Stock Report: March 2002
Transaction Summary:

This month I practiced a buy-and-hold strategy with tech-based growth stocks that I am familiar with. On March 1st, I purchased the stocks at their closing prices. On March 28th, I sold the stocks at their closing prices. While one month is an insufficient amount of time to successfully execute a buy-and-hold strategy, the changes in the stocks I have purchased provide a good example as to how undiversified risk can affect a portfolio.
	Company
	Purchase Price
	Shares Purchased
	Balance
	Sale Price
	Gain (Loss)/Share
	Net Gain (Loss)

	
	
	
	100,000
	
	
	

	Apple
	23.45
	1000
	-23400
	23.67
	0.22
	220

	Autodesk
	46.35
	250
	-11587.5
	46.69
	0.34
	85

	Avid
	13.3
	500
	-6650
	13.91
	0.61
	305

	IBM
	103.02
	523
	-53876.84
	104
	0.98
	512.54

	Nvidia
	55.94
	80
	-4475.2
	44.36
	-11.58
	-926.4

	
	
	
	
	
	
	Loss on Portfolio:

	
	
	
	
	
	
	108.86


P/E Ratios:


The Price-to-Earnings ratios on all of my stocks are rather high compared to the market in general, but not particularly high for tech stocks. This represents investors’ belief in the future growth of these stocks. Tech (and other growth) stocks are especially likely to feature high P/E ratios. It is interesting to note that the hardware manufacturers I have chosen feature lower P/E earnings than the Software companies (in general). Is this because growth in the hardware market is slowing and becoming more competitive? Is it an indication that investors predict greater growth in the software market?
	Company
	Price/Share
	Earnings/Share
	P/E ratio

	
	
	
	

	Apple
	23.45
	0.53
	44.25

	AutoDesk
	46.69
	2.23
	20.94

	Avid
	13.91
	0.3
	46.37

	IBM
	104
	4.77
	21.8

	NVIDIA
	44.36
	1.78
	24.92


Annualized Monthly Return:


The rates of return for my portfolio are quite interesting. I received the best rate-of-return from my lowest-valued stock, Avid. The stock that produces the greatest income may not be providing the greatest rate. The portfolio also presents an interesting result for NVIDIA Corp. NVIDIA’s stock price fell quite dramatically in March, decreasing by over 20%. This kind of reduction cannot be extrapolated to produce an accurate Annualized return. 

	Company
	Holding Period Return
	Annualized Rate of Return
	Annualized Monthly Return

	
	K=INC (P1-P0)/P0
	ARR=K*(360/T)
	AMR=Return*(360/T)

	Apple
	0.01
	0.13
	2,829.20

	AutoDesk
	0.03
	0.39
	1,093.10

	Avid
	0.05
	0.64
	3,922.30

	IBM
	0.01
	0.13
	6,584.32

	NVIDIA
	-0.21
	-2.7
	-119,135.04


Three Factors of Influence:

While most of my stocks exhibited acceptable growth this month, several influences hurt the value of my portfolio.


The greatest influence upon my portfolio was the steep price drop in NVIDIA’s stock this month. Revelations of insider trading have sullied the company’s reputation, and in turn, affected its price greatly. In our paranoid post-Enron business climate, a gaffe such as this has serious ramifications. NVIDIA is damaged even more severely by this because they are a relatively new company, without a strong company history to help alleviate shareholder fears. After the banner year of 2001, NVIDIA seems to be slipping, and if had chosen to trade more proactively, I would have sold my shares by mid-March to minimize my potential loss.

The economic climate is not particularly beneficial to the companies I have chosen. In a risk-adverse marketplace, tech stocks tend to reduce in price and volume in favor of more secure, if less lucrative investment opportunities. Between the bitter memory of the dotcom bust and the tight times of the 2001 recession, tech stocks are not in a good environment.


On a brighter note, new product releases by Avid, AutoDesk, and Apple have helped my portfolio greatly. Avid and AutoDesk are both high-end graphic/design software companies that have begun courting the much larger consumer market. I believe that new product releases such as AutoDesk’s GMax and Avid’s Xpress DV  have helped raise their prices in March. I bought Apple’s stock in hopes that they would officially announce their new G5 computer line this month. Unfortunately they did not, and I was unable to benefit from the potential increase in share price that the G5 may have caused.
Lessons Learned:


Without doubt, the most important lesson I have learned trading this month is that an undiversified portfolio can leave an investor open to risk. All of my stocks have come from firms in similar industries, and are affected in the same way by many factors. Looking at monthly charts for my companies, I notice a high degree of correlation between them. Had I invested in a more diversified group of stocks in different industries, I think that I would have invested more effectively.
I also made the mistake of thinking that familiarity with certain companies is akin to having privileged knowledge. I was aware of the upcoming product releases by Avid and AutoDesk, and was hoping to benefit from them. I did not really take the time to think about the great number of other investors that were at least as well-informed as me. In the future, I believe I will leave insider trading to the insiders and attempt to create a more-balanced portfolio for myself.
While I definitely knew the companies that I invested in this month, I think I am in a better position to choose a diversified portfolio based upon my experiences this month.

Comparison:


I have been unable to get a hold of the Fantasy Stock Market rankings for March. I can only assume that player who used a diversified strategy were able to outperform me, if not by much. The Dow increased only .34% during March, so I expect that most of the student’s earnings will not be enormous this month. 
Changes in Investment Strategy:


In April, I will attempt to focus my efforts on value stocks within the context of a diversified portfolio. This month I learned a great deal about what not to do: specifically, do not put all of your eggs in one basket. The Tech market is still a bit off-kilter for me, and any more turmoil will send it reeling.  By diversifying my portfolio and making an attempt to find stocks that are undervalued (based on their P/E ratio for their respective industries), I think I can achieve a greater return on my investment. While this will no doubt require that I invest in companies that I am less familiar with, a portfolio diversified across industries should perform well in these still-uncertain times. If nothing else, it will be interesting to have tried both the “pick a few favorites” method and the “real investor” method. 
