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How to make money in stocks by William O'Neil is a question many investors ask as they seek to
navigate the complex world of stock trading. William O'Neil, the founder of Investor's Business Daily
and the creator of the CAN SLIM investing strategy, has developed a systematic approach to stock
trading that focuses on both technical and fundamental analysis. His methods emphasize the
importance of understanding market trends, identifying leading stocks, and employing sound risk
management techniques. In this article, we will explore O'Neil's strategies in detail, providing you
with the tools you need to potentially increase your returns in the stock market.

Understanding the CAN SLIM Strategy

At the heart of William O'Neil's philosophy is the CAN SLIM strategy, which is an acronym for seven
key criteria that investors should consider when selecting stocks. Each letter in CAN SLIM
represents a different aspect of stock selection:

C - Current Earnings

- Look for companies with a significant increase in quarterly earnings per share (EPS) compared to
the same quarter in the previous year. O'Neil suggests a minimum growth rate of 25% to 50% for a
stock to stand out.

- Analyze earnings growth over several quarters to identify consistent upward trends.

A - Annual Earnings Growth

- Investigate the annual earnings growth over the past three to five years. A strong annual growth
rate indicates that the company is on a solid financial footing.
- O'Neil recommends looking for companies with an annual growth rate of at least 25%.

N - New Products, Services, or Management

- Identify companies that are innovating or have recently introduced new products or services. This
can create a competitive advantage and drive stock prices higher.

- Changes in management can also be a positive sign, especially if the new leadership has a track
record of success.



S - Supply and Demand

- Assess the supply of shares available for trading against the demand. A limited supply of shares can
lead to increased prices as demand rises.
- Monitor the trading volume of stocks, as higher volumes often indicate stronger interest.

L - Leader or Laggard

- Focus on leading stocks in their respective industries rather than those that are underperforming.
O'Neil emphasizes investing in stocks that are outperforming the market.

- Compare a stock’s performance against its peers and the overall market to determine its leadership
status.

I - Institutional Sponsorship

- Look for stocks that are being purchased by institutional investors, such as mutual funds and
pension funds, as their buying activity can propel prices higher.

- Review the stock’s ownership structure to see if it has a significant percentage of shares owned by
institutions.

M - Market Direction

- O'Neil emphasizes the importance of understanding the overall market direction. A rising market
can lift most stocks, while a declining market can negatively impact even the strongest stocks.
- Use market indicators and technical analysis to determine the market's current trend.

Technical Analysis: Timing Your Trades

In addition to the CAN SLIM methodology, William O'Neil places a strong emphasis on technical
analysis as a way to time your trades effectively. Here are some key concepts to consider:

Cup and Handle Pattern

- The cup and handle pattern is one of O'Neil's favorite chart patterns. It consists of a rounded
bottom (the cup) followed by a consolidation period (the handle).

- The breakout point occurs when the stock price surpasses the high of the cup. This pattern can
signal a strong buying opportunity.



Volume Analysis

- Pay attention to trading volume as it can provide insights into the strength of a price movement.
High volume on a breakout suggests strong interest and validates the move.
- Volume spikes can indicate potential reversals or continuation patterns.

Support and Resistance Levels

- Identify key support and resistance levels on charts. Support levels indicate where a stock tends to
stop falling, while resistance levels indicate where it struggles to rise.
- Use these levels to make informed decisions about entry and exit points.

Risk Management: Protecting Your Capital

Even the best strategies can lead to losses if proper risk management techniques are not in place.
Here are some best practices to follow:

Set Stop-Loss Orders

- A stop-loss order is an automatic sell order that is triggered when a stock reaches a certain price.
This helps limit potential losses.

- O'Neil recommends placing stop-loss orders 7-8% below your purchase price to protect against
significant downturns.

Position Sizing

- Determine how much of your capital to allocate to each trade. O'Neil suggests risking no more than
1-2% of your total portfolio on a single trade.

- This approach helps protect your overall capital and allows you to withstand losses without
significant damage.

Diversification

- While O'Neil advocates for focused investing, it’s also important to diversify across different
sectors and industries to mitigate risk.
- Consider holding a mix of stocks with varying characteristics to balance your portfolio.



Building a Watchlist

Creating a watchlist is a crucial step in implementing O'Neil's strategies effectively. A watchlist
allows you to track potential investment opportunities and stay informed about market trends:

Criteria for Your Watchlist

- Include stocks that meet the CAN SLIM criteria, focusing on those with strong earnings growth,
innovative products, and institutional support.

- Monitor stocks that exhibit promising technical patterns, such as cup and handle formations or
strong breakout signals.

Regular Review and Adjustment

- Regularly review and update your watchlist based on market conditions and stock performance.
Remove stocks that no longer meet your criteria.
- Stay informed about broader market trends and adjust your focus as needed.

Continuous Learning and Adaptation

The stock market is dynamic, and successful investors continually adapt their strategies based on
new information and changing conditions. Here are some ways to stay informed:

Read O'Neil’s Books

- "How to Make Money in Stocks" is a foundational text that outlines O'Neil's strategies in detail.
Reading this book will deepen your understanding of his methods.

- O'Neil has also published several follow-up works that provide additional insights and updates on
his strategies.

Follow Market News and Analysis

- Stay informed about economic indicators, corporate earnings reports, and geopolitical events that
can impact the stock market.

- Utilize financial news websites, blogs, and podcasts to gather diverse perspectives on market
trends.



Join Investment Communities

- Engage with other investors through online forums and local investment clubs. Sharing
experiences and insights can enhance your learning.

- Consider participating in webinars or workshops focused on stock trading and investment
strategies.

Conclusion

How to make money in stocks by William O'Neil involves understanding and implementing the CAN
SLIM strategy, utilizing technical analysis, and practicing sound risk management. By focusing on
current and annual earnings growth, identifying innovative companies, analyzing supply and demand
dynamics, and paying attention to market direction, you equip yourself with the tools to make
informed investment decisions. Additionally, building a watchlist, continuously learning, and
engaging with other investors can further enhance your investing skills. While no strategy
guarantees success, following O'Neil's principles can significantly improve your chances of making
profitable investments in the stock market.

Frequently Asked Questions

What is the primary strategy William O'Neil advocates for
making money in stocks?

William O'Neil advocates for the CAN SLIM strategy, which combines fundamental and technical
analysis to identify high-growth stocks.

What does the 'C' in CAN SLIM stand for?

The 'C' stands for Current Earnings, emphasizing the importance of strong quarterly earnings
growth as a key indicator of a stock's potential.

How does O'Neil suggest investors should use charts?

O'Neil suggests using charts to identify patterns and trends, helping investors make informed
decisions about when to buy and sell stocks.

What is the significance of 'volume' in O'Neil's strategy?

Volume is significant because O'Neil believes that a stock's price movement should be accompanied
by strong trading volume, indicating investor interest.

What types of stocks does O'Neil recommend focusing on?

O'Neil recommends focusing on leading stocks in strong sectors, particularly those with innovative



products and market leadership.

What role does market direction play in O'Neil's investment
approach?

Market direction is crucial; O'Neil advises investors to only buy stocks when the market is in a
confirmed uptrend to improve the chances of success.

How often does O'Neil suggest reviewing one's stock portfolio?

O'Neil suggests reviewing your portfolio regularly, ideally on a weekly basis, to make timely
adjustments based on performance and market conditions.

What is a key risk management strategy O'Neil emphasizes?

O'Neil emphasizes the importance of setting stop-loss orders to limit potential losses on investments,
typically suggesting a 7-8% stop-loss threshold.

Can O'Neil's strategies be applied to other financial
instruments besides stocks?

While O'Neil's strategies are primarily designed for stocks, the principles of trend analysis and risk
management can be applied to other financial instruments such as ETFs and mutual funds.
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