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INTRODUCTION
This Strategy Development Document will serve as the backbone of your trading from

this day forward. This document will help you define not only your strategy but also the

underlying logic that supports it. With a well-planned strategy that you have

confidence in, you will no longer feel tempted to follow tips, rumours or techniques

that do not comply with your process. In addition, with a thorough understanding of

the logic that underpins your system, you will be able to react to changing market

dynamics and adapt the system over time to best suit your personality and reach your

specific goals rather than someone else's.

By chance, anyone can begin investing in the market in an upward trend and make

significant profits. The differentiating factor between amateurs and pros is keeping

those profits and growing them through poor or suboptimal market environments.

Going through the process of writing out your plan will illuminate what aspects of your

approach are well formulated, which parts need to be improved and what may be

missing altogether. Students of the Active Growth Investing course will receive this

document completed with my entire approach to compare how they are investing in

the market with how I do.   
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SETTING GOALS &
EXPECTATIONS

Before you build your plan, have you thought about what your goals and expectations

are? Most people never do and become frustrated over time as they feel they are

failing to achieve success. However, they never took the time to define what success

means to them. For example, some investors want a return greater than the S&P 500,

and others want to make a living trading the markets. The tools, methods, risk

parameters, cash flows requirements and time commitment for these two goals vastly

differ. 

When I was a market maker, my objectives and risk parameters were set by my

employer and were very clear. I designed my approach specifically to be successful

within my operating environment. When I became an independent professional

investor, my goals and risk parameters changed, as did my approach to the market to

accommodate it. If I did not have a thorough understanding of my tools and methods,

I would have been unable to modify my approach to suit my new reality. 

My story is an extreme example of altering one's approach; however, markets

continually adapt, and most investors fail when they cannot recognize that their edge

in the market has eroded. In fact, over the course of my career, I witnessed two

significant changes in market dynamics that led to many traders' failing. The first was

the end of the market 'floor' and the shift to electronic trading. Many traders that

relied upon reacting to physical signs, such as seeing fear in the eyes of others or the

level of noise in the pit, were unable to trade profitably with only a screen displaying

data. Similarly, when algorithmic and high-frequency trading later began to dominate

the market, traders unable to adapt their strategies to more complex and opaque foes

were left looking for work elsewhere. 

Before you put your hard-earned capital at risk in the market and devote your time,

energy and sanity to become a successful investor, define what success means to you.

Once you define it, you can measure it and learn how to optimize it over time.

Describe your goals and methods as clearly as you can throughout this document. The

more effort you put into this process, the more your will be able to learn from it and

adapt it as you complete the Active Growth Investor course.

 Some of the critical criteria that you need to specify are:
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Absolute return: Most independent professionals and determined part-time

investors focus on a minimum absolute return, how much money they need to

generate each year to keep their business running. If you invest your own money,

covering expenses and making your effort worth your time can often work out to a

specific amount of money each year. For dedicated enthusiasts, opportunity cost,

such as how much you would earn spending your time working somewhere rather

than nights pouring over markets, is one way to get to this number. The best way to

find this number for pro traders is how much money you need after trading

expenses to live your life comfortably. 

Percentage return: For professionals marketing their services, percentage return is

more relevant than absolute returns. Studying what successful competitors are

returning can provide context for what you need to achieve to attract clients or

capital. For independent pros or non-professionals, once you define the absolute

return minimum target, once translated into percentage terms, you may realize

that it may not be realistically attainable given the amount of capital at your

disposal. This can help guide your actions and perhaps shift your focus to raising

capital, lowering expenses or balancing the risk/return profile system to make

success achievable.

CAGR: CAGR or Compounded Annual Growth Rate is so powerful that Albert

Einstein is often quoted as saying that "Compound interest is the 8th wonder of

the world. He who understands it, earns it; he who doesn't pays it." I would argue

that every strategy should include CAGR in its long-term strategic planning. For

independent investors, CAGR is the secret to hitting your long-term goals,

ambitions and dreams. It is what will help you grow your capital to a point where

you can live like a rockstar or whatever financial target you have in mind.

Therefore, you must devote your efforts to a strategy that can scale with you as

your account grows. I made the mistake of not focusing on that when I started

trading professionally, and it is the main reason I left the world of market-making

and developed the Active Growth Investor course methods. Although I had a

steady income from day trading, I would never be able to compound my gains over

time due to the liquidity restrictions of the strategy. Liquidity is the main reason

financial professionals need to address CAGR as a long-term strategic priority. As

you grow, the more difficult it is to move in and out of positions. Depending on

your strategy, it will set the limit on how large your fund can grow. 

Maximum Drawdown: This is my preferred risk measurement tool. Although

professionals often have additional metrics to be mindful of regarding risk,

controlling drawdown is crucial for all investors. Due to the asymmetry of losses,

the more you lose, the harder it is for you to get back to even. Mathematically, it is

a battle you do not want to engage in. Apart from the impact on your profitability,

drawdown is probably the most correlated risk metric to your mental capital.
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Sure, volatility of returns can be frustrating as your account gyrates up and down

with little overall advancement. However, nothing quite gets you on edge as your

account falling deeper and deeper into drawdown. If you are new to active

investing, whatever drawdown level that you think you can handle - think again.

Nothing will test your perseverance and determination, quite like a big hit to your

account. Therefore, it is imperative that you plan ahead to adjust your trading to

prevent yourself from breaching maximum drawdown levels. The maximum

drawdown level you choose should trigger a circuit breaker that forces you to exit

the market, review your strategy and determine where your plan is failing.

Therefore, it is such an important number because it will affect your position

sizing, required win percentage and maximum losing streak. 

Cashflow: Professionals need to be mindful of client withdrawals and must be able

to raise cash without impacting performance. For independent and non-pros, they

are the ones making the withdrawals to live their life. Whenever you pull money out

of your account, it becomes more challenging to reach your return objectives. 

Time commitment: Even the best strategy will not be effective if you don't have the

time and dedication to execute it. If you work 9-5 and are constantly in meetings,

you can say goodbye to day trading. This primarily applies to non-pros as they

need to balance work and life and typically fit their market time in around their

day job. Most strategies can be adapted to accommodate time restrictions;

however, you must be aware that specific tools may be off-limits if they require

constant reacting to market conditions in real-time. 

ASSUMPTION IS $500,000 ACCOUNT VALUE

Min. Absolute Return

Min. Percentage Return

Target CAGR 

Max. Drawdown

Cashflows

Time Commitment

Capital Required



CARUSO INSIGHTS

© 2021 Caruso Insights. All rights reserved

PRINCIPLES
Once you specify your goals and expectations, you must develop your strategy to

reach them. A critical step in that process is to list the principles that underlie your

methodology. Every tool that you use to be a part of your plan must comply with your

principles, or it will sabotage your efforts. For example, if your mission is to capture

significant stock advances in companies showing tremendous growth, you will likely

use a trend-following approach. However, the use of a short-term overbought

momentum oscillator as a sell signal will result in you exiting your most lucrative

purchases near the beginning of their advances. Although short-term oscillators can

be effective tools (I used them profitably for years), they would prevent the successful

application of a trend following approach. 

Every tool you use has a principle behind it. For example, if you use EPS growth as a

stock selection parameter, one of your principles is that EPS growth leads to stock

advances. On the other hand, suppose you use moving averages to determine entry or

exit points. In that case, one of your principles is that price action itself has predictive

value (the efficient market hypothesis says it doesn't, but I would argue otherwise).

Therefore, take the time to think through your entire approach. How do you determine

which stocks are good candidates to buy? What triggers a stock purchase or sale?

How do you choose how much exposure to have on any given trade? Every step in your

investment process has a principle behind it. Identifying those principles unlocks your

ability to adapt to dynamic markets as you will understand if a tool or method's

effectiveness has been altered.

Active Growth Investor Principles:

1. Freedom & Capitalism Drive Innovation and Progress

The recipe for economic development and success is freedom and capitalism. It has

been proven throughout the world that people who are free to pursue their dreams

and reap the financial benefit of their efforts will experience a greater probability of

success. That progress will drive growth in economies and improve everyone's

standard of living to new heights. It will also result in mind-boggling advances in the

companies that reshape the world around us. Therefore, every investment that we

make will focus on growth. Companies producing new technologies, products, or

industry changes that are less understood, result in them being under-owned by large

institutions. This dynamic results in investment opportunities that maximize the risk and

reward relationship as the upside is significantly higher than most people realize.
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2. Limit Risk

Limiting risk is paramount. If you don't limit or articulate your risk, you are accepting a

100% loss. Having 100% risk is unacceptable – capital is the lifeblood of investing. Not

only is losing your capital unacceptable, but the opportunity cost of a significant loss

is also just as bad. You end up stuck in a losing trade unable to make money

elsewhere. The amount of risk you accept directly impacts your ability to be profitable.

3. Do Not Own Any Stocks Below The 200-Day Moving Average

This principle is a simple rule that forces you to abide by a critical rule for successful

trading - follow the trend. Following the trend results in bringing your attention to

stocks that are demonstrating success in the marketplace rather than chasing stories

that are more hype than reality. It also inadvertently limits your risk, as you have a hard

line in the sand under which you must sell a stock. Never forget that the only good

stock is a stock that goes up.

4. Look for Asymmetrical Trade Setups

When I purchase a stock, I insist that my likely reward is at a minimum five times

greater than my risk resulting in a positive asymmetry of my returns. Restricting your

purchases to such opportunities will result in higher quality trades, improve your

system's profitability, and reduce bad churn resulting from over-trading.

5. Fundamental & Technical Analysis Are the Tools We Use

We employ fundamental analysis to identify stocks with a high probability of

significant advances. We use technical analysis to time our entries and limit our risk.

Fundamental analysis alone is not enough because even with excellent company

growth, risk management is crucial to ensure that you are limiting your losses if you

are incorrect about future prospects. Technical analysis and the study of price and

volume data are necessary to make the informed decisions as to when to execute an

investment idea and how you can identify that you may be incorrect.

6. The Federal Reserve Creates Bull & Bear Markets

The Federal Reserve is ultimately what will drive bull and bear markets. Without any

understanding of how the Federal Reserve influences the market overall, you will be

unable to anticipate market trends due to their actions.
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7. Institutional Accumulation Propels Stock Advances

While the Federal Reserve may influence the overall market, institutional accumulation

is the main force influencing individual stock movements. It is incredibly simple for

individual investors to move in and out of stocks. However, it may require large

institutions weeks or months to do the same. Not all companies have a trillion-dollar

valuation like Apple. Therefore, a large fund allocating 2-3% of its assets to a

company with a market cap of $10 billion will significantly impact the stock price.

Therefore, individual investors need to focus on which stocks institutions purchase as

those fund allocations create trends that can last for months.

8. Leverage Kills

Lastly, the more aggressive you are in the market, and the more you increase your

leverage, the higher your potential for ruin. It is the trade-off every investor faces and

one you should not take lightly. It would be best if you always use caution when

leveraging assets and other capital. It is difficult to go bankrupt when you limit your

losses and do not use leverage, but on the flip side, enormous returns are possible

when using leverage in the right way. Given the increased risk, you should only employ

leverage once you have experience applying your strategy.

CARUSO INSIGHTS
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Specify your stock universe: With over 10,000 equities to choose from on U.S.

markets along, it is vital to limit your focus and capital to stocks that have a higher

likelihood of success. 

Trigger a stocks purchase: What specifically results in the purchase of a stock. It

may be a valuation, chart pattern or analyst recommendation. Whatever it is, it

needs to be a clearly identifiable trigger; otherwise, you will be able to interpret

anything as a reason to buy! Most investors often focus their energy on learning

the story behind a stock and try to judge what the future potential is, but they

rarely spend time determining when to actually buy the stock. How can you

become more effective over time if your process is not identified?

Trigger a stock sale to:

Realize profit: You have been right in your process, and you now have a

winning stock position. When do you realize those gains? 

Limit risk: You bought a stock, and it begins to fall. What do you do? Do you

add as it falls to lower your cost so that it will be easier to turn profitable on

any future price rallies? What if your stock never comes back? What if it is

Enron, Palm Pilot, Nortel Networks or Luckin Coffee? If you sell as a stock falls

to limit your risk, how quickly do you sell? These are complex questions, and

your answers shape what kind of business you are running and what it will be

like to live with. Small losses avoid major debacles, but they can also cause

large losing streaks that can equally affect your psyche.

Everything up to this point was to allow you to visualize how your strategy needs to be

structured. Unfortunately, there is no magic indicator or signal to successful investing.

Like any profitable business, it is an entirely integrated plan that needs to be

successfully executed. It is for this reason that 90%+ of active investors who come to

the market ultimately fail. If you can't answer many of these questions or fill out many

of these sections, you may be on a trajectory that leads to a lot of wasted time and

money. Your mind drawing a blank should prove that you need to educate yourself

better to achieve long-term success and not become another statistic. 

The Active Growth Investor course has a well-identified mission and concrete

principles that focus our tools and methods for maximum efficiency. Each tool has a

specific purpose, and it is the most effective tool available to achieve that purpose.

Your methods need to provide you with the knowledge to:

BATTLE PLAN: TOOLS &
METHODS
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Determine if a stock has outsized potential (hold rules): If your mission is very clear, it

is possible to adapt sell rules to changing market conditions. Often stated as hold

rules, these rules suspend certain sell conditions to enable a stock to undergo greater

volatility before triggering a sell rule. Since market evidence suggests greater

potential after your initial purchase, the strategy adapts to make it less likely to

trigger a sell rule - improving your ability to capture outsized returns. 

Buying Tools

Fundamental Criteria Technical Criteria
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Selling Tools

Loss Limiting Profit Taking

Hold Rules
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It may not be sexy, but this section will make or break your strategy. All professional

investors are obsessed with controlling risk and protecting their capital from loss.

Don't take my word for it; let's take a look at what some of the great have to say

about risk. 

POSITIONS SIZING, RISK
MANAGEMENT AND
PORTFOLIO MANAGEMENT
ESSENTIAL

"Risk control is the most important thing in trading." – Paul Tudor Jones

"The key to long-term survival and prosperity has a lot to do with the money

management techniques incorporated into the technical system. There are old

traders and there are bold traders, but there are very few old, bold traders" - Ed

Seykota

"The elements of good trading are: (1) cutting losses, (2) cutting losses, and (3)

cutting losses. If you can follow these three rules, you may have a chance." -Ed

Seykota

"Risk is a no-fooling-around game; it does not allow for mistakes. If you do not

manage the risk, eventually they will carry you out." Larry Hite

"The key is to lose the least amount of money possible when you are wrong." –

William J. O'Neil

"Learn to take losses. The most important thing in making money is not letting

your losses get out of hand." -Marty Shwartz

"You will fail, so build failure into your system & Fail well" - Ray Dalio

But how exactly do you control risk? First, you need a way to measure it, and my metric

of choice is drawdown. I use this simple metric in multiple ways to control the risk

present from investing. Risk management, position sizing and portfolio management

are all one linked process, and success cannot be achieved in one area without

proper balance between these variables. 



CARUSO INSIGHTS

© 2021 Caruso Insights. All rights reserved

Therefore, as you think through your strategy, how do these elements work together to

maximize returns and minimize risk in order to reach your goals in the safest and most

pleasant way possible? If you don't have many or any specific rules governing these

three elements of your strategy, you're flying through the air strapped to a bomb that

is waiting to explode. In the Active Growth Investor course, the risk-related rules trump

all other aspects of the system. It is the most important factor to ensuring long-term

success and the most common reason for failure in the market.

Portfolio Management

 

Risk Management

Position  Sizing
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"...if you're wrong about the direction of the general market, and that direction

is down, three out of four of your stocks will plummet along with the market

averages, and you'll lose money big time..." – William J. O'Neil

When I first read that in O'Neil's investing classic "How To Make Money in Stocks," I

had one of those moments where I knew I had just learned a secret to the market. It is

so simple, yet most people are focused solely on their stock holdings and are unaware

of how great an impact the general market can have on their portfolio. Some recent

examples to study include the 2020 covid crash and the 2008 financial crisis. Many

will argue that a "good" stock can weather the storm. Unfortunately, as the saying

goes - when you can't sell what you want, you sell what you can. I know it to be true

because I've been in that situation. 

When trading pro for one of Canada's largest banks, many times, I would own

substantial share amounts as a percentage of daily traded volume for individual

stocks. If the market had a sudden drop and I wanted to reduce the risk to my

portfolio, I sold what I could - even if I thought it wasn't the stock that was falling

quickest or the stock that had the worst outlook. I HAD to reduce risk, and the easiest

way to do that is to raise cash by selling what I could – and that often meant selling

better quality stocks. That is why, when markets fall quickly, EVERYTHING goes down.

If you are invested with margin, and you believe your stock is all that matters - think

again. You need rules to guide your overall exposure. Sure, it will be frustrating if you

sell a winning stock too soon because the market looked to be heading lower only for

it to turn up and scream higher with your stock. 

However, the alternative is far worse and results in you seeing your account and years

of hard work decimated as you are frozen in fear watching your stocks plummet day

after day with nowhere to turn for help. Another unfortunate situation is staying frozen

in fear as a result of a market crash and not reacting to new positive developments.

The market usually bottoms when all of the news is most grim, and if you don't have

tools that guide your exposure based on fact rather than emotion, you will miss most

of the greatest opportunities in the stock market- such as April 2020. A large

contributing factor to my 346% return in the 2020 U.S. Investing Championship was

my ability to understand a change that occurred in the markets in early April of that

year. I didn't feel like buying stocks, but I did because my rules told me to. If the

market is so vital to trading success, how do you interpret the market? How does it

play a role in your strategy?

MARKET CONDITIONS
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8 Stocks        

- Close all new positions

- Stop trading for the rest of the month

Bull Market Signals

Bear Market Signals

Critical Fed Tool Changes

 

8 Stocks        

LONG TERM SUCCESS 
"Success is not final, failure is not fatal: it is the courage to continue that

counts." - Winston Churchill

Making money in the market isn't what counts. Anyone can go to a casino, bet on

black and win. That doesn't mean you have a profitable business strategy betting on

black. The keys to long-term success in the market are consistency and dedication.

You need routines that you follow regardless of what else is transpiring in your life.

You have the flu, too bad. Did you go out partying with your friends? Markets still open

at 9:30. Did your girlfriend leave you? No pity in the pits. 

For all the talk about 'fairness' that takes place, I believe one of the last truly fair

places in the world exists in the stock market. It doesn't matter who you are, what

you've done or how nice a person you are. Your profits depend purely on the decisions

you make. To be a success long term, you need to be irrationally determined and stay

focused on your objective regardless of what is going on around you. You require

rock-solid routines to implement your strategy as well as the right process to review

your performance in order to better yourself constantly over time. Pro athletes always

review the tapes to see how they can gain an edge on their opponents or to identify

the weak part of their game. What are your daily, weekly, monthly, quarterly and

annual routines for executing your strategy and for reviewing and upgrading your

performance? If you don't have any, it is unlikely that you will ever achieve your full

potential.
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Routines

Personal Weaknesses – Rules to Compensate

 

- Close all new positions

- Stop trading for the rest of the month

Dealing with a Losing Streak
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The aim of this document is to illuminate what aspects of your system may be lacking,

as well as provide a framework for you to constantly improve your system over time. As

Mike Tyson said, "everyone has a plan until they are punched in the face." If you are

investing with an incomplete plan, I promise you, the market has that punch wound up

and ready for you. Before you put your hard-earned money at risk, take the time to

plan out your approach. Education and study are, without a doubt, the only way you

will make it to your goal of becoming a successful trader.

Once you've finished the Active Growth Investor course, you will walk away with more

confidence in trading (and yourself) than you've ever felt before.

Imagine being in control when others are feeling the chaos… picture yourself

unaffected by the noise… completely composed and sure in your decision making…

fully confident that you're making the right choice… not being sucked in and making

rash calls that could jeopardize your future.

This is what I teach, and the goal is to provide you with the platform so that you're at

the top of your game, serene and in total control.

Don’t waste any more time or accept mediocre result. Educate yourself and bring

yourself to the next level at http://www.carusoinsights.com

Sincerely,

Matthew Caruso, CFA, CMT

NEXT STEPS

http://www.carusoinsights.com/
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