in the early
growth stage. 

Where do you begin? At the
beginning! If a company’s
stock is featured in Fortune
Magazine or on the nightly
business report, forget it.
That cruise ship has already
sailed. You must start by

building your own foundation of knowledge. 
To spot emerging opportunities, (con’t on page 2)

If you’re not already subscribing to an investment
newsletter, chances are you’ve considered the
idea. With so much uncertainty in the markets
today, investors are naturally a little skittish.
They’ve got questions. But do investment
newsletters have the right answers? 

Do they cost more than they’re worth, or can
they actually increase your net worth? Are they
trustworthy, or do they confuse and mislead with
overblown hype? The answer is: all of the above.
It all depends on which one you select. 

While we’re not advocating for or against sub-
scribing to investment newsletters, we would like
to give you a little primer on what to expect, 
what to avoid, and how to choose one that best
suits your needs. 

Mark Hulbert, author of Hulbert Financial
Digest, has been tracking the performance of
advisory newsletters for nearly three decades.
He concludes that over 80% of these publications
give recommendations that are either ill advised
or flat out wrong! 

In spite of this staggering revelation, there’s 
still a bit of good news. According to Hulbert’s 
findings, if you’d spent at least ten years faithfully
following the advice of just a handful of the top
ranking newsletters, you would have realized
between 289% and 664% gains—whereas the
Dow Jones Wilshire 5000 Index returned only
145%. Again, it comes down to selecting the
right newsletters from the most seasoned and
reliable sources.

What To Expect
Finding the right newsletter is not a simple 
matter of “one size fits all.” Among the vast
assortment available, some offer tips on market
timing or in-depth reports on recommended
stocks, while others give one-liner stock picks
with little to back it up. They may either cast 
a wide net over the entire market, or narrow 
their focus to a particular market segment. 

Most reputable investment newsletters offer 
useful information about current market 
conditions, an overview (continued on page 2)
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of economic trends, inflation, interest rates, 
and other factors that affect the market. This
information serves as the rationale supporting
the author’s recommendations for investments
deemed to have the greatest potential to add
value to your portfolio over time. 

How To Choose
Before you even start looking, make certain
you’re comfortable handling investment deci-
sions and that you understand your particular
investment philosophy, goals, and risk tolerance.
Then look for the newsletter whose approach
most closely matches your own. 

Frequency is another consideration. How often
do you want to receive the newsletter? Many are
published weekly; some are sent semi-monthly,
monthly, bi-monthly and others only once a
quarter. A few offer daily “hot-line” phone
updates to keep subscribers abreast of the most
current investment news. 

This may seem an obvious point in your selec-
tion process, but ask to see a sample copy first. 
If the content is not written in straightforward,
easy to understand language, it’s not going to
serve you. A good newsletter doesn’t have to talk
over your head with complex jargon just to
prove that they’re the experts, not you.

Buyer Beware
Newsletters can look very appealing on the 
surface if their advertising materials include
assurances about the future, if they discuss a 
few selected trade recommendations that 
happened to pan out in the past, or if they only
list their best performance years. Choosing a
newsletter based on promotional promises and
hand picked data, rather than on a solid track
record, is destined for failure. 

Take a closer look at their entire trading history.
If it’s a credible newsletter, this information will
be made available to subscribers. The best-case
scenario would be to review the performance
record for a timeframe that includes bull and
bear markets, as well as less volatile periods.
Ideally, that would go back to the period before
the dot.com meltdown. The more track record
data you can review, the better, but Hulbert 
suggests that a newsletter should have no less
than five-year’s worth of reliable performance.

If you do decide to subscribe to an investment
newsletter, no matter which one you chose, you
should always be prepared to lose money. But,
by doing a little research up front, you can at
least avoid those that have a record of giving
poor advice.

Continued Investment Newsletters: How Useful Are They?

Continued Spotting the Next Big Thing
you might consider studying the megatrends—those economic, geopo-
litical, environmental, and societal forces that signal a coming shift in
our thinking and way of life. For instance, the aging population will
require ever-increasing health care solutions; the depletion of natural
resources is sparking demand for alternative energy. You get the idea.

Learn From The Experts 

Be aware of on-going studies that may provide a glimpse into the
future. We don’t endorse groups like the World Future Society, but
they can offer some fascinating predictions about where certain 
technologies—robotics, nanotechnology, etc.—are headed, along with
reports about recent breakthroughs that could potentially impact future
business investments and the economy. These reports are not presented
as investment advice, but the bigger picture they present might be a
basis for your own research.

Then again, no amount of studying reports could have predicted 
the public’s love affair with a steaming hot decaf Hazelnut Latte or 
a Mocha Frappuccino.

Michael Moe, a research analyst and former non-coffee drinker, 
certainly wasn’t considering investing in coffee, not until he sat down
and had a conversation with Starbucks CEO, Howard Schultz. Moe
sensed Schultz’s genuinely enthusiastic commitment to quality, to 
the employees, and to its customers. In 1992, Starbucks went public,
and Moe bought shares. 

In his 2006 book, Finding the Next Starbucks: How to Identify and
Invest in the Hot Stocks of Tomorrow, Moe explains how he identified
Starbucks, Google, and other winners, well before they hit the big time.
In addition to explaining fundamental financial principles and valuation
methodologies, he lays out some fairly basic guidelines for spotting
potentially successful companies. 

Here’s a quick snapshot of what he terms his 4Ps—each of which will
require you to do all that homework we mentioned earlier:

People - What can you learn about the management team? Vision 
and passion are essential.

Products - Are they unique? Look for innovations, not imitations.

Potential - Do they have global appeal? They must utilize today’s 
hi-tech communication technologies to develop a worldwide base.

Predictability - Do they have predictable recurring revenues, or 
formulas for predictable growth? The best companies tend to be
systematic, strategic, and consistent over time.

Finding the next big thing is not a passive activity. Be prepared to 
dedicate plenty of time and effort. No matter what sources you rely on,
or what method you choose, in the end, winning is still a combination
of luck and smarts.
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We’re all familiar with the three bottom-line rules of investing:
Diversify, Diversify, Diversify. A portfolio that maintains a reasonable
balance between stock volatility, growth, and stability is going to be less
susceptible to heavy losses than one that’s top-heavy with just a few of
your favorite stocks.  

But if you consider yourself a trader, rather than a long-term investor,
here are three more rules that should top your list:

1.) Buy a stock only when it’s moving up, 

2.) Never add to a loosing position, and 

3.) Know when to cut it loose.

Sometimes that last one is the hardest to follow. Knowing when to sell
can be the most emotionally difficult trading decision you have to make,
especially if it involves loosing money. When a stock is slipping, some
shareholders will hold on and hope for a rebound rather than taking a
hit and admitting that maybe they’ve made a mistake. But the further
the stock sinks, the deeper the loss . . . and the greater the mistake.

The Solution

Stop the loss with a stop-loss—an order instruction that sets a 
pre-determined threshold price and automatically triggers a sale if the
stock falls to that level. It’s like buying insurance to cut your losses. 
You can place a stop-loss at any time while you own the stock, but the
more volatile the stock, the more important it is to place the order at
the time you purchase the stock. It can be placed through your broker,
or you can set it up yourself manually when making an online trade. 

Establish Your Exit Strategy

There are differing opinions and plenty of complex charts and formulas
that claim to have the best method for calculating when to sell your hold-
ings. But some take a more simplistic approach, and based on their risk
tolerance, they set a stop-loss order for a certain percentage below their
initial stock purchase price. For example, if you’d just purchased stock at
$100 a share and entered a stop-loss for $90, when the stock price falls to
$90, the sale will be triggered and your loss will be limited to 10%. 

You can set the threshold percentage as high or low as you want as long
as you understand the consequences— because there is good news and
bad news inherent in this approach. 

First, the good news: It’s all automatic.
You limit your losses without having to lift a finger. And you can relax
and take that exotic cruise, because now you won’t have to monitor the
stock’s performance every day. 

Now, the bad news: It’s all automatic.
If you set your stop-loss percentage too close to the amount of your
purchase price, a short-term fluctuation could cause the stock’s price 

to hit your threshold and activate the sale. If it
recovers and keeps climbing, you’ll be in for
some unpleasant surprises when your cruise ship
docks back in homeport. 

The trick is to find a happy medium that allows 
for some price swings while still giving you 
downside protection. 

Your Take-Aways

Consider your reasons for purchasing a 
particular stock and acknowledge your risk 
tolerance. Then pick a stop-loss method that
matches your individual investing style. An
active trader who keeps a close eye on the 
market might be comfortable using 5% while 
a longer-term investor would probably do 
better by establishing a stop-loss of between
10% and 15%. 

Be aware of a stock’s trading history before you 
set a stop-loss. Don’t set a 5% level if the stock 

typically shifts around 10% within a week. 

When choosing an exit strategy, what matters is not which approach
you choose, but the fact that you took the effort to establish one ahead
of time. And once you do, it’s important to stick to that approach.
Every successful trader agrees that establishing and sticking to 
a reasonable stop-loss plan is essential if you expect to make profits 
over the long term.

Breaking Up is Hard to Do: When it Involves Your Favorite Stocks
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Con men have been around for centuries, but the Internet
has spawned a new breed of schemes that were inconceiv-
able just a decade or so ago. 

Financial spam is a cheap method of sending mass 
e-mailings anonymously with the purpose of inducing 
you to buy worthless stock. It became such a problem—
reportedly reaching up to 100 million spam messages each
week—government regulators had to intervene. In March
of 2007, the SEC launched Operation Spamalot. Yes,
you’re right, it does sound like Broadway show, Monty
Python’s Spamalot, which is why the SEC obligingly 
conceded and dropped the name; but not before cracking
down and knocking 35 bogus stocks out of circulation!

But the problem still persists. Whether it’s email spam
promising a sure winner, or those questionable online
forums, here are two points to remember.

Phony insider tips: It’s easy to spot email scams with blatant subject
lines like “Ready to Explode,” “Ride the Bull,” and “Fast Money,”
It’s the subtler variety that can fool you. They’re written to look like an
inside tip intended as a private message to a friend, but “accidentally”
ended up in your email box: “Hey Joe, That XYZ stock we talked about
is taking off. It’s gonna be HUGE!! Hi to Fran. Best, John.” It’s feels
like finding a winning lottery ticket on the sidewalk. Don’t be fooled.
Hit delete.

1515 International Parkway, Suite 2031
Lake Mary, FL 32746

1.866.498.7077
www.nifea.org

Online Advice?  Proceed with Caution

Online forums: Worthless stocks tips are also promoted in online
forums where anybody can chime in with the latest exciting news. 
If the hype that’s planted is enticing enough, the rumor mill does the
rest. When enough people buy in, the price shoots up, and promoters
sell, grab the profits, and disappear. 

If you’re looking online for financial advice, know with whom you’re
dealing, and then, proceed with caution.
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