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The Strategy Nobody Talks About

Most investors fall into one of two camps.

The first group buys stocks and holds them indefinitely, hoping the market eventually rewards their patience.

The second group trades constantly, buying and selling based on charts, forecasts, economic reports, and occasionally the alignment of Jupiter with Saturn.

Somewhere between these two extremes lies a strategy that surprisingly few investors understand.

It's called the collar trade.

Despite being one of the most practical risk-management strategies available, collars remain largely unknown outside professional investment circles.

Ask the average investor about covered calls and they may have heard of them.

Ask about protective puts and they may vaguely understand the concept.

Ask about collars and you'll often receive the same look a dog gives when shown a magic trick.

That's unfortunate because collars solve one of investing's oldest problems.

How do you remain invested while protecting yourself from disaster?

The Problem With Buy-and-Hold

For decades, investors have been told that buy-and-hold is the answer to almost everything.

Market crashes?

Hold.

Bear markets?

Hold.

Recessions?

Hold.

Financial crises?

Definitely hold.

To be fair, history generally supports this advice.

Over long periods, stock markets have tended to rise.

The problem is that investors do not experience the market over long periods.

They experience it one day at a time.

And during those days, markets occasionally do things that are difficult to describe using family-friendly language.

A portfolio can decline 20%, 30%, or even 50%.

Retirees may spend years recovering.

Investors approaching retirement often discover that "just wait ten years" is not always a satisfying answer.

The buy-and-hold philosophy works best when you have unlimited patience, unlimited confidence, and an unlimited lifespan.

Most investors possess none of those things.

Protecting Wealth Without Abandoning the Market

The traditional solution to market risk is simple.

Sell everything.

Move to cash.

Wait for the danger to pass.

The problem is that nobody knows when the danger will pass.

Investors who flee the market often discover that they must now solve an even harder problem:

When should they get back in?

History is filled with investors who successfully avoided a market decline and then completely missed the recovery.

The collar trade offers a different approach.

Instead of abandoning the market, you remain invested.

Instead of accepting unlimited downside risk, you define your maximum loss.

Instead of hoping things work out, you create a plan before the crisis arrives.

Think of it as insurance for your portfolio.

You still own the house.

You simply sleep better during the storm.

Why Most Investors Never Learn About Collars

The unfortunate reality is that the financial industry doesn't spend much time teaching simple risk-management techniques.

There's a tendency to focus on stock selection, market forecasts, and economic predictions.

These topics generate excitement.

Collars generate protection.

Protection rarely makes headlines.

Nobody appears on financial television boasting that they successfully reduced their portfolio risk.

Yet professional investors spend enormous amounts of time doing exactly that.

They understand something many individual investors do not:

The first rule of wealth building is preserving the wealth you already have.

Why Collars Appeal to Retirees

Imagine two retirees.

The first owns a portfolio worth $500,000.

The second owns a portfolio worth $500,000 protected by collars.

If the market rises significantly, the first retiree may earn more.

But if the market collapses, the second retiree knows exactly how much damage can occur.

That certainty has value.

Retirement investing is not simply about maximizing returns.

It's about managing risk.

It's about generating income.

And perhaps most importantly, it's about sleeping at night.

A collar allows investors to define their risk before the market defines it for them.

For retirees who rely on their portfolios for income, that can be an attractive proposition.

Why Income Investors Like Collars

Many income investors already use covered calls to generate additional cash flow.

A collar takes that concept one step further.

By combining:

	Stock ownership

	Covered calls

	Protective puts


the investor creates a position with both income potential and downside protection.

In effect, the covered call helps offset the cost of the put.

The put helps protect the stock.

The stock continues generating dividends and potential appreciation.

The result is a remarkably balanced strategy.

Not perfect.

No strategy is.

But practical.

What You'll Learn in This Book

This book was written for ordinary investors.

Not hedge funds.

Not institutional traders.

Not people who enjoy staring at option chains twelve hours a day.

You'll learn:

	How collars work

	How to construct a collar position

	How to define risk before entering a trade

	How to generate income while protecting capital

	How collars behave during bull and bear markets

	How retirees can use collars to reduce portfolio stress


Most importantly, you'll learn that risk management does not have to be complicated.

The collar trade is not a prediction strategy.

It is not a market-timing strategy.

It is a protection strategy.

And in a world where uncertainty is the only certainty, protection may be one of the most valuable investments you can make.

Let's begin.
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What Is a Collar Trade?

The collar trade is one of the most practical investing strategies you've probably never heard of.

That may seem surprising.

After all, investors spend enormous amounts of time discussing stocks, mutual funds, ETFs, covered calls, and protective puts.

Yet very few individual investors combine these tools into a single strategy.

That's exactly what a collar does.

A collar combines three simple components:

	Buying stock

	Selling a covered call

	Buying a protective put


Each component serves a different purpose.

Together, they create a position that can generate income, limit downside risk, and provide a more predictable investing experience.

In simple terms, a collar attempts to answer one of investing's oldest questions:

"How can I stay invested while limiting potential damage if things go wrong?"

Let's examine each piece individually.

Step One: Buying the Stock

Every collar begins with stock ownership.

Without stock, there is no collar.

You might own:

	A blue-chip stock

	A dividend-paying company

	An ETF

	A long-term investment position


The stock serves as the foundation of the strategy.

For example:

Suppose you purchase:

100 shares of ABC Corporation

Stock Price: $100

Investment Value: $10,000

At this point, you're simply a shareholder.

You participate in all gains.

You suffer all losses.

Nothing unusual has happened yet.

The collar is built around this position.

Step Two: Selling a Covered Call

The second step is selling a call option against your shares.

This creates a covered call.

Suppose you sell:

One $110 call

Premium Received: $3 per share

Income Collected:

$300

Immediately, something important happens.

Your stock position begins generating income.

That's the good news.

The trade-off is that your upside becomes limited.

If the stock rises above $110, your shares may be called away.

You have effectively agreed to sell your stock at $110 if the buyer chooses to exercise the option.

Think of the covered call as collecting rent on your stock.

You receive income today.

In exchange, you agree to limit some future upside.

Step Three: Buying a Protective Put

Now comes the feature that makes the collar unique.

You purchase a put option.

Suppose you buy:

One $90 put

Cost:

$2 per share

Total Cost:

$200

This put functions as insurance.

No matter how far the stock falls, you now have the right to sell shares at $90.

Imagine the stock collapses to:

$80

$70

$50

Or even lower.

The put limits the damage.

Your maximum loss becomes defined.

This is why many investors compare protective puts to insurance policies.

You hope you never need them.

But you're glad they're there when things go wrong.

Putting the Pieces Together

Let's review:

Long Stock

Purpose:

Participate in ownership and potential appreciation.

Short Call

Purpose:

Generate income.

Long Put

Purpose:

Protect against large losses.

When combined, these three components create a collar.

The strategy effectively places a ceiling above the stock and a floor below it.

The call creates the ceiling.

The put creates the floor.

Your stock now trades inside a defined range.

That's where the name "collar" comes from.

The stock is effectively wearing one.

Visualizing the Collar

Imagine your stock position inside a hallway.

At one end stands the protective put.

It prevents losses from becoming catastrophic.

At the other end stands the covered call.

It limits how much upside you can capture.

You can move freely between those boundaries.

But you cannot move beyond them.

The hallway may be narrower than unlimited ownership.

The advantage is that uncertainty is reduced.

Many investors find this trade-off attractive.

Why Investors Use Collars

Different investors use collars for different reasons.

Income Generation

The covered call generates premium income.

Risk Management

The put defines maximum downside exposure.

Capital Preservation

Large losses become less likely.

Emotional Comfort

Investors know the rules before entering the trade.

Retirement Planning

Defined risk can be particularly valuable for retirees.

In many cases, peace of mind is just as important as performance.

The Trade-Off

Every investment strategy involves compromise.

Collars are no exception.

The benefits include:

	Defined risk

	Additional income

	Reduced stress


The costs include:

	Limited upside

	Put purchase expense

	More complexity than simply owning stock


Nothing is free.

The collar works because investors willingly exchange some upside potential for downside protection.

Whether that trade makes sense depends on individual goals and risk tolerance.

A Real-World Example

Let's put everything together.

Initial Position

Buy 100 shares at $100

Investment:

$10,000

Sell Covered Call

$110 strike

Premium received:

$300

Buy Protective Put

$90 strike

Cost:

$200

Net Option Income

$300 received

Minus

$200 paid

Equals

$100 net credit

The position now has:

	Defined upside

	Defined downside

	Additional income


Most importantly, the investor knows exactly what the boundaries are before the trade begins.

The Difference Between Hope and Planning

Many investors approach the market with hope.

They hope stocks rise.

They hope corrections remain small.

They hope bear markets arrive later rather than sooner.

Hope is not a strategy.

The collar replaces hope with planning.

Before entering the trade, you already know:

	Your maximum gain

	Your maximum loss

	Your potential income


That level of clarity is surprisingly rare in investing.

Why Institutions Love Collars

Large institutions frequently use collars.

Pension funds.

Endowments.

Corporate executives.

Professional money managers.

They understand that protecting capital is often more important than maximizing returns.

Individual investors can benefit from the same philosophy.

You may not manage billions of dollars.

But your retirement portfolio deserves protection too.

The Bottom Line

A collar trade combines:

	Long stock

	Short covered call

	Long protective put


The stock provides ownership.

The covered call generates income.

The put provides protection.

Together they create a position with defined risk and defined reward.

Some investors focus primarily on making money.

Others focus primarily on protecting money.

The collar attempts to do both.

It may not be the most exciting strategy in the world.

That's precisely why many successful investors like it.

In the next chapter, we'll explore why collars are often described as insurance for investors and examine exactly how protective puts help shield a portfolio from major market declines.
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