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“Fool,” said my Muse to me. “Look in thy heart and write.”

—SIR PHILIP SIDNEY

The best books come from someplace inside.

You don’t write because you want to, but because you have to.

—JUDY BLUME

The person who writes for Fools is always sure of a large audience.

—ARTHUR SCHOPENHAUER




EVERYONE IS AN INVESTOR.

When addressing a room, I’ve said, “Raise your hand if you’re an investor.” It’s a trick question; it catches only those who think investing is what other people do. A specialized class. Not me or you, right? Wrong.

Put your hand up.

Everyone is an investor, of both money and time. Your choice to do this, not that... to spend here, not there... are all investments. Even starting out with little money, you have as much time in a day as anyone else. And using time as your money’s greatest ally is one thing I’m here to help you do.

Everyone is an investor, and everyone can make a 100-bagger! By that, I mean you can invest money in a company that will grow 100 times or more. I know because I’ve done it myself; I’ve written this book to help you do the same.

For decades, I’ve provided investing advice for millions of people via the company I helped found, The Motley Fool. When I retired from Motley Fool Stock Advisor, one of the world’s largest investment advisory services, my stock-picking record had generated returns of 21% annualized over 20 years, vs. the S&P 500’s return of 9%.

Those returns were powered by zigging as Wall Street zagged, challenging its conventional wisdoms and, most of all, by breaking the rules. The surest way to beat the market is to find the mega-winners of every era, and my returns have been powered by not one, but seven, 100-baggers.

This book shares with you in full how I invest, so you can do the same. You’ll learn the Six Habits to develop, the Six Traits to look for in stocks, and the Six Principles with which to build your portfolio.

Welcome, INVESTOR!
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INTRODUCTION



LING’S MONEY THING

ABC’S LONG-RUNNING DAYTIME show The View had a brand new co-host. The year was 1998 and 25-year-old Lisa Ling had joined a cast of established stars like Barbara Walters and Meredith Vieira. The show’s producers aimed to give Lisa some fun escapades, to take viewers on new adventures in learning. They thought: “The stock market.”

So, at Motley Fool headquarters, we got an invitation to put on our jester caps and fly to New York City for “Ling’s Money Thing.”

The plan? “Let’s have Lisa invest,” suggested the producers. “Have her model good financial behavior for our viewers, pick a stock. But since Lisa’s not a stockpicker herself, we’ll invite you Fools on, and you’ll pick a stock for Lisa.

“So guys, think of a stock, of a company that she would like, that fits with who she is. ‘Buy what you know’ is the idea.”

We knew that idea well. I’ve loved it ever since Peter Lynch popularized it in the 1980s in One Up on Wall Street, a book that switched me on to investing.

We scored a phone interview with Lisa: What brands did she wear? What were her hobbies? “When you open up your fridge, Lisa,” we asked, “what makes you smile?”

“We” were my brother Tom and I, co-founders of The Motley Fool, which had launched on America Online (AOL) four years earlier. We’d been on the cover of Fortune and written a couple of bestsellers encouraging individual stock picking. Our enthusiastic willingness to wear motley (multi-colored) Fool’s caps in public probably didn’t hurt our chances of being invited on shows like this, especially since we were closer in age to Lisa than to Barbara Walters.

“It was a good conversation, guys. Lisa enjoyed meeting you. Come up to New York for the show next week. Do you have the stock?”

“We’ve talked about it. Yes. We have the stock.”

“Great. See you Thursday.”

Thursday, July 2, 1998, marked the first of our two historic appearances on The View. “Ling’s Money Thing” was about to get real.

Tom and I arrived for the taping, standing off-stage in the wings, readying ourselves for the live studio audience. It began:

“The Motley Fools are here!” The studio audience cheered. (If you’ve ever been in a live TV talk show audience, you know it’s your job to cheer.) “Lisa’s going to pick a stock! And they’re here to help her do it. Please welcome David and Tom Gardner!” We had our jester caps on, our stock pick ready, and some lively on-air banter cued up for the hosts.

Then it was time to talk stocks, and we made our pick. The studio audience seemed to approve, and Lisa was in on it from the start, already briefed on our selection. The segment moved along smoothly for the next five or six minutes. We jogged off the set to hear the producer exclaim, “Great job, guys. Really. Let’s have you back. Let’s update the story.”

Over the next six weeks the stock lost 33% of its value.

By the time they had us back on the show, a full third of “Lisa’s money” was gone. And we were OK talking about that; I like to talk about my losers—there’s never been a shortage. (I’ll do that in this book, too.)

August 16, 1998 marked our second—and to date, final—historic appearance on The View.

Once again, a live studio audience, their energy buzzing like a hive. “Here come the guys! They’re back to talk about Lisa’s stock.” Lisa was smiling, looking excited. She knew where we were headed with this. She was a good sport.

As we started to talk about what had happened over those six weeks, our expressions turned crestfallen. The segment went something like this:

“Hey, everybody. The Motley Fools are back. It’s Ling’s Money Thing!”

Yay! Cheers! Cheers!

“And they’ve got an update on the stock for Lisa.”

More cheers.

“And that stock is... down!”

And at that point—well, a friend of ours who’s watched The View from time to time told us, “You know, guys, I think you’re the only ones I’ve ever seen actually booed on The View.”

Yes, the audience gave us a good-natured, loud boo when we revealed that Lisa’s fantasy portfolio had dropped by 33%.

In the few minutes we had, we explained that the company itself was fine, but a July earnings call had spooked investors when the CEO mentioned being more comfortable with “the lower end” of future estimates. That led to a 14% drop in one day, and the shares continued to slip. But we stressed our long-term commitment.

Now, about The Stock....

The stock we picked for Ling’s Money Thing in July of 1998 was Starbucks (SBUX). Starbucks was our pick for Lisa.

Starbucks had a tough summer in 1998, with one disappointing earnings report—not due to poor performance, but because CEO Howard Schultz conservatively underpromised on future results. Underpromised, but he would wind up overdelivering: By the following summer, Starbucks not only fully recovered, but was up 40% overall!

But we never got to share that. No further invitation followed, no cheering studio audience ever reconvened. “Ling’s Money Thing” fizzled out like yesterday’s cappuccino foam.

One thing kept going, though... Starbucks.

THE “IT WAS... ... ... STARBUCKS!” LESSON

While Lisa’s Starbucks stock was fantasy money, the lesson is real. And with time, it only grows more powerful when we see compounding at work with great stocks to hold like Starbucks... if you actually do hold. And hold, and hold. Which is what I do. And I hope you will too after finishing Part I of this book!

On the day we appeared on The View, Starbucks opened at $42 a share. Since then, the stock has split 2-for-1 four times. While traditional stock splits are overrated non-events, they have a real impact by multiplying the number of shares held each time, proportionately reducing the share price.

So, shareholders (Lisa...?) who’ve held on since summer 1998 now have 16 shares for every one they originally owned. That $42 price tag back then is now effectively $2.63 today (the “split-adjusted price”).

So yeah, we picked Starbucks for Lisa at $2.63, and as this book went to press, Starbucks was trading at $91.25. That’s a 3,370% increase, 34 times in value!1 The broader market, as measured by the S&P 500 with dividends reinvested, has risen 700% over the same period. Not bad... but maybe you can see why I prefer stocks over index funds?

Since we never did get invited back on the show, The View’s audience has missed this part. Starbucks has seen its ups and downs since 1998, but like the stocks in Part II, it’s been up a lot more than down.

Today, Starbucks is valued at over $100 billion. Over the past two-plus decades, patient shareholders who have bought, held, and maybe even added to Starbucks stock have had front-row seats to an object lesson in what investing really is, and means. Lucrative front-row seats. This book will show you how to find and stay in those seats.

HELLO (AGAIN), WORLD

I’m David Gardner. Since the mid-1990s, from the dawn of the internet to its rise as the dominant technology of our time, I’ve pursued something radical: beating the stock market averages and teaching the world how to do the same.

I’ve picked stocks, one at a time, month by month, and fully scored every hit and miss with complete transparency. Every home run (we’ll talk about those) and strikeout (those too) is documented and available for review. I’ve consistently and spectacularly outperformed using my Rule Breaker Investing strategy.

As co-chairman and co-founder of The Motley Fool, I stepped back from stock picking in May 2021 and spent the past few years organizing hundreds of notes: stories, lessons, performance numbers, and all manner of “Rule Breaker-y thoughts.”

I can’t wait to get started.

In the past, getting started meant STOCK PICKS.

What did people hope for, listening to our Motley Fool Radio Show on National Public Radio? What did late-night browsers, scrolling through Fool articles after a long day just hoping to uncover the next big opportunity, really want to find? What’s been the common request at every investor conference, seminar, or webinar during Q&A?

Stock picks.

And not just the picks, but the reasoning behind them. That’s how our business began. We’ve always delivered stock picks.

What did Lisa Ling and The View want? (Take a wild guess.)

But, what did Lisa Ling, the producers, her audience, and the world beyond actually need?

They needed to know how to behave, to develop better habits built upon winning foundations.

Because if I pick—oh I dunno... say, Starbucks—and it has a bad six weeks, and we just up and quit (sell the stock... heck, just end this Money Thing!), then even the greatest stock picks in the world won’t amount to a hill of coffee beans.

The world may want stock picks, and believe me I have given ’em, but if people aren’t behaving with these picks in a way that will make them money, it makes one want to say, in the words of Austin Powers, “Oh, behave!”

And so here’s how I have organized this book....



WHAT TO EXPECT FROM THIS BOOK

This book is organized in three parts, with a bonus Chapter O at the start—a playful “optional” chapter placed strategically before Part I. Think of Chapter O as your invitation to rethink what you believe you already know about investing, and perhaps even about yourself. It’s a mindset-reset, designed to prepare you for what’s ahead.

And then we get to Part I.

Part I features the 6 Habits of the Rule Breaker Investor

Which stocks to pick and why are critical material, but there’s something

more valuable I can give you first. An answer to this question:

What is the right mindset, what are the right habits, for me to achieve outstanding success as an investor?

If you walk away from this book with a self-confident answer to this question alone, nothing else matters so much!

Part I invites you into the delightful chaos of investing, where we’ll tackle everything from why great stocks sometimes stumble to why math and biology conspire to make us bad at it. We’ll explore why “Buy Low, Sell High” is the bumper sticker of missed opportunities, how to embrace market dips, and the thrill of putting on your investment jersey for the wild rollercoaster ahead.

You’ll also discover why purpose beats profit every time, and why investing in at least 20 stocks (yes, 20!) keeps you winning, even when the market swings like Babe Ruth.

Part II features the 6 Traits of the Rule Breaker Stock

This is the beating heart of the book, wherein I answer:

What traits define the greatest stocks, the Rule Breakers, of every era?

In Part II, we’ll dive deeper into the stocks that stand the test of time—starting with the quirky yet telling “Snap Cola Test” and why seeing through dark clouds can give you an edge. We’ll explore the ones that got away, the art of spotting sustainable competitive advantages, and why no single trait of a stock can carry it alone—it’s a concert!

Plus, you’ll learn what toothpaste can teach us about strong consumer appeal, how to judge good management, and why being “overvalued” may just be the market’s biggest inside joke.

The right mindset (Part I) and the right stocks (Part II) naturally call into being a third thing, a portfolio... yours. Most people don’t have any coaching for how to build one. The most common question from new listeners of my Rule Breaker Investing podcast is: “What’s the right number of stocks for my portfolio?” (Hint: No such number. We’ll talk about this later.)

Part III features the 6 Principles of the Rule Breaker Portfolio

This is the part that brings it all together—it’s about your portfolio, after all! Here I’ll aim to provide you with the grounding most people lack, answering:

What are the principles by which I will build and manage my portfolio?

In Part III, we’ll pull everything together as you craft a portfolio that reflects your best vision for the future—complete with multiple futures, applying Henrik’s T-Shirt Test. We’ll name the purpose behind your investments, grow your circle of competence, and show you how to buy in thirds. Then, it’s time to establish your “sleep number”—back your thoroughbreds, retire your also-rans, and explore the myth of rebalancing. Finally, we’ll see why investing is a full race, not a sprint, introducing a Five-and-Three framework that makes time management your secret weapon.

A greatest-hits list of key lessons awaits you in Things to Remember at the end of the book, as well as a Glossary designed to educate, to amuse, and to enrich.

Then you’ll be ready to open up a can of...

SPIFFY-POP!

It’s the Holy Grail of investment success. The Spiffy-Pop. Yet most people never experience one for 18 reasons.

They haven’t formed winning Habits. (Six of them.)

They don’t buy stocks possessing the right Traits. (Six of those, too.)

They don’t set up their portfolio with solid Principles. (Guess how many?)

But wait, why am I talking spiffy-pops when you probably don’t even know what they are yet? (Keep reading.)

Covering how you should invest (the Habits), what to invest in (the Traits), and how to oversee a portfolio (the Principles) is ambitious. Each of these could fill a book on its own. But by integrating them together in just this one short book, I’m hoping the lessons and results may be even more powerful. It’s worth a shot!

Let’s go for it.




CHAPTER O



LAYING THE GROUNDWORK

GO AHEAD. SKIP this chapter. It’s Chapter Zero, after all.

When I shared the first draft of this book, half of my early readers (let’s call them group one) were all about: “Just get on with it! I read the intro. Give me Chapter 1 and the first Rule Breaker Habit.” These readers knew my podcast, track record, and the whole idea of jesters and Foolishness challenging conventional wisdom. They were already Rule Breakers. They wanted Chapter 1, not Chapter Zero.

Group two wasn’t as familiar. To them, Rule-Breaking sounded like something you’re taught not to do. Plus, isn’t there that saying that “fools and their money are soon parted”? Why read this book? What’s it even about?

So this chapter is a welcome mat for those (group two) who’d like one. Most every other book starts with Chapter 1, but this isn’t every other book. And hey, zero is a number, and the Fool and Rule Breaker in me always wanted to do this.2 Zero can be read as a number, but it can also be read as a letter:

Chapter O, where “O” is for optional—a short course in Foolishness only for those interested. (Otherwise, see you at Chapter One.)

YOUR PARENTS WERE WRONG

Mine were too, by the way.

Growing up, I often heard this after lunch on many a summer day:

“Hey kids, you have to stay out of the pool for 30 minutes to let your food digest.”

The idea was that swimming right after eating could cause cramps, which could lead to drowning. There’s little scientific evidence to support this; you can swim just fine on a full stomach. This was wrong.

More examples of wrong things I heard from family or others while growing up:


• Eating carrots improves your (night) vision.

• We use only 10% of our brains.

• Reading in dim light ruins your eyesight.

• Swallowed chewing gum stays in your stomach for seven years.

• You’ll catch a cold from cold weather.



Subsequent studies—otherwise known as science—have disproved every one of these myths. Every single one is wrong. Yet, throughout much of my younger life, I heard them repeatedly from authority figures and believed them to be true.

What’s my point?

I’m here to prepare you for rethinking your relationship with money and what works in investing. Because just as these received “wisdoms” became conventional, so too have countless mistaken notions about investing. As we move forward in this book, I plan to topple more towers of tradition. I want you to recognize that many things you may have heard before about the stock market—that it’s too risky for the average person—that to do better than the market averages or index funds is just luck—that timing the market is key to success—are, to me, dogmas begging to be discredited. I’ll happily do just that.

So by reminding you that oft-repeated claims like “swallowed chewing gum stays in your stomach for seven years” or “we use only 10% of our brains” are fundamentally untrue, I hope to show that Breaking the Rules is not just more fun (it is)—but downright necessary to win, and win big. For instance, shortly I will be shooting “buy low, sell high” full of holes.

When people are convinced something is true and it turns out to be false, those who thought differently achieve the greatest wins. This pattern will come up repeatedly in this book.

I’ve experienced it firsthand. In the 1990s, I promoted what seemed like a radical message at the time: “People will use their credit cards over the internet.” Back then, conventional wisdom said e-commerce would fail because people wouldn’t be comfortable sharing their credit card numbers online. A related belief was that eBay would never work, because, “How can you trust a random person to send you what you paid for (assuming you were crazy enough to use your credit card on the internet)?!” eBay turned out to be a pretty great stock pick for me.

... AND SO WERE THEIR FINANCIAL ADVISORS

Not only were your parents wrong, but so were many of their financial advisors.

In one such example, David Northway shared the struggles of his earlier financial life on the Motley Fool message boards.

David had bought his first stock in college in the early 1970s, back when trading and commission fees were over $100. As he and his partner became more serious about their financial future, David invested in several mutual funds through dollar-cost-averaging, while she bought individual stocks like Apple, Microsoft, Nike, and Pepsi.

“As soon as they showed any profit,” David wrote, “our broker convinced us to sell. ‘Lock in profits’ was his mantra.” (Pocketing his sales commission... cough, cough.)

Years later, David calculated that those combined positions would today be worth “north of $10 million.”

“Once we realized our mistakes with a regular broker, we sought out a financial manager. One who came heavily recommended was engaged in actively moving funds back and forth between a money-market fund and a large-cap fund based on his secret set of signals and calculations. Sometimes these exchanges between funds happened multiple times a day. We stayed with him for about two years until he was charged with fraud and lost his license. The silver lining was that he did have our remaining funds invested in two different large-cap mutual funds which we left alone after his arrest and they continued to do well, far better in fact than his market-timing approach (duh!).

“We next used a man who had been named one of Barron’s top ten up-and-coming financial managers of the year. Although now this may seem impossible to believe, he based his market-timing approach on his PhD dissertation that was a study of chaos theory and the movement of sea slugs. It does make me smile when I think of it looking back. Not surprisingly he produced almost no results for several years before we abandoned him. At least he didn’t commit fraud.

“Next, one of our good friends, and the father of one of our daughter’s best friends, started an investment business. Many of our group of friends invested heavily in his private ‘Momo’ (for momentum) fund. He produced monthly reports of how well we were doing and our investments seemed to be growing regularly. However at the end of his second year of running the fund he held a meeting of all the fund owners and announced he had a serious gambling problem and had actually lost all the invested money. He pleaded with us not to turn him into the police, and painted a picture of his daughter (our daughter’s good friend) going without a father while he served time in prison. While this fraud was going on, fortunately we continued to invest regularly in mutual funds and wisely did not transfer all those assets to the charlatan.

“Finally in the early 2000s after suffering through the dotcom bust and seeing even our mutual funds take a big hit, I started reading commentary and seeing information about The Motley Fool.” And the rest, for him, has been history (of the good kind).

Not every financial advisor was corrupt or inept back then. Some of my best friends were brokers. But the system was hit-and-miss, and in many ways, it was corrupted at its core. When Tom and I first put on our Fool caps on CNBC in the mid-1990s, we were seen as radicals, pushing back against a financial industry where brokers were incentivized by commissions to get you to trade, and managed mutual funds extracted ridiculous front-end “load” fees, additionally raking too much off the top every year afterward. “Index funds beat mutual funds”—one of our members was an opera performer and cut a song with those lyrics that we would replay on our NPR show.

Here’s my longest sentence of the book (apologies ahead of time, but it just feels right to deliver this in one mouthful):

Even though we disagreed on one key point with Jack Bogle, the founder of both Vanguard and of the index-fund revolution—that individual investors should not (he said) buy individual stocks (we say you should!)—we dearly loved Jack as a person and what he stood for and did in this world, which was to help wipe it of bad advisors and the compensation systems that drove those people because of overpriced, opaque schemes (Ponzi, but others too) that were enabled by a status quo where the average person wasn’t educated about money, and thus as an adult was walking into a red-light district of financial choices where even some of the cops couldn’t be trusted.

Your parents may have been wrong (sometimes) but often innocently so, and they loved you. Your financial professionals—the worst ones—were knowingly wrong... and they only loved your money.

EVERY $ AROUND YOU IS $64

Let’s talk more about money—and recognize two key truths about it.

First, it loses value over time. That’s the bad news. The reason your great-grandfather’s $1 from 1925 was so valuable is that its purchasing power was far greater than it sounds: $1 back then is equivalent to $17 today. Most governments print new money every year, increasing the money supply and causing each dollar gradually to lose value. It’s called inflation, and I know you know that. Most people do.

The second truth is less commonly known: When invested, money compounds and can grow exponentially. When invested well, it compounds at a rate well in excess of inflation. The stock market has historically returned about 10% annually. This means, on average, that money invested in the market doubles every seven years.

Once you recognize that, it really changes how you view $1! For me, I like to think forward 42 years, which allows that seven-year double to happen six times. What does that mean? It means every dollar bill you’re holding, or spending at Starbucks, or investing today is actually worth $64 to your future self.3

Here’s one of those “put everyone in the world into just two buckets” propositions: There are two types of people in this world, those who raise their hands recognizing they are investors and treat every dollar like it’s $64, and those who don’t. If you haven’t yet awakened to this, I hope this helps you do so.

PERSONAL FINANCE IN ONE PAGE

Being a good steward of your personal finances is what enables successful stock market investing! This is an investment book, not a personal finance guide, so little ink will be spilled on personal finance basics, but I need briefly to shout out their foundational role.

Forget about a whole page. Here’s a line:

I urge you to live below your means every day of your life.

That habit enables financial resilience and long-term wealth-building. Without it, even the best investments won’t save you from financial stress. And I absolutely insist you eliminate any double-digit-interest-rate credit card debt before buying stocks!

These basics are essential to cultivating the garden that is your investment portfolio, which nurtures your financial life. So ensure that what you plant has an unimpeded opportunity to grow through storms and dry seasons. Uprooting investments because you didn’t build an emergency fund is a tragic mistake.

There are many good books on personal finance... or just consult the internet or AI! Reliable, well-trafficked, free financial sites and apps are your friends. Three top ones for advice:


1. The Motley Fool (www.fool.com)

2. NerdWallet (www.nerdwallet.com)

3. Investopedia (www.investopedia.com)



We live in an info-abundant age. With the basics in place, you’ll be ready to plant wisely and watch your garden grow.

MACROECONOMICS

Even with their personal finances in working order, I imagine some people don’t invest because they’re intimidated by stories like these:

“The Fed is Needlessly Delaying Rate Cuts”

“Stocks Drop and Treasury Yields Jump as Inflation Data Shakes Rate Bets”

“Stocks and Bonds Diverge as Investors Worry Less about Inflation”

“Goldman: The US GDP–GDI Gap Won’t Hurt You”

These are real headlines drawn just from one financial newspaper, on the very morning I wrote this. There were plenty more.

The implication of such headlines is twofold, and neither is good: (1) You probably don’t understand all these terms (didn’t you major in economics?!), so maybe you should never buy stocks, and (2) even if you do understand some or all of these terms, do you have an intelligent, developed viewpoint on each topic? Is your viewpoint correct? If not, you should probably never buy stocks.

Macroeconomics, the study of economy-wide phenomena, is a great subject. Understanding basic economics (Thomas Sowell titled a masterwork on this) is incredibly useful in life. Concepts like supply and demand, and “there’s no free lunch,” are timeless principles that will always hold true and are important to grasp.

But when we start talking about where interest rates will be next autumn, or whether a particular currency is going to fluctuate, or the future price of oil... we’re venturing into territory you don’t need to spend any time on—at least, not if you invest like me, as I convey in this book. The primary reason is that almost all “macro talk” focuses on—sometimes obsesses over—near-term conditions. It’s fodder for experts debating where we are in any given cycle. Let the pundits have their airtime (I don’t watch financial TV).

Our truth is that as we pick stocks and build out our portfolios, it’s like we’re stringing together cars on a train. As Rule Breaker investors, you and I are getting on that train. The track is laid, and we’re staying on that train all the way across the country. The train will keep most, if not all, of its cars (we might let go of the caboose) from start to finish. The weather (the macro picture) will change constantly as we journey across the country! It’s a long trip together. Being overfocused on whether it’ll snow as we approach St. Louis or trying to forecast the temperature as we’ll chug through Arizona is of no consequence compared to the destination we seek. I’m much more interested in the train than the weather, but I’m even more interested in the destination than the train.

That’s my way of saying that investing persistently your whole life long is so much more important than today’s macroeconomic headlines. Those who avoid investing because they’re intimidated by macroeconomics, or by some forecast encountered while doom-scrolling, are severely undermining their financial futures.

Here’s a quote for you:



Forming macro opinions or listening to the macro or market predictions of others is a waste of time.

... what rapscallion would say such a thing?!

Warren Buffett.

WHY WE BREAK THE RULES

It took years for me to articulate what started as intuition and eventually evolved into this question:

Why do the most esteemed investment books of the past often cause their readers to miss the best stocks of their own generation?

I won’t claim it’s true of every revered book, but it’s strikingly true for many. Devotees of a classic like The Intelligent Investor likely wouldn’t have picked Starbucks in 1998... or Amazon in 1997, Tesla in 2011, Netflix in 2004, or Nvidia in 2005—the years I picked these stocks, and I’m still holding.

Even Warren Buffett, whom I consider the greatest American investor, didn’t pick these stocks then—or for the most part, ever after.

And yet they’re among the truly great stocks of this past generation.

The answer to the question above is that well-reasoned thoughts and assumptions can be taken too far. They can become gospel, morph into conventional wisdom which is taught, proliferates, becomes the way things are done around here. These notions become Rules.

Part of my success, and that of those who’ve followed me for three decades, is rooted in playing David to the Goliaths—to books like The Intelligent Investor and attention-magnets like Warren Buffett (again, deservedly so). Goliaths set the Rules, shaping the world with their powerful constructs. Much like a quote gains weight when attributed to Lincoln or Churchill, anything said in the name of Buffett, “value investing,” or Benjamin Graham becomes a Rule. And academia teaches and reinforces these Rules.

But as Malcolm Gladwell argues in How David Beats Goliath, if you compete with Goliath by playing by his Rules, you’ll lose. The only way to win is, like David, to break the rules. To take the road less traveled. Or put another way: to play the Fool in a world of Wise Men. That’s how David beats Goliath.

The key to Rule Breaker Investing’s success is that its Habits, Traits, and Principles subvert the conventional wisdom. In this sense, I had to have Buffett be the amazing investor that Buffett is in order to set the narrative so convincingly for so many that, for a generation now, they have mistrusted and avoided “overvalued” stocks with high price-to-earnings ratios, with gaudy-looking past performance, birthing risky new technologies.

Yet, these are the very stocks that have topped the lists of my own—and the world’s—best performers since the year 2000. We’ll explore this more later. I hope you get the point.

The point is to break the [bleeping] rules.

Okay, and now... Chapter 1.




PART I

[image: ]
THE 6 HABITS OF THE RULE BREAKER INVESTOR

I DON’T REMEMBER a lot from fourth grade, but one thing I will never forget.

Mr. Hoskinson, a home-room teacher at St. Albans School in Washington, DC, took it upon himself to teach us the stock market.

Back then, you found stock prices in newspapers, quoted in fractions, not decimals. Mr. Hoskinson made it a contest: Each student picked a 10-stock portfolio to be scored over a few months. Every Thursday for weeks, we spent the same hour after lunch opening up the Business section of The Washington Post, looking up the prices of our 10 stocks, recording in pencil, line-by-line, on graph paper. More fun than grammar!

Time ran out. The contest ended. We turned in our ledgers with stock prices painstakingly scratched out in our best penmanship. He calculated the final results. There were about 25 kids in the class. I won! (Okay, well actually, my dad won. He picked all my stocks.)

What I’ll never forget was my prize: A hugely oversized HERSHEY’S chocolate bar. Wonka-tastic. Best prize ever. Thank you, Mr. Hoskinson!

From early days, I was inspired by my elders to study, follow, and figure out stocks. Years later, our dad would give us not just stock picks, but stock savvy and our own portfolios. I learned to build habits, and habits are what Part I is all about. Just like Mr. Hoskinson’s chocolate bar, the rewards of good investing habits are sweet, and fun, and hugely oversized.

It’s Part I of Rule Breaker Investing. Have a candy bar.




CHAPTER 1



RULE NUMBER ONE: LET YOUR WINNERS RUN. HIGH.

NVIDIA TELLS YOU all you need to know, if you will but listen....4

[image: A line graph plots Nvidia’s value from 2005 to 2024, starting near 0 dollars, remaining flat until 2016, then sharply rising with steep peaks after 2020, reaching about 16,000 dollars by 2024.]
On April 15, 2005 (yep, Tax Day), Nvidia Corp. stock traded at $21.35 per share.

I know because that’s the day I first picked it for Motley Fool Stock Advisor. Since then, it’s been one of the great stocks of this (or any) era.

An out-and-out Rule Breaker, Nvidia exhibits all Six Traits we seek in a stock, which is why I picked it! More on that in Part II.

This chapter isn’t about dissecting the stock; it’s about building a habit, the first and probably the most important. Without this habit, you would have missed Nvidia, traded it too soon, stumbled, or let market noise shake you out—along with 99.9% of the investing world (mostly professionals). So you’d have missed out on the dreamy, world-beating, eye-popping, financial-freedom-making returns of a lifetime.

This chapter isn’t about finding Nvidia. It’s about holding onto it! We’re here to develop the first habit of the Rule Breaker investor:

[image: ] RULE NUMBER ONE: LET YOUR WINNERS RUN. HIGH. [image: ]

Let’s follow the story of Nvidia....

[image: A line graph plots Nvidia’s value from April 2005 to October 2007, starting near 20 dollars, climbing with fluctuations, and peaking to 120 dollars by October 2007.]
By October 2007, the stock was making me look good, as it tipped the scales at $120. That’s up about six times in value in two years—what we like to call a “six-bagger,” in homage to Peter Lynch, who coined the “bagger” phrase.5

But then came 2008. Those of you who were investing then, do you remember 2008? Nvidia dropped to $18! We went from

[image: A line graph plots Nvidia’s value from October 2007 to October 2008, starting near 110 dollars, dropping sharply with fluctuations, and ending near 20 dollars.]






[image: A line graph plots Nvidia’s value from December 2009 to December 2014, starting near 50 dollars, spiking to 70 dollars in 2010, then fluctuating between 30 and 60 dollars until 2014.]



[image: A line graph plots Nvidia’s value in 2016, starting near 100 dollars, rising steadily through the year, and peaking to 350 dollars in December.]








[image: A line graph plots Nvidia’s value from 2017 to 2023, starting near 400 dollars, rising sharply to 4,000 dollars by 2022, falling, then fluctuating around 2,000 dollars in 2023.]

[image: A line graph plots Nvidia’s value from 2023 to 2024, starting near 2,000 dollars, rising to 16,000 dollars in 2024, then fluctuating near that level.]
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