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Knowing when to sell is a complex business
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QOFTEN investors are
mterested inusing the tools
af technical analysis 1o give
some indication of when to
buya particularstock: Bul
selling to lockin profits or
prevent major losges is an
equallyimportant part afthe
investment equation,
Iideed, many investors
find sell decisions harder to
makie Lhan buy decisions
because ofthe psychology
that is called into play. Selling
outof aloss-making
situation can bevery difficult
asiterystallises the loss and

| ‘ends the hope that the stock
| might turn around, Likewise

dumpinga profitable
position ends the chance for
further profit and generates
regretifthe stock continyes
to climb.

This week we will look at
creating stop-loss positdons
with teference to BHP
Billicom, for many years
considered one of the bluest
ofthe blue chips on the
Australian markel. Ithas been
a proxy forthe China growth
story, nising from $8.22 in
Jume 2003 o a high of $50in
May 2008, Itwas clobbered
during the financialcrisis but
climbed back to$47.74 in
May last yean

Thisweek's chart,
pravided by Hebert Brain, a
directorof the Austalian
Technical Analysts
Mssociation, plots BHPs
weekly share price from late
2010, The blue line on the
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graphrepresents the
A0-week simple maving
average (SMA} and s vitalin
deciding where stop-loss
puinis should be set. The
SMA, Brain says; isa usefil
mndicator of when we should
geroutofa stock.

Quite simply, when the
SMA levels out and turns
down, itis ime to think
about selling: For those

wanting further researchion
this issie, Brain
recommends reading Secrers
Jor Profiting in Bull and Bear
Markeis by Stan Weins{ein,
Thesell signal Fom a
falling SMA is even stronger
when the stock price chart
falls below the SMA; as itdid
with BITP from May last year.
And just look how prescient
Weinstein's theory has been

wthis case. The BHP share
price has fallen 20 per cent
since last May.

That still leaves investors
having 1o decide whento get
oul. To demonsirate this,
Brain has deawn short
horizantal lines on'the chart
under troughs. If the stock
talls below these support
lines In the future, the down
trend can be considered Lo
still be in place and investors
can use thatas a sell riggen
Using this strategywould

arhigher levels than'ithas
traded over the past
10 months,

have gotinvestors outaf BHP %3
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This colummnis not financkaladvice.
Those wishing ta invest should seek
professional counseland de some
harmewark:

Thewnterhas BHP shares.
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