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F.I.T. STOCKS 
Finding High Quality Growth Stocks to Build Healthy Investment Habits.   

Market Update 
MARKET HEALTH:  MARKET IS in CORRECTION!  

The Markets distribution days have finally overwhelmed the Markets.  A distribution day is any day the market sells off with stronger volume than the day before.  When several distribution days accumulate over 2-4 weeks this can be enough to topple the markets into a correction.  This is exactly what has happened over the past 4 weeks for the major indexes.  The New Year has brought the markets into a dive with Nasdaq losing 6.3%, the S&P 500 dropping 4.5%, and the DOW 4.2% for the week.  The final culprit was the jobs report that came in at a measly 18,000 compared to the 70,000 jobs that were predicted.  The unemployment rate swelled to 5%.  
Since the Nov. 28 confirmed rally the markets have had a struggle trying to push upwards.  December was a volatile month in the markets and our investment rules were really tested.  We have had several failed break outs in our F.I.T. Stock selections.  Review the Break outs section of the Newsletter, as it gives detail as to where each stock is priced as of Friday Jan, 4, 2008.  You must at this time be ready to play good defense.  Think about taking any profits that you have already accumulated and maybe cutting any losses short.  This is a time to think about going to cash and waiting out this correction.  MAKE NO MISTAKE, WE ALWAYS FOLLOW OUR INVESTMENT RULES.  By following our investment rules we keep ourselves out of trouble.  
Investors Business Daily, in its Monday edition, points out the importance of following proper sell rules and suggests that if you limit your losses to only 7% you only need to gain 7.7% on your next investment to break even.  If you let your losses go to 25% you need to make 33% on your next investment to break even.  A 33% loss requires a 50% recovery, and a 50% loss will mandate a 100% recovery to break even.  Cut those losses short and quickly.  This is probably the hardest lesson to learn in investing, but it is definitely the healthiest habit you can develop on your road to successful investing.  
Now let's take a look at the Charts of the Nasdaq and S&P 500 from last week, to gain a clearer picture of the price movement and volume. 

Here is a 6 month chart of the Nasdaq with 50 and 200 day moving averages. 


YIKES!  The Nasdaq crashed through its upwards trend line on huge volume as the index lost 98 points.  Sellers ruled the week for the Nasdaq and it looks like we could be heading all the way down to the 2400 level before it finds any support.  Also, worth noting is that the Nasdaq gapped down in price from the opening bell on Friday, and never looked back.  This is a time to be very defensive as stated above.  
Let us look at the longer time frame of the 3 year, weekly chart of the Nasdaq to gain more perspective. 
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This 3 year chart of the Nasdaq shows a very distinct pattern called the Head and Shoulders.  This pattern is usually considered a change of trend pattern.  As you can see there is a left shoulder, a right shoulder, and a head between them all, represented by a short white line.  Basically what happens is that a price high is formed on the left shoulder, the price then retraces briefly and then shoots back up taking over the previous high of the left shoulder.  Once again, there is another dip, but this time when the price tries to reach a new high it is unable to, thus creating the right shoulder and a lower high.  The upwards trend line, extended white line, represents the neckline or support level of the price lows.  On Friday, one can plainly see this neckline or support level was taken out with authority (white oval).  Once the neckline is taken out many technical traders consider this a change of trend, and the bears have taken over.  This is why at this time F.I.T. Stocks is recommending to get defensive.  Cut your losses at 7% or less, capture your profits, and go to cash while we wait this period of correction out. 

In the meantime, study the old newsletters of F.I.T. Stocks, review their charts and see what worked well for you, and what you could have done better with.  Review the price and volume of those stocks.  Ask yourself if you were always able to follow your set of investment rules.  The best advice we at F.I.T. Stocks can give you all, is to have an investment plan and stick with it, NO QUESTIONS ASKED.  Your Investment Plan allows you to take all of your emotions out of your investing.  As we wait for the markets to develop a new rally, it is a great time to increase your knowledge on investing.  We at F.I.T. Stocks, in the next couple of newsletters, will be focusing on how to read stock charts and the major base patterns we look for, with some great examples from this years big WINNERS.  SO STAY TUNED! 

One F.I.T. Stock we still want you to keep an eye on is Smith International Inc.  With prices of oil going crazy this stock might still be a play.  

 

Stocks Showing F.I.T. Formations   

IMPORTANT REMINDER: 

As a new rally starts to take place it is important that we DO NOT go fully invested until the market shows its true colors.  If you are investing 100 shares or less, it is OK to establish a full position.  For larger account sizes you may wish to establish 50% of your position, then as the stock and the market establish themselves add another 30%-50% within 2-3% of the stocks proper buy point.  This strategy allows you to leg into the investment as the stock starts to prove itself to you. 
This week we have 1 stock showing some F.I.T formations that look ready for some strong breakouts.  Look for the F.I.T. stocks showing strength behind their break out move, and that the markets are heading in our direction.  This is what building healthy investment habits is all about.  
* All charts are 1 year time frames with weekly price patterns * 
** With Stocks that are thinly traded, less than 300,000 avg. volume, F.I.T. Stocks recommends buying 100 or 200 shares. Nothing More! **  

Stock:  Smith International Inc.  

Symbol: SII 
Fundamentals:   9.7 out of 10                                               EARNINGS DUE: Feb. , 2008 

Industry:   Oil & Gas Equipment & Services                          Group Rank:  35 

Technical Pattern:   U-Turn                                                 Avg. Volume: 2,478,630 

Pivot or Buy Point: $77.13 

Stop Loss: $71.14 or 7% 

Profit 1: $84.84 or 10% 

Profit 2: $92.55 or 20% 
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SII provides products and services to the oil and gas exploration and production industry worldwide.  SII has formed a beautiful 11 week U-Turn pattern with 4 weeks of heavy accumulation in the pattern.  What really looks nice about this pattern is that it is very orderly.  There are not any wild swings in the base.  This is a very healthy sign.  It appears that SII is heading up in price in a very orderly fashion.  If SII can break above its previous high of $76.99, let's jump in at $77.13 and confirm this with good volume. 

 

Break outs from Dec. 16 - Jan.4, 2008 

 Stock        Buy          Current        P/L               % Change          Exit                

	
ITU
	
28.93
	 
	 -2.02
	 -7%
	 26.91 

	
CF
	 
100.13
	
  
	 +11.84
	 +11.84%
	 111.99

	CLR 
	 
25.33
	
	 -1.77
	 -7%
	 23.56

	 AGU
	
65.13
	 
	 +6.92
	 +10%
	72.05

	 YGE
	39.33
	
	 -.2.75
	 -7%
	 36.58

	 CNH
	67.03 
	66.07
	 -.96
	 -1.4%
	 

	 AMZN
	96.13
	 
	 -6.82
	 -7%
	 89.31

	 CMED
	45.63
	46.75 
	 +1.12
	 +2%
	 

	 NGS
	18.76 
	20.97 
	 +2.21
	 +11.6%
	 

	 
	 
	 
	 
	 
	 

	 TOTAL
	 
	 
	 +7.77
	 
	 


 


In your journey to develop healthy investment habits, please remember to monitor the markets direction on the day of your entry points, confirm with a solid volume surge to the upside, and follow your buy and sell rules strictly. 

Please remember to stick with your Investment business plan, be disciplined, monitor price and volume daily and make money. 
Happy and Healthy Investing, 
Steve Martin 

Founder 

www.fitstocks.com 
