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			Disclosure

			This material contains the current opinions of the author but not necessarily those of his employer and such opinions are subject to change without notice. This publication has been distributed for educational purposes only and should not be considered as investment advice or a recommendation of any particular security or investment product. The strategies outlined in this book may not be suitable for every individual, are not guaranteed or warranted to produce any particular results and does not contain information necessary to make investment decisions. [Consult your financial adviser or an investment professional to discuss making specific investments.] 

			References to specific securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. The author may or may not own the securities referenced and, if such securities are owned, no representation is being made that such securities will continue to be held.

			Nothing contained herein is intended to constitute accounting, legal, tax, securities, investment, or other professional advice, not an opinion regarding the appropriateness of any investment, not a solicitation of any type. Readers should be aware that all investments contain risk and may lose value. The information contained herein should not be acted upon without obtaining specific accounting, legal, tax, and investment advice from a licensed professional.

		

	
		
			Preface

			The World’s Simplest Stock Picking Strategy

			Hindsight is 20/20. Today, it is easy to see which companies would have been great investments yesterday. 

			We often regrettably look back at missed opportunities that now, years later, appear to have been obvious. Many of these incredible companies were right in front of us the whole time as we used their products or services, yet never considered them as investments. 

			What if you could change that? What if you had a framework for investing that enabled you to catch the next great stocks?

			That is what the World’s Simplest Stock Picking Strategy provides. It is a simple and fun process designed to help you invest in and profit from the companies you interact with and admire. 

			The process is centered around your competitive advantage as an investor, which is your intimate knowledge of the products and services that are part of your life. The World’s Simplest Stock Picking Strategy will guide you step-by-step in determining which companies in your life to invest in, how much capital should be allocated to each investment, and when you should buy, sell, add, or reduce positions.

			The process is consistent with sound investing principles, yet it requires no investment or financial experience to execute. No matter your age, education, or background, you are just as capable of executing this investment strategy as anyone else. 

			The easy-to-follow steps described in this book have the ability to transform you from an everyday consumer making decisions about how to spend your time and money, into a disciplined investor with a concentrated portfolio of quality stocks. 

			The World’s Simplest Stock Picking Strategy is for everyone 

			I developed this investment strategy for myself because I was tired of missing out on great stocks that in hindsight seemed to have been so obvious. 

			While working professionally in proprietary trading and equity research, and doing my own financial analysis of companies, I was missing out on profitable stock moves in companies that were right in front of me—Amazon, Facebook, Microsoft, etc.—companies that I was using every day in my personal life. 

			To put an end to the missing out, and to start profiting from these incredible companies all around me, I developed this stock strategy and fine-tuned it over a decade of contemplation and trial and error. My goal was to create a framework that would be rooted in sound investing  principles yet was easy to execute and relied on common sense.

			I believe those goals have been achieved in what I now call the World’s Simplest Stock Picking Strategy.

			I have been using this investment strategy successfully for several years with my own money, and I believe strongly in its merit.

			I decided to articulate the strategy in an easy-to-follow book because of the countless questions I have received from friends and family members about how to invest. 

			These inquiries have been about investing in individual stocks, never about general investing principles, financial analysis, or exchange traded funds (ETFs). My friends and family are representative of the larger trend of people who are becoming interested in trying their hand at stock picking, but who have no professional experience or knowledge. 

			This book is a practical framework that anyone with an interest in stock investing can follow. 

			Here are a few examples of people in my life, from varying backgrounds, who are benefiting from the strategy I shared with them. 

			
					My 19-year-old godson told me that he has become interested in investing. He created a Robinhood account and has been buying and selling stocks based on news headlines. He is likely to ultimately lose money trading this way, but he is not interested in simply buying ETFs. He has seen big moves in the stocks of companies he is familiar with and wants to get involved. This book is for him. 

					My friend who works in software programming recently told me that after having worked and saved money for over 13 years, she is just now getting interested in investing. I asked her if she’s investing in ETFs or individual stocks, and she replied, “I want to do a little of both, but I don’t really know what I am doing.” This book is for her. 

					My brother who owns a food trailer at a popular bar in Austin, Texas, told me that “everyone at the bar talks about stocks now.” He said most of his patrons get their investment ideas from internet personalities, and most of them have no meaningful investing game plan whatsoever. This book is for them. 

					My mother mentioned that she opened a brokerage account to “play around with” and that she bought some Lululemon (LULU) stock because she “likes their clothes and thinks they’re going to keep doing well.” She then added, “What else do you think I should buy?” This book is for her. 

					My friend who holds an MBA and has been a devoted investor for over a decade—he spends time analyzing company financials—remarked, “I feel like an idiot, I’ve been doing work trying to find stocks with low P/E ratios and high dividend yields for the last ten years, and I’m losing money in this market while people who just bought the obvious stocks have made so much.” This book is for him. 

					My wife, who has never had an interest in investing but is an extremely discerning consumer with an eye for quality, recently told me that because of this strategy she thinks she could be a great investor. I don’t disagree. 

			

			If any of these people remind you of yourself, then the World’s Simplest Stock Picking Strategy is for you.

			The Layout of the Book

			My intention in writing this book was to make understanding and executing my stock picking strategy as easy as possible. 

			This is not meant to be a dry, academic read; rather, it is an actionable guide. The layout of the book reflects this aim. 

			The first two chapters introduce the stock strategy and discuss the investing philosophy supporting it. 

			From there, we jump right into the core five steps of the investment process. It is in these five simple steps that you will be guided in turning the products and services in your life into a portfolio of stocks, with intuitive rules for managing your positions over time. 

			After the core five steps, we will walk through three risk management recommendations: 

			
					Buying on pullbacks

					Hedging your stock picks with ETFs

					Diversifying your assets

			

			As we’ll discuss in these recommendations, it is important to consider the asset allocation of your total net worth—how many eggs you have in different investment baskets, like stocks, bonds, cash, precious metals, real estate, etc. 

			The World’s Simplest Stock Picking Strategy is not a holistic wealth management plan. Rather, for the individual with a desire to pick stocks, it is a strategy that can be applied to a portion of your equity investments to enable you to share in the profitability, growth and wealth creation of the companies who provide the best products and services that you use every day in your own life. 

			For this reason, I strongly urge you to consider and apply the three recommendations, as they can potentially help mitigate some of the risk inherent in investing.

			After you have worked through the core five steps and the three additional recommendations, you’ll be ready to execute the strategy. It’s that simple. 

			But before you go, we’ll recap the sound investing principles underlying the process, and we’ll walk through a few case studies that demonstrate the strategy at work. These examples will help mentally prepare you for the investing journey you are about to embark on. 

			Lastly, for those who are new to investing and might want to better grasp the terms and concepts mentioned throughout the text, you’ll find a glossary at the end of the book. This is not a typical glossary with textbook definitions. Instead, in my own words, I attempt to describe the terms and concepts in a more understandable way.

			That about sums it up. 

			I hope the stock picking strategy described in the following pages appeals to your intuition and common sense. Common sense should not be underestimated. To be confident investing your own money, the process you are following must make good sense to you. 

			It is my belief and experience that the World’s Simplest Stock Picking Strategy, by marrying an intuitive investment philosophy with a highly personalized process, can empower you to find that confidence. 

			Best of luck! 

		

	
		
			Foreword by Steve Burns and Holly Burns

			Zero commission trades, easy access on mobile devices, and the gamification of buying and selling has significantly increased interest in trading and investing and brought a new generation into the market. And while this has increased accessibility and leveled the playing field, the low barrier to entry means that people with little or no experience or trading education are making life-changing decisions, both good and bad.

			Many new market participants do not understand the difference between investing in a company versus trading the price of the company’s stock, how to create a profitable trading system, risk management, or how to control the inevitable emotional pitfalls that await every trader. 

			This book delivers a modern investing strategy that teaches investors to choose the right stock, how much of the stock to buy, and how to harness a long-term trading process for both buying and selling. Ed shows readers how to capitalize on good entries and exits that are based on their personal consumer behaviors in order to buy right, sit tight, and lock in profits when it is time to sell. 

			You become your own stock picker, letting your own behavior as a customer guide your buying and selling choices. Your fundamental analysis is comprised of evaluating the companies that your time, attention, desire, and money is flowing to. This approach is beneficial for people that want to benefit from being an investor in their favorite companies rather than only holding index ETFs, which the author recommends for the other half of a trader’s portfolio. Utilizing this strategy means that you do not have to understand the fundamentals of a company. Instead, you rely on the expertise of the CEO to streamline their process and monetize their products. Your job is to follow companies that you are the most excited about and utilize regularly. 

			The best performing companies in history were not penny stocks hidden in an obscure newsletter, they were the companies that grew the fastest and sustained their competitive edge the longest. The best performing stocks are almost always those that we encounter as a customer early in a company’s lifecycle. By following the strategies in this book, consumers can learn to identify an up-and-coming stock and avoid missing out on something that seems obvious in hindsight. 

			Some of the best performing stocks of all-time are also instantly recognizable, like ExxonMobil, Apple, Microsoft, Home Depot, and Walmart. These companies are successful because they are patronized by millions of consumers. This book shows you how to create your own stock watchlist based on where you spend the most time and money. 

			Look for opportunities where you shop either online or in person. Analyze why you make the decisions that you do. For example, if you are planning a vacation, are you going to drive or fly? If you are driving, why did you choose to buy a particular car? If you choose to fly, why did you pick that airline? What hotel did you choose to stay in and why? And what website did you use to book your reservations? 

			There are many investment opportunities out there, but the edge comes from analyzing your personal interests and finding young and innovative companies that fulfill your needs as a consumer. 

			The strategy detailed in this book is something that will change and evolve as your interests and reliance on a product or service change. As a company’s influence becomes less important in your daily life, you will reduce your portfolio’s reliance on that company. Increased competition or a loss of interest will illustrate a company’s declining edge and signal that it is time to decrease its place in your portfolio. By using your knowledge and experiences as an edge when choosing stocks, you create a more personalized and exciting investment strategy that uses your personal conviction to place your investment capital where your consumer capital flows. 

			Your stock search is for publicly traded companies that are behind the products you love. All your stock picks will not be the next Google, but focusing on publicly traded companies behind the products you support will increase your chances of finding some winners. And with consistency and discipline over the years, you may find the next Amazon or Apple.

			Ed has written a solid and practical guide to finding a winning stock that is not only meaningful for you but also helps decrease the chance of missing out on a stock pick that seems obvious in hindsight. 

			steve burns and holly burns

			NewTraderUniversity.com

			April 2021

		

	
		
			Introduction

			Getting a piece of the market magic

			This is an exciting time to be alive!

			Look around you. With the touch of a button you can have almost any product in the world delivered to your door tomorrow. From your couch you can scroll through thousands of shows and movies for entertainment. You can sit back in a quiet, battery-powered car that will drive itself, or if you can’t afford that, with a couple clicks on your phone someone will be ready to pick you up in minutes and take you wherever you want to go. And if you don’t feel like traveling to see your friends or family, you can pick up a small piece of glass and talk to them, face-to-face, through a high-definition screen. 

			These services are truly like magic, and yet they are available to normal people for reasonable prices. We are indulging in things that kings and queens of the past could have only dreamed of. 

			You know many of these impressive companies well—you can probably name some of them without giving it much thought. 

			It is not surprising, in a capitalistic society, that many of these incredible companies that have made an impact on your life are also generating incredible wealth for themselves. But that’s the double bonus for us. Thanks to well-developed capital markets and user-friendly technology, anyone has the ability to participate in the success of these companies, not just as a consumer but as an owner. That is an amazing thing. 

			With these companies we all know making so much money, and experiencing tremendous rallies in their share prices, it is no wonder that there’s been a surge in interest in investing—specifically, investing in individual stocks rather the market as a whole. People want to get in on the action. 

			However, as straightforward and enticing as the opportunity of investing in these companies sounds, it is not so easily executed. Historical research suggests people are poor stock pickers, and that they would be better off passively investing in an index fund than managing their own portfolio. Frustratingly, most people who try to make guesses in the market end up losing money, and yet in hindsight, so many of the stocks that should have been obvious winners to them were missed. 

			You’ve probably heard the complainers: “I should have bought Apple back in 2005,” or, “I should have bought Amazon back in 2009,” and so on. 

			I know I’ve heard plenty of them. I was one. 

			The World’s Simplest Stock Picking Strategy

			The World’s Simplest Stock Picking Strategy is a process intended to help better your chances of success in investing in individual stocks. I developed the World’s Simplest Stock Picking Strategy as a framework, rooted in sound investing principles, that would help prevent me from missing the moves in these winning stocks that in hindsight seemed to have been obvious. 

			I call them no-brainer stocks. I wanted to start profiting from these companies and stop complaining about the missed opportunities. 

			This book is not about me, but let me start by saying, the stock strategy described in these pages is how I manage a significant portion of my own equity investments. I have worked closely with some of the United States’ most recognized equity research analysts, money managers, and traders. While their highly sophisticated techniques certainly have a place on Wall Street, I have found that for the non-professional investor the better approach is not to emulate the pros, but rather to use your own competitive advantage—which is your intimate knowledge of the products and services that play a role in your own life. 

			I spent a decade trying to come up with smart stock ideas. I read newspapers, I studied equity research reports, I listened to companies’ earnings calls, I learned technical analysis—all with the aim of discovering the next big, underappreciated investment. 

			And while I had some good trades, I also had a lot of bad ones, and by the end of the decade I had mostly churned my stock account without making any real money. Meanwhile, I watched from the sidelines as so many no-brainer stocks kept marching to incredible gains—gains that would have meaningfully increased my net worth. As a dedicated investor devoted to time-intensive research, the companies in this list of winners were so obvious that it was hard to accept: Amazon, Google, Microsoft, Netflix, Costco, Home Depot, Facebook—just to name a few. 

			At some point several years ago, I decided I’d had enough: I wasn’t going to keep missing these huge winners that in hindsight always seemed to have been so obvious. So, I devised through trial and error the process I will describe here, which I call the World’s Simplest Stock Picking Strategy. 

			My strategy does not aim to find all the winners—not even close. But it provides a process that will help you identify early enough the potential winners that are obvious relative to your own life habits. And perhaps equally important, it provides an easy, don’t-need-to-think-about-it framework for when to sell the investments. 

			I have had success executing this strategy in my own account. The strategy has guided me to a buy and hold approach that has led to significant percentage gains in a number of stocks.

			A partial sample of some of my bigger winners and losers is shown in the table on the next page. You will notice that, as is the aim with any sound investing strategy, the percentage gains of my biggest winners far exceed the percentage losses from my biggest losers.

			Sample of some of my big winners and big losers

			[image: ]

			Notes:

			* If the position is open, I’ve stated the current market price at the time of writing in 2021. If the position is closed, I’ve stated the price at which the stock was sold. 

			** Approximate percentage gain (unrealized) or loss at the time of writing in 2021, excluding dividends. 

			*** Approximate return of the S&P 500 index over the same holding period, excluding dividends.

			In addition to leading to better returns, it has also been fun. Allowing my investments to mirror my own life habits has given me an acute interest in the companies behind the things I want, the things I need, and the services I use. It is very enjoyable. It also requires no financial analysis or prior knowledge of investing, so whatever your background may be, you are just as capable of successfully executing this as anyone else.

			I hope you enjoy the process outlined here, and I hope it helps you capitalize on some of the next big winners.

			Now that you understand the purpose of the book and what it will help you to do, we are now moving on to look at the fundamental principles of the World’s Simplest Stock Picking Strategy. 

			The essence of the strategy is that it helps us to find and invest in great stocks. What are these great stocks and why are you uniquely placed to identify them?

			Let’s find out.

		

	
		
			Great Stocks

			No-brainer stocks

			Great stocks are ones that generate meaningful profits for their owners over a long period of time. They are stocks where, if you were to look at the price chart, the line begins at the bottom left of the page and finishes at the top right. They steadily march on, growing in value. 

			You have probably noticed that many of the great stocks in the 2010s have been companies that you know and use regularly in your own life. 

			You might shop on Amazon, buy groceries at Costco, search the internet with Google, use Microsoft at work, or connect with friends on Facebook—the list goes on. 

			Take a look at the price charts of Amazon (AMZN) and Microsoft (MSFT) over the last ten years. 

			Amazon (2011–2021)

			[image: ]

			Source: Yahoo Finance.

			Microsoft (2011–2021)

			[image: ]

			Source: Yahoo Finance.

			That’s what great stocks looks like!

			If you had invested $10,000 across the five companies mentioned above—purchasing equally weighted amounts of Amazon, Costco, Google, and Microsoft in 2011, followed by Facebook when it went public in 2012—your portfolio would be worth about $100,000 today. Those are life-changing returns, and they came from companies that were already well known at the time.

			These are what I call no-brainer stocks. In hindsight they seem like they should have been obvious investments. They were right in front of you the whole time! If you had only been more aware, or if you’d had a framework in place to help you identify these companies as potentially special investments, you could have profited greatly from these stocks.

			That is exactly what the World’s Simplest Stock Picking Strategy aims to do. It positions you to profit from the special companies in your life. 

			It does this by forcing you to be aware of the companies you are interacting with and by providing you with a framework to help you identify the companies that have the best chances of becoming great stocks. 

			It is important to note that while you interact with a lot of companies in your life, you can’t and shouldn’t invest in all of them. I will show you how to make the distinction.

			For instance, you might drive a Ford Mustang and fill up your gas tank at ExxonMobil. You may vacation with Carnival Cruise Lines or fly with American Airlines. Maybe you are a regular shopper at Macy’s department store. But these companies would not have been good investments.

			You can see from the price charts of Macy’s (M) and ExxonMobil (XOM), that these stocks lost value over the same ten-year period.

			Macy’s (2011–2021)

			[image: ]

			Source: Yahoo Finance.

			ExxonMobil (2011–2021)
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			Source: Yahoo Finance.

			These are the types of stocks we want to avoid. 

			If you had invested a similar $10,000 across the above mentioned five companies purchasing equally weighted amounts of Ford, Exxon, Carnival, and Macy’s in 2011, followed by American Airlines when it went public in 2013—your portfolio would be worth about $7,500 today, excluding dividends.

			That is a stark contrast to the previous example and highlights the significant impact your investment decisions can have over time. The World’s Simplest Stock Picking Strategy would have helped people avoid these investments by teaching them to think about the qualities that can make for a great stock versus a bad one.

			Luckily for non-professional investors, the characteristics that can make for a great stock are sometimes better identified by your qualitative observation as a consumer than through financial analysis.

			To understand why, we must first understand what makes a great stock. Why do some of the companies you use become tremendously profitable stocks while others do not? 

			It boils down to pricing power.

			Pricing power

			Ultimately, what drives stock returns over time is earnings. Not past earnings, but current and future earnings. Those earnings, in the simplest terms, are how much money a company actually makes by doing business. It is what’s left over for a company to keep after a product or service is sold and the expenses are paid. It’s the profit that gets put in the bank. 

			Powerful companies will be able to sell a lot of something at a price high enough above its cost to yield a healthy profit.

			That’s a simple enough formula, but in an intensely competitive business environment it is difficult to pull off. Where there is a dollar being made, there will be endless competition to get it—you can bet on that. 

			In this type of free market environment, what a company must maintain in order to thrive over time is pricing power. Pricing power is the ability to maintain profitable prices even in the face of direct competition. Aside from monopolistic situations, the only way for a company to possess this all-important pricing power is to have a brand, product or service that is especially important to customers. 

			If a company is not resonating with customers in a special way, it will not be able to dictate its own pricing, and competition will be able to steal business by simply offering a similar product or service at a cheaper price. This will eat away at profitability over time. And without sustaining strong profits over a long period of time, you won’t have a great stock. 

			It should be noted, however, that pricing power may not be directly obvious. It does not necessarily have to be that a company is commanding a premium price for a product it is selling now. There are various ways that companies can come to possess pricing power. 

			For instance, a company may be undercutting its competition on prices now to win market share and build a brand. In this case, if executed successfully, the company can command better pricing in the future. 

			An example of this would be Amazon. For many years Amazon forfeited profit to subsidize cheap retail prices and invest in providing the best possible experience for its customers. It worked. Amazon now has over 200 million global Prime members who pay an annual fee to access the full convenience of shopping with Amazon. This is a loyal and sticky customer base, and Amazon has earned their trust enough that if it were to modestly raise the membership fee or its retail prices, it’s likely that most members would pay it. 

			Another way a company could indirectly come to possess pricing power is by disrupting an industry. It could do this by deploying new technology that will put older, traditional players out of business, setting up a future where it can command better prices. 

			An example of this would be Uber. Its digitally connected network of drivers, providing on-demand rides at the push of a button, is replacing the traditional taxi. Uber keeps ride prices cheap for now as it gains market share and disrupts the industry, but if it succeeds in capturing the bulk of the rides market, it will have leverage to tweak prices higher in its favor. 

			A third way that a company could come to possess pricing power is by offering a service that is free to consumers, but that service allows the company to build a network of users strong enough to command premium prices for advertising. 

			An example of this would be Google. It is free to use Google’s internet search engine. It’s a fantastic service that millions of people use every day. While Google doesn’t charge its users, the volume of website traffic they generate makes Google an extremely valuable advertiser to other companies, who fork up a lot of money to get their ads in front of you.  

			The bottom line is that the companies that make great investments find a way to command pricing power in some form and at some point. In whatever form that pricing power may come to be, to sustain it over time requires offering a truly special product or service that resonates strongly with consumers. 

			And so it follows that to invest in great companies, we need to identify companies that have pricing power and products that resonate strongly with customers.

			You might think the best way to identify pricing power is by analyzing a company’s financial data. But this is not necessarily the case.

			Let’s look at why.

			The limits of financial analysis and investment forecasts

			Traditional financial analysis has its limits in forecasting this special quality of durable pricing power. 

			That is not to say that financial analysis of historical trends and data isn’t useful—it can be. For instance, if a company reported strong earnings for the past five years and it is still posting strong earnings today, it is likely that the earnings will remain strong tomorrow and maybe later this year. But will the earnings still be strong for the next ten years? It’s hard to say. Consumer preferences change, technology changes, industries are disrupted. There are limits to the effectiveness of analyzing a company’s historical financial data and extrapolating to the future.

			In general, humans are poor predictors of the future of anything, with or without data. World events will likely play out differently than you would guess. As Professor Steven Pinker writes in Enlightenment Now:

			No theory can make a prediction about the world at large, with its seven billion people spreading viral ideas in global networks and interacting with chaotic cycles of weather and resources. To declare what the future holds in an uncontrollable world, and without explanation of why events unfold as they do, is not prediction but prophecy, and as David Deutsch observes, “The most important of all limitations on knowledge-creation is that we cannot prophesy: we cannot predict the content of ideas yet to be created, or their effects.”

			And yet, at least to some extent, making predictions is what investors usually attempt to do. 

			Investors make guesses—educated ones based on numbers, but still guesses—about how various factors in a company’s future earnings equation will unfold. 

			They might guess how big the market will be for a new technology. They might guess how competitive an industry will become. They might guess how long an old company will remain relevant to consumers. They might guess about the ability of a company’s new management team. They might also guess about what will happen with government or monetary policy. 

			There are a lot of guesses behind an investor’s forecasts of future earnings that have the potential to miss the mark. 

			When professionals make these guesses, they are based, generally, on the most likely outcomes given all available data at the time. For you, as a non-professional investor, that makes picking stocks based on financial analysis all the more difficult. You are competing against professionals who often have advanced degrees in math and finance. They comb through the best and freshest of data all day, as a full-time job, which makes it very unlikely that you would stumble on something in the numbers that they haven’t already priced into a stock. 

			The ceaseless work the professionals do in analyzing data and attempting to uncover mispriced stocks creates what are mostly efficient markets, where the current market price of a stock generally reflects all known information at the time. 

			However, the fact that markets are mostly efficient is not a reason to give up on picking individual stocks. In fact, an efficient market takes the burden of financial analysis off your shoulders. You can trust that the numbers are already accounted for and it’s not worth your time crunching them. 

			Of course, momentum and sentiment will swing positively and negatively from time to time—we will discuss how to take advantage of this later—but as far as the market factoring in a company’s historical and current trends and financial data into the stock price, you can assume that is already done. 

			Your competitive advantage

			With the financial analysis in the equation neutralized, what’s left in finding great long-term stocks is the ability to identify the companies that are resonating most with ever-changing consumer preferences. It is being able to identify the companies that are truly special enough to consumers that they can get and maintain pricing power. 

			The good news is that you are just as capable of identifying these companies as professional investors. Perhaps even more so, as you become a consciously observant consumer. 

			That is your competitive advantage as an investor. 

			Every investor needs to recognize and utilize their competitive advantage. If you’re five feet tall, you wouldn’t try to dunk on LeBron James in a game of basketball. It would be smarter to stay along the perimeter and try to hit a few three pointers from a distance. 

			It is similar with investing. If you’re not an oil expert, you can’t expect to have an edge in picking an oil stock. It would not only be unlikely that you’d pick the right one, but even if you did, it’d be difficult to know when to sell or add to the position without having your finger on the pulse of that industry. 

			Additionally, successful investing requires not only getting decisions right, but having the confidence and conviction to withstand market volatility. If you don’t fully understand why you own a stock, it will be difficult to weather the ups and downs of the market without making emotionally driven decisions.

			You should be confident enough in your own opinion that, when an investment falls in price, your eagerness to purchase more outweighs your anxiety that you could be wrong. It is only by embracing your edge that you will find this confidence.

			Aside from professional investors whose edge might be in 24/7 analysis of information, and industry experts who may have a specialized knowledge of a specific field, most individual, non-professional investors will find their edge in their knowledge of products and services. 

			You are already gathering valuable information

			Your opinion of a company’s products and services matters in investing. 

			The specialness of a product, service, or brand is what gives companies pricing power, and you can be a good judge of this. Your ability to assess the specialness of what you use in your life, and thereby the companies that could become great stocks, is the focus of the World’s Simplest Stock Picking Strategy.

			You know many businesses more intimately than you may realize. Think about how much time and thought goes into your decisions about what to buy, where to shop, how to spend your free time, how to get from one place to another, how to connect with friends… the list goes on. In one way or another, companies’ products and services are involved in most of your life decisions: 

			
					Where did you get lunch today? What made you pick that restaurant over the alternatives? Is there something unique about the place? Have you been going there often lately? How much would you miss it if it went out of business?

					Did you visit a website today? What made you do it? Is it becoming a habit? Are there any other websites just like it?

					Are you having friends over for dinner this weekend? How are you inviting them over? Can you contact them several different ways or is one way most convenient?

					Are you taking a vacation this summer? How are you deciding where stay? Is it based on location, or price, or the name of the hotel? Is it a difficult decision? 

					Is there something you really wish you could buy? Is it too expensive or doesn’t fit into your current lifestyle, but it’s really unique, so you dream about owning it in the future?

			

			Hopefully some company names came to mind even just as you read through those mock scenarios. 

			The point is: there are clues to companies’ pricing power in your decisions like this and in nearly everything you do. You are already on the front lines conducting the analysis of every company you use; you just need to organize the data that you are unknowingly collecting and learn how to apply it to investing. That is what the strategy in this book will guide you in doing. 

			Well-known companies, well-known products

			As you begin to follow the simple steps of the strategy, it may occur to you that many of the companies that are special to you are already well known to other consumers, too. 

			That is perfectly fine and normal. 

			While one of the goals of this strategy is to alert you to potentially great stocks earlier than you may have otherwise realized, the good news is that you don’t need to be one of the first investors in a company to make money. 

			As evidenced by the historical returns of many of these no-brainer stocks, tremendous gains over time are possible even after the companies are well known and their products and services are firmly incorporated into your life. 

			Here are a few examples:

			
					Apple (AAPL): I bought an Apple laptop computer in 2005 and thought it was a great product. I recall telling someone at the time that I would never get a PC again. Apple was already a well-known brand; it was no secret. If I had bought $1,000 worth of Apple stock then, it would be worth $81,000 today (in April of 2021).

					Alphabet (GOOGL): In the early 2000s, Google’s already popular internet search engine became part of my daily life. It still is today, nearly 20 years later. If I had bought $1,000 worth of Google stock when it went public in 2004, it would be worth $40,000 today. 

					Amazon (AMZN): In 2012 I started buying things from Amazon.com on a regular basis. Shopping on the website was so convenient that I was convinced I’d be a long-term customer. Amazon was already a well-known, mainstream shopping service at the time. In fact, I was considerably late to using it for my everyday needs. And still, if I had bought $1,000 worth of Amazon stock then, it would be worth $14,000 today. 

					Zillow (ZG): In 2017 I got into the habit of checking real estate listings on Zillow. I thought the website was great and I was using it on an almost daily basis. In walking around my office at the time, I noticed that it was becoming a habit for many of my colleagues as well. If I had bought $1,000 worth of Zillow stock in 2017, it would be worth $4,000 today. 

					Costco (COST): In 2011 I began using Costco for groceries—I was late to the game. I couldn’t believe the low prices at which they were selling quality goods. I knew I would become a regular customer. If I had bought $1,000 of Costco stock at the time, it would be worth $4,500 today. 

			

			The list could go on, but you get the point: investments in these already well-known companies were hugely profitable. 

			And it makes sense why this can be the case, because as we discussed, what ultimately drives gains in stocks is earnings. If a company has become special enough to be a regular part of your life, it is doing something right, and it is probably still on its way to becoming part of other peoples’ lives as well. The company is proving itself special enough to not only expand its sales base, but to sustain that all-important pricing power while doing so. That quality can lead to tremendous profits for the company, and it can lead to tremendous profits for you as an investor if you recognize and act on it. 

			The World’s Simplest Stock Picking Strategy will guide you, step-by-step, in how to use your opinions of products and services to determine which companies to invest in and how to manage the positions. 

			You will quickly realize that you interact with a lot of companies, but you can’t and shouldn’t invest in all of them. You will learn how to weed out the average and good companies and focus on the potentially great ones. 

			The five simple steps of this strategy will transform you from a typical consumer dealing with lots of companies, into a thoughtful and disciplined investor with a concentrated portfolio. You will not only have a game plan for how to  pick stocks, but you will have a structured process for managing the holdings over time—knowing when to sell, reduce, or add to positions. 

			The five steps

			In Step 1: List Your Life Activities, you will get organized. You will create a list of all the products and services you use in your own life. You will take inventory of your actions. This dynamic list—we call it a Life List—which you’ll update once every calendar quarter (three months), is the foundation of the strategy.

			In Step 2: Qualify Your Life Activities, you will determine how special each company you interact with is. You will give thought to each product and service you use, and based on a few guided questions, you will determine how likely each company is to translate into a special company and a great stock. 

			In Step 3: Rank Your Life Stocks, you will narrow down your broad list of companies into the best of the best, and into numerical rankings that will help determine the capital allocated to each investment. 

			In Step 4: Invest in Your Life Stocks, you will put money to work, investing in your top ranked stocks based on simple rules.

			And lastly, in Step 5: Manage Your Life Stocks Portfolio, you will learn some simple yet effective rules to manage your positions over time. The rules, which are based on changes made to your Life List as time goes on, will instruct you on when to sell, reduce, or add to positions. 

			Let’s get to it!

			First up is Step 1.

		

	
		
			Step 1: List Your Life Activities

			The first thing we do in the World’s Simplest Stock Picking Strategy is take a hard, honest inventory of our interactions with companies. 

			
					What products and services are you using in your life? 

					What things do you buy? 

					What services do you use? 

			

			You may not realize it, but your understanding of the companies you use in your own life is potentially valuable. These companies you use are the ones where your opinion of the product or service matters from an investment perspective.

			Begin by creating a list of all the products and services you have been recently using in your life. This fluid list, which we will call your Life List, is the foundation of the World’s Simplest Stock Picking Strategy. This Life List will help you identify and organize the companies that you are interacting with. 

			We separate the Life List into five categories based on the frequency of use of each product/service:

			
					Daily: These are products and services that you buy or use on a daily or near-daily basis.

					Regularly: These are products or services that you buy or use regularly, but not every day. These are things that you use or do weekly or monthly. 

					Occasionally: These are products or services that are a part of your life, but there are longer or more inconsistent periods between use. 

					Infrequently: These are fringe activities in your life. These are things you have bought or services you have used, but they are not things you would consider to be regular or even occasional occurrences. 

					Want But Don’t Have: These are products or services that you have a strong desire for but haven’t actually bought or used them yet.

			

			Take your time creating your list. 

			It may take a few weeks of consciously thinking about your daily activities and habits. Track them carefully. 

			You can pull up credit card statements to jog your memory of recent purchases; but remember, the list should not be limited to things you buy—it should also include free services that you use, such as websites and apps. Just because you are not paying a company doesn’t mean they aren’t making money off you. They could be selling your data or making money from advertising, or they could be intentionally forfeiting profit now to build a following that they can profit from in the future. 

			Company executives are highly skilled at figuring out how to turn a customer base into profit, so let them figure that out for you. There are plenty of Harvard and UPenn MBAs with the know-how to turn a profit from an engaged customer base. 

			So, we are not going to focus on how company managements might be able to operationally generate profit. Instead, we are going to focus on what it takes to get that engaged customer base—a truly special product or service. That is what ultimately separates the powerhouse companies from the rest. And no one can judge those products and services better than you.

			Once you have created the list of products and services you use, you need to find out the company behind each of them. 

			If it is a publicly traded company, write the stock market ticker symbol next to the activity and the company’s name. A stock market ticker symbol is a unique series of letters assigned to a stock for trading purposes. It typically ranges between one and five letters and is associated with the name of the company in some way. For example, Visa is V, Facebook is FB, and Costco is COST.

			You can look up a company’s ticker symbol with a simple internet search. For example, you could go to Google.com and search “what is Amazon’s ticker symbol,” and it will display on the top of the page that it is AMZN. Alternatively, you could visit a financial website like CNBC.com and use its designated search box.  

			If a company is not publicly traded and therefore does not have a ticker symbol—meaning, it is a private company—then simply write Private next to the activity and the company’s name on your Life List. You won’t be able to invest in these private companies, but you should monitor them because it is possible they will “go public” at some point in the future. If they do, you’ll be ready for it. 

			In some cases, looking up the company’s ticker symbol is straightforward. If you get coffee every day at Starbucks, the company is Starbucks, and its publicly traded ticker symbol is SBUX.  

			In other cases, the company might not be publicly traded, or it could be owned by a company with a different name that you didn’t realize was associated with the one you were using. 

			For instance, I had not immediately realized that the Venmo app I was using to send money to my friends was owned by PayPal, a publicly traded company with the ticker symbol PYPL. You can figure all of this out easily using an internet search. 

			Below, I’ve shared my own Life List, updated as of April 2021. Your list will be unique to you, but you can use mine as a template for completing your own.

			You can see that the first part of each entry in the list is the product or service that I use, and then the next part is the name of the company behind the product or service and then that company’s stock market ticker symbol.

			Ed Ryan’s Life List

			Last Updated April 30, 2021

			Daily

			I use my iPhone—Apple (AAPL)

			I check my personal email—Alphabet (GOOGL)

			I use Google to search the internet—Alphabet (GOOGL)

			I check Instagram—Facebook (FB)

			I use my home internet and cable TV—Altice USA (ATUS) 

			I use Microsoft Office products for work (Outlook, Excel, Word)—Microsoft (MSFT) 

			I use my credit card to buy things—American Express (AXP)

			I check my savings and checking accounts—JPMorgan Chase (JPM)

			I check property listings on Zillow—Zillow (ZG) 

			I watch shows on Netflix—Netflix (NFLX)

			I check LinkedIn—Microsoft (MSFT)

			I listen to Pandora music on my phone—Sirius XM (SIRI)

			I use Zoom for video conferencing at work—Zoom Video Communications (ZM)

			I use cell phone service and data from Verizon—Verizon (VZ)

			I check Twitter—Twitter (TWTR)

			Regularly

			I watch videos on YouTube—Alphabet (GOOGL)

			I use Google Maps and Waze for directions—Alphabet (GOOGL)

			I fill the car with gas—ExxonMobil (XOM), Royal Dutch Shell (RDS.A)

			I buy food at Trader Joes—Private 

			I buy food at Whole Foods—Amazon (AMZN)

			I buy groceries and other things from Costco—Costco (COST) 

			I buy all sorts of things on Amazon—Amazon (AMZN)

			I place stock trades on TD Ameritrade—Charles Schwab Corporation (SCHW)

			I pay friends for things on Venmo—PayPal Holdings (PYPL)

			I pay for car and home insurance—Allstate Corporation (ALL)

			I buy non-perishable groceries on Vitacost—Kroger (KR)

			I vacuum the house with Roomba—iRobot Corporation (IRBT) 

			I get lunch at Sweetgreen—Private

			I get packages delivered—United Parcel Service (UPS), FedEx (FDX)

			I use a rideshare to get somewhere—Uber (UBER), Lyft (LYFT)

			My wife and I use Etsy for gifts and unique items—Etsy (ETSY)

			I check vacation home rentals on Airbnb—Airbnb (ABNB) 

			I get lunch at Chipotle—Chipotle (CMG) 

			Occasionally

			I get food delivered with Uber Eats—Uber (UBER) 

			I take flights for work or vacation—Delta (DAL), JetBlue (JBLU)

			I stay in a hotel for work or vacation—Hilton (HLT), Marriott International (MAR)

			My wife makes me go with her to TJ Maxx—TJX Companies (TJX)

			I go to Home Depot or Lowe’s for home projects—Home Depot (HD), Lowe’s (LOW)

			Infrequently

			I buy home furnishings from Target—Target (TGT)

			I buy televisions and other electronics at Best Buy—Best Buy (BBY)

			I buy clothes for work at Banana Republic—Gap Inc (GPS) 

			I buy paint at Sherwin-Williams for home renovations— Sherwin-Williams (SHW)

			I buy household items at CVS—CVS Health Corporation (CVS)

			I get coffee from Dunkin Donuts—Dunkin Brands (DNKN)  

			Want But Don’t Have

			Tesla car—Tesla (TSLA) 

			Peloton Bike—Peloton Interactive (PTON)

			Life Time Fitness Gym Membership—Private 

			Grocery Outlet store near me—Grocery Outlet (GO)

			To furnish our home with RH—RH (RH)

			[image: ]

			Now you are organized!

			You have taken inventory of all the meaningful products and services you use in your life, and you have identified the companies behind them. 

			In the next step, you will determine how special each company is. You will give thought to each product and service you use, and based on a few guided questions, you will determine how likely each company is to translate into a great stock.

		

	
		
			Step 2: Qualify Your Life Activities

			Companies that are important to you today—and will be tomorrow

			In step 1, you boiled down your life activities into a list of associated companies. 

			Now it’s time to think about how valuable each one of these products and services truly is to you. The home run stocks that deliver life-changing returns don’t do it by just offering another run-of-the-mill product or service. They do it by being truly unique and integral in peoples’ lives over a long period of time. They are products or services that people can’t or don’t want to swap for alternatives. As we’ve said, this gives companies the ability to maintain pricing power throughout market cycles and bouts of competition. It is identifying these rare types of companies and separating them from the rest of pack that is our aim. It is in these special companies that we want to concentrate our investment capital.  

			So how do we do it? 

			You won’t ever know for certain which companies these are going to be. As we said earlier, you can’t predict the future. However, there is a stickiness to your preferences as a consumer and how you feel about certain products and services. 

			You will see as you create and update your Life List that it does not change dramatically from quarter to quarter. Certainly, some products and services will come and go from the list over time, but some will stay. Some will stay for a long time—many years, even decades. And a few might even remain critically important to you over that whole time. 

			Those few companies that remain especially important to you over a long period of time are the ones we want to be invested in. Those are the companies that might be able to significantly expand their sales bases and maintain pricing power over time, and they could potentially generate tremendous earnings compounded year after year. They are the most likely to be home run stocks. 

			While you can’t predict with certainty which companies will thrive in the very distant future, you can identify which companies are important to you today, and you can reasonably forecast which companies will still be important to you in the near future. 

			For instance, if a product or service is especially important to you today, and it’s your current belief that it will still be very important to you for a very long time, it is likely that it’ll remain important to you at least over the near-term. 

			Maybe you won’t end up being right about the “very long time,” but it’s unlikely your opinion about a product or service you feel that strongly about would flip on a dime. If it does, that is fine, and it will be reflected in your portfolio, as we’ll discuss later. But if you are right about the product remaining special to you, and it remains special to you every time you update your Life List, then you’ll end up owning the stock over many “near-terms,” which will add up over time to owning it over that “very long time” that we admittedly couldn’t predict. 

			By updating your Life List regularly and following the rules we’ll discuss, you’ll end up owning and adding to a few special positions that remain on your list over long holding periods, and you’ll cut losses or take profits in names that fall off your list. This process is consistent with traditionally sound investment advice to “ride your winners” and “cut your losers.” 

			Only, in the World’s Simplest Stock Picking Strategy you are executing that principle without actually paying attention to the stock prices. We will have more to say on this in Step 5. 

			Evaluating which companies are truly special

			So, which companies are the most likely to be these special ones? 

			You interact with many companies in your life—you use many different products and services—but they won’t all lead to winning stocks. How do you filter through them and home in on the ones that are most likely to grow and maintain pricing power over a very long time? 

			The best way I’ve found to do this is to ask yourself some simple questions about the products and services you are currently using. These questions will help get at the heart of how important, how special, and how enduring the product or service might be. 

			Go through your Life List, one product/service at a time, and candidly ask yourself these five questions about each one:

			
					How often do I use it?

					How much do I like/value it?

					How replaceable is it?

					How badly would I miss it if it went away?

					If I had to guess, how long into the future do I suspect I will still be using it?

			

			As you go through your list of activities, giving careful thought to each one, you will realize that many of the things you use are not that special. Either you don’t use them that often, or they’re not that important to you, or you could replace them quite easily if you needed to. 

			However, there will likely be a handful of companies that you realize check all of these boxes: You use it often, you really like it or it’s important to you, it’s not replaceable or you’re unlikely to replace it, you would greatly miss it if it went away, and you suspect you’ll keep using it for a very long time. These few special companies that meet all these requirements are the ones we want to focus on. 

			Green, Yellow, and Blue companies

			To identify these special companies in an organized manner that can be used as part of a structured investment process, we will think about each product or service we use as falling into one of three color-coded buckets: 

			
					Green: The product/service is something I use often; I really like/find it valuable; I cannot or am unlikely to replace it; I am likely to continue using it for the foreseeable future; and I would really miss it if it went away.  

					Yellow: The product/service is something I use regularly and will most likely continue using for the foreseeable future; I like it/find it valuable, but I could do without it or replace it with something similar if I had to. 

					Blue: I have used the product/service, but it is not something I need or consider to be special, and I could easily replace it with something else without missing it. 

			

			The Green bucket, you have probably gathered, consists of the truly special companies that are the focus of the World’s Simplest Stock Picking Strategy. The Yellow and Blue buckets round out the rest of your activities. With these three bucket classifications in mind, go through your Life List, activity by activity, and write a brief one-paragraph description of how you think about each one. Try to address all five of these questions in your description. For example, here is my description of how I think about my use of the iPhone:

			I use my iPhone—Apple (AAPL) 

			I use it throughout the day for work and pleasure. I think it’s a fantastic product and I have no interest in even trying a different phone. At this point, I don’t see myself ever not having an iPhone, and I would miss it greatly if it went away. 

			As you can see, I have answered each of the five questions about the Apple iPhone:

			
					How often do I use it? I use it throughout the day for work and pleasure.

					How much do I like/value it? I think it’s a fantastic product.

					How replaceable is it? I have no interest in even trying a different phone.

					How badly would I miss it if it went away? I would miss it greatly if it went away.

					If I had to guess, how long into the future do I suspect I will still be using it? I don’t see myself ever not having an iPhone.

			

			Do not try to force an activity into a category, just think about it honestly. Take your time. Give real, genuine reflection to each one—leaving your biases behind. 

			After you have written down your feelings for the product/service, decide which of the three buckets it best fits into. In some cases, the product/service might seem to fall somewhere in between two of the buckets. If you are unsure which one of two buckets to put it in, round down. 

			For instance, if you are unsure if an activity belongs in the Green or Yellow bucket, chose Yellow. And if you are unsure if an activity belongs in the Yellow or Blue bucket, chose Blue. We round down to be conservative. When we allocate money based on these classifications in Step 4, we want to have no doubt as to whether the stocks in each group have earned their rankings.  

			In the case of Apple above, my feelings for the iPhone are a nearly perfect match for the Green bucket, so I will color code the stock as Green. Apple therefore becomes a Green rated stock on my personal Life List.

			It is unlikely that you will be the only one to feel a certain way about something. It is because I and many other people feel this way about Apple’s products and brand that it has been able to charge premium prices for such a long period of time. This is what has allowed the company to generate tremendous profit for its shareholders. 

			Conversely, consider Macy’s department store, which I mentioned earlier as a stock that has lost value over a ten-year period. Perhaps you visited the mall every weekend in the 1990s and early 2000s, and Macy’s was very important to you. While it is possible that Macy’s still is equally important to you today, you have to consider: Has the rise of e-commerce shopping services like Amazon and off-price retailers like TJ Maxx made the department store somewhat less essential to you? Is it really Macy’s itself that’s special, or is it their occasional sales and promotions that get you in the door?

			It is this type of consideration that you should give to each company on your list.

			Proceed through your entire list in this way, until you have written down a description of your feelings for each activity and have classified it into one of the three buckets. 

			Below is how it looks for my own Life List. You can use mine for reference and to give you an idea about how to think about your activities, but don’t let my opinions about specific products/services influence yours. Your Life List should accurately reflect your own feelings and opinions—there are no right answers. You might love Dunkin Donuts coffee and be perfectly happy without an iPhone—and that’s fine! 

			I would note that the products and services in the “Want But Don’t Have” category won’t fall as neatly into the Green, Yellow, and Blue bucket descriptions. For these products and services, you will have to make a judgment call. If you have a burning desire or need for something and it basically fits the Green bucket description, aside from the fact that you don’t own it yet, then it should be designated a Green stock. If the desire for the product or service is less intense or it’s not something you need, it should be designated a Yellow or Blue stock to the best of your judgment.

			Ed Ryan’s Life List 

			Last Updated April 30, 2021

			Daily

			I use my iPhone—Apple (AAPL) [green]

			I use it throughout the day for work and pleasure, I think it’s a fantastic product, and I have no interest in even trying a different phone. At this point, I don’t see myself ever not having an iPhone, and I would miss it greatly if it went away.

			I check my personal email—Alphabet (GOOGL) [green]

			I am very happy with Gmail and use it every day. At this point, I don’t see any reason why I’d ever use another service for personal email. I would miss it if it were gone.

			I use Google to search the internet—Alphabet (GOOGL) [green]

			I think Google search is amazing—it’s like magic how it reads my mind. I use it every day, and, at this point, I don’t see any reason why I’d ever replace it. I would strongly miss it if it went away.

			I check Instagram—Facebook (FB) [green]

			I check Instagram every day. I sometimes wish I could break the habit—I find it to be time-wasting and a net-negative for my state of mind. However, it’s the only thing that really connects me with everyone online, and it provides valuable access to specific groups (like book blogs), so I suspect I’ll keep using it for a long time to come.

			I use my home internet and cable TV—Altice USA (ATUS) [yellow]

			I thought about cord-cutting, but when I signed up for a basic internet connection it wasn’t much more money to get cable television, which I do enjoy having. I could have chosen Verizon or some other service instead—it’s not that I think Optimum is better—but there’s not that many choices and once you’re locked in it’s not that easy to switch. So, I don’t see myself giving up this service anytime soon. 

			I use Microsoft Office products for work (Outlook, Excel, Word)—Microsoft (MSFT) [green]

			My company uses Microsoft Office, so I have to use it every day. I don’t see that changing anytime soon; and there’s no need to change it because Outlook, Excel, and Word are tremendously useful tools. I like them and would miss them greatly if they went away.

			I use my credit card to buy things—American Express (AXP) [yellow]

			I don’t need my American Express card—there are other credit cards I could use—but I am happy with it and enjoy the rewards, and I don’t see myself ever getting rid of it. 

			I check my savings and checking accounts—JPMorgan Chase (JPM) [yellow]

			I don’t need to use Chase—there are other banks with similar services that I could use—but I am happy with it and don’t see myself changing anytime soon. 

			I check property listings on Zillow—Zillow (ZG) [green]

			I check home and property listings on the Zillow website or app nearly every day. It has become entertainment for me, and I find it almost addicting. I think the service is great and I enjoy using it. It would take a lot for someone to convince me to switch to another platform for this. I would miss it if it went away.

			I watch shows on Netflix—Netflix (NFLX) [yellow]

			I use Netflix nearly every day to stream television shows. I enjoy having it and think it’s a good service, and it’s likely that I’ll keep using it for a while to come, but I don’t feel like I need it. If I had to get by on just cable and the other streaming services, I think I’d be just fine. 

			I check LinkedIn—Microsoft (MSFT) [green]

			Between checking it for work and for personal use, I scroll through the LinkedIn app nearly every day. I know from experience that it can be helpful when you are searching for a new job, so that potential future need will keep me from ever deleting it. And since I’ve already built a network of connections on it, I’d probably never willingly get rid of it. 

			I listen to Pandora music on my phone—Sirius XM (SIRI) [yellow]

			I listen to Pandora for music often, but there are other services like Spotify, Apple, and YouTube where I can also listen to music. I like Pandora and don’t see myself switching anytime soon, but that’s somewhat more out of laziness than it is about Pandora being special.

			I use Zoom for video conferencing at work—Zoom Video Communications (ZM) [yellow]

			Since the Covid-19 pandemic, I have been using Zoom for video conferences and conference calls nearly every day. It feels like the increased use of video conferencing is here to stay, and Zoom is a good service, but there are other options that other firms are using that are equally as good (Teams, WebEx, Amazon, etc.). So, I wouldn’t say we need Zoom, and it probably wouldn’t be a big deal to switch services.

			I use cell phone service and data from Verizon— Verizon (VZ) [yellow]

			I am happy with Verizon’s cell phone service. I could switch to another provider and it wouldn’t be that big of a deal, but at this point I am likely to stick with Verizon for the foreseeable future. 

			I check Twitter—Twitter (TWTR) [green]

			I find that I have been checking Twitter often—pretty much daily. There are a handful of people whose opinions I like hearing on certain subjects, like investing and politics, and there is no other place like Twitter where you can hear directly from them in real time. It is quite unique, and I imagine I’ll still be looking at the app for a long time to come.

			Regularly

			I watch videos on YouTube—Alphabet (GOOGL) [green]

			I watch videos on YouTube all the time. It’s great. I can’t imagine any other service having the same breadth of videos with the ease of use. At this point, I don’t see myself ever using anything else. I would definitely miss it if it went away.

			I use Google Maps and Waze for directions—Alphabet (GOOGL) [green]

			I love these apps and use both—I use Google Maps most of the time, but I use Waze when I really want to beat traffic. They both work incredibly well, and I imagine I’ll be using them for a very long time to come. I would be lost without them (no pun intended)! It turns out Alphabet owns both of them. 

			I fill the car with gas—ExxonMobil (XOM) [blue], Royal Dutch Shell (RDS.A) [blue]

			I get gas regularly for my car and don’t see that changing anytime soon. Although, I would like to get a Tesla at some point in the future. As far as where I get my gas, I’m not partial to any specific company, I just go where it is most convenient, which at the moment is usually the Shell or Mobil station in my neighborhood. 

			I buy food at Trader Joes—Private [yellow]

			I go to Trader Joe’s often—I think they have great and unique products at good prices. It’s not the only food store I go to, and I could do without it if I had to, but it’s special enough that I believe I will continue going there for the foreseeable future. 

			I buy food at Whole Foods—Amazon (AMZN) [yellow]

			I go to Whole Foods often for fresh organic produce. I like the store, but it’s pricey, and I prefer getting my produce at farmer’s markets when possible. But because of Whole Foods’ year-round convenience, I will most likely be a customer for the foreseeable future. 

			I buy groceries and other things from Costco—Costco (COST) [green]

			My wife and I love Costco, especially now that we’ve been getting the orders delivered to our home. The quality of the products for the prices they offer is unmatched. We believe we will be Costco customers for a very long time, and we would really miss it if it went away. 

			I buy all sorts of things on Amazon—Amazon (AMZN) [green]

			The convenience of Amazon is unmatched. I personally don’t enjoy going to stores—it can even put me in a bad mood—so Amazon saves me that frustration. They have everything I could ever need on the site, and as a Prime member, I can get most items delivered within a day or two with free shipping. I am very likely to be using Amazon for the foreseeable future and I would miss it greatly if it went away. 

			I place stock trades on TD Ameritrade—Charles Schwab Corporation (SCHW) [yellow]

			I use TD Ameritrade to place stock trades, but there are other platforms I could use. I probably won’t switch anytime soon because it is good enough and I like the free trades, but I don’t need their service.

			I pay friends for things on Venmo—PayPal Holdings (PYPL) [green]

			I’ve been using Venmo increasingly often to pay people for things. I think it’s great—it’s really easy to use and a lot of people are on it. It almost makes paying people fun. This is replacing cash for me. I think I’ll be using this more often and for a long time to come, and I would definitely miss it if it went away. 

			I pay for car and home insurance—Allstate Corporation (ALL) [yellow]

			I thought about switching to Geico insurance but ended up not doing it. It’s confusing and annoying to change, so I’ll probably just stick with Allstate. I’ve been paying them monthly for many years because I’m required to have insurance, and I’ll unfortunately continue paying them for the foreseeable future, but I wouldn’t say I need them or there’s anything particularly special about them. 

			I buy non-perishable groceries on Vitacost—Kroger (KR) [yellow]

			My wife and I buy packaged, non-perishable groceries on Vitacost because they have a good selection of healthy foods for cheap prices. We like the service very much, and we have no plans to stop using it. However, if they disappeared, we wouldn’t skip much of a beat—we could get the items elsewhere. We’ve also been frustrated by how often cans are dented or glass is broken.  

			I vacuum the house with Roomba—iRobot Corporation (IRBT) [yellow]

			We got the Roomba vacuum as a gift and it’s good. It gets stuck under the couch sometimes and takes a while to clean the whole room, but for the most part I like it. We’ll probably keep using it for the foreseeable future, and at some point, we will probably buy another one, but I don’t think of it as something we need to have, and I really couldn’t say if the Roomba is better than other similar vacuums like it on the market.

			I get lunch at Sweetgreen—Private [yellow]

			I get lunch from Sweetgreen regularly. The quality of the food they serve is a cut above most of the other fast-casual salad chains. Digital ordering through their app is seamless, the rewards/loyalty program is good, and the pick-up shelves are extremely efficient during the lunch rush. At this point, I plan on being a Sweetgreen customer for a long time to come and would be disappointed if they went away. However, this routine was broken for me during the Covid-19 pandemic and if I’m not going to work in the office every day, this place becomes somewhat less important to me. 

			I get packages delivered—United Parcel Service (UPS) [yellow], FedEx (FDX) [yellow]

			Most of the packages that get shipped to my home come from UPS, FDX, or the United States Postal Service. I do not typically choose the carrier. When I do need to mail something, I usually go to the U.S. Postal Office, except for when it’s an important item, in which case I go to FedEx, where I am consistently shocked by how poor the service is and how much they charge. I will likely keep using these three carriers, but I don’t need any particular one of them.

			I use a rideshare to get somewhere—Uber (UBER) [green], Lyft (LYFT) [blue]

			Rideshares have replaced taxis for me, and I don’t see that ever changing. I currently have both the Uber and Lyft apps on my phone, but I prefer Uber because I trust there will be a lot of Uber rides available wherever I am. I also like the functionality of the app better. I think it’s an incredible service. At this point, I don’t ever see myself deleting the Uber app, but it’s possible I could delete the Lyft app. I would very much miss Uber if it went away. 

			My wife and I use Etsy for gifts and unique items—Etsy (ETSY) [green]

			My wife and I (especially my wife) have been browsing the Etsy website several times per week over the last nine months or so. We use it to buy thoughtful, personalized gifts, and we use to it find organic clothing items that we cannot find anywhere else—it is unique. We really like the platform, we suspect we will be using it for a long time to come, and we would be disappointed if it went away. 

			I check vacation home rentals on Airbnb—ABNB [green]

			I’ve used Airbnb several times in recent years to book vacation homes. It’s a great service and has come in very handy, especially when I am looking to stay in areas where there aren’t name-brand, commercial hotels. The service has been widely adopted enough that I trust that all the good listings are on it and don’t feel the need to check other sites. The app has recently become something I check nearly every day—it has almost become entertainment for me to scroll through the map and dream about where our next vacation might be. I would very much miss this service if it went away. I wouldn’t be surprised if I use Airbnb for the rest of my life. 

			I get lunch at Chipotle—Chipotle (CMG) [green]

			I go to Chipotle regularly because it’s real food, it’s convenient, it’s affordable, and it tastes great. The digital ordering platform is fantastic, as is the loyalty/rewards program. When I travel, in some areas of the country it is by far the best and most trustworthy option available. I suspect I will be a customer for a long time to come, and I would very much miss it if it went away. 

			Occasionally

			I get food delivered with Uber Eats—Uber (UBER) [yellow]

			I have just recently started ordering food sometimes through Uber Eats. I like the service. It is a little expensive, but it is very convenient. I see this becoming an occasional transaction for me, but it’s not something I need or would greatly miss. 

			I take flights for work or vacation—Delta (DAL) [yellow], JetBlue (JBLU) [yellow]

			While the pandemic may have accelerated the adoption of video conferencing, which could reduce the frequency of my work-related travel, I think I’ll still be flying at least to some extent for the foreseeable future. I like Delta the best, followed by JetBlue. However, I ultimately choose flights based on the cheapest price. So, I suspect I’ll be flying with Delta and JetBlue for many years to come, but I don’t need either one of them. 

			I stay in a hotel for work or vacation—Hilton (HLT) [green], Marriott International (MAR) [yellow]

			I really like Hilton and Marriott hotels and I use them for both work and vacation. I’m partial to Hilton because I joined their loyalty program years ago, and they treat me well with free rooms and upgrades. And, when my wife and I traveled the country in a camper van (we converted a cargo van into a camper van and took it across the country visiting National Parks), the trustworthiness of the Hilton brands made me feel like we had homes across the entire country—it was a comforting feeling as we explored towns and cities that were unfamiliar to us. I will likely be using both of these companies for a long time to come, and I would especially miss Hilton if it went away. 

			My wife and I shop at TJ Maxx—TJX Companies (TJX) [yellow]

			My wife goes to TJ Maxx all the time and loves it. Unfortunately, I do not enjoy going there but often get dragged into it anyway. Even more unfortunately, I don’t see this routine ever coming to a permanent end—however, we did take a break from going there during the Covid-19 pandemic, so there’s hope. While my wife might feel differently, I definitely wouldn’t say we need TJ Maxx. 

			I go to Home Depot or Lowe’s for home projects—Home Depot (HD) [green], Lowe’s (LOW) [yellow]

			I have been in Home Depot a lot over the last few years between home renovations and the camper van conversion. I’ve also gone to Lowe’s several times when it’s been convenient, but I prefer the warehouse feeling of Home Depot stores. Both stores have been incredibly helpful in these projects—I really wouldn’t know where else to get some of the stuff I need. I would be very disappointed if Home Depot went away, and I see myself going there for many years to come.  

			Infrequently

			I buy home furnishings from Target—Target (TGT) [blue]

			My wife and I have been buying home-related things from Target recently. We like Target, but it wouldn’t be a big deal if we had to shop somewhere else. 

			I buy televisions and other electronics at Best Buy—Best Buy (BBY) [blue]

			I bought a TV at Best Buy because the store is close to my home and it’s the first place that comes to mind for me on electronics. But these are very infrequent purchases for me, and I could easily go somewhere else—like Costco, Walmart, or Amazon.

			I buy clothes for work at Banana Republic—Gap Inc (GPS) [blue]

			I go to Banana Republic when I need work clothes, which is not very often. I like the store but could easily go somewhere else if I needed to.

			I buy paint at Sherwin-Williams for home renovations— Sherwin-Williams (SHW) [yellow]

			My wife and I used Sherwin-Williams paint when we renovated our home because my in-laws told us it was the best. I’ve been impressed with both the selection of colors and the quality of the paint. The customer service has also been good, and I’ve been surprised by how tech-savvy they are—they can match or create any color if you give them a sample. I imagine I’ll be a repeat customer periodically into the future, but there are other options I could use if I had to, so I can’t say that I’d miss them all that much if they went away. 

			I buy household items at CVS—CVS Health Corporation (CVS) [blue]

			I only go here when I have run out of something and I happen to be walking or driving by the store. I don’t stock up on things at CVS because they are expensive, and the product assortment is limited. So, it is sometimes convenient, but I don’t need it.

			I get coffee from Dunkin Donuts—Dunkin Brands (DNKN) [blue]

			I go to Dunkin Donuts often but only because it is right next door to my office. I don’t think the coffee is anything special. So I don’t need it and would likely not go there if my office was located even just a block over.

			Want But Don’t Have

			A Tesla car—Tesla (TSLA) [yellow]

			I would love to get a Tesla—I think it’s the most unique car on the road and looks like it’d be a ton of fun to drive. It’s probably one of the coolest things invented in a long time. The way I see it right now, it’s like the iPhone of electric vehicles: Others will try to copy it, but there will always just be Tesla and then everything else. That said, I am not close to purchasing one because I don’t have anywhere to charge it, I often take long trips beyond the current battery range, and it’s pricey. 

			A Peloton Bike—Peloton Interactive (PTON) [yellow]

			I think the Peloton bike is a unique item and I would like to get one at some point. I am not ready to get one just yet because I’m not sure where I’d put it, and I have trouble justifying the cost, but maybe someday. 

			A Life Time Fitness Gym Membership—Private [yellow]

			I really enjoy going to Life Time Fitness as my wife’s guest. I think it’s a great gym; it’s like a fitness country club. I would like to join, but I can’t justify paying for two memberships right now because there are other more affordable options. However, I probably will join at some point down the line.

			A Grocery Outlet store near me—Grocery Outlet (GO) [yellow]

			When my wife and I spent time cruising the West Coast in a camper van, we found this store and thought it was great. They have eye-catching deals on quality, branded products. For the few months we were out there, we sought out these stores. I wish there were one near us on the East Coast—if there were, we would definitely be customers.

			To furnish our home with RH—RH (RH) [yellow]

			My wife and I don’t shop at RH because it’s too expensive, but we love all the products. If it were not for price—or if we ever made enough money where it didn’t matter—we’d probably furnish our whole home with their furniture. It’s an aspirational brand for us.
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			Now you know what’s special!

			You have given thought to each product and service you use, and based on your assessment of how import each one is, you have assigned a color-coded rating.  

			The next step is ranking these companies that you have grouped into Green, Yellow, and Blue buckets. These rankings will help determine which stocks you buy and how much capital you allocate to each of them.

		

	
		
			Step 3: Rank Your Life Stocks

			You are done with the hard part!

			In Steps 1 and 2, you have thoughtfully identified and qualified the products and services that play a meaningful role in your life.

			The next step is ranking these companies that have you grouped into Green, Yellow, and Blue buckets. These rankings will help determine which stocks you actually buy and how much capital you allocate to each of them.

			Begin by separately listing the Green stocks from the Yellow stocks from the Blue stocks. If a company shows up multiple times on your list because it owns more than one product or service that you use, and you’ve grouped its businesses in different buckets, then round up.

			For instance, on my list, Amazon ranks once as a Green stock for its core e-commerce business, but it ranks separately as a Yellow stock because it is the owner of Whole Foods. Since Green is a higher rating than Yellow, I will round up the combined AMZN and rate it as a Green stock.

			The reason we round up is that if even part of a company is special enough to earn your Green rating, you will want to prioritize owning it. Don’t ignore a nugget of gold because it comes with a nugget of silver.

			The cream eventually rises to the top, and Wall Street analysts are highly skilled at identifying unlocked and underappreciated value within a company. While the timing and methods for unlocking that value can vary, it is worth betting that at some point the market will come to appreciate it.

			For example, if the business that you find special is small compared to the parent company that owns it, its value may not be fully appreciated because investors cannot invest directly in it. However, if that small piece of the business is truly special, there are a few things that can happen. One possibility is that the small special business keeps growing and eventually becomes big enough that its worth becomes relevant to the parent company’s stock. In this case, it will become more in focus as investors value the total company. 

			Another possibility is that management, sometimes with the push of an activist investor, will recognize the underappreciated value in the business and they will either sell it or spin it off into its own separate company. A sale will force investors to value the specific business on its own merit, which can often lead to the company selling at a premium to what it was previously viewed as being worth. A spin-off would also force investors to value the specific business on its own merit—not the parent company’s—and it can often lead to an increase in investor interest because the special business can now be invested in directly. Both a sale of the business or a spin-off can unlock the previously untapped value and result in a higher valuation. 

			Thanks to the efficiency of our markets and the competency of our corporate management teams, you can trust that at some point and in some fashion a special business will get the valuation it deserves. You can leave that type of work to the professional investors and the company CFOs. In the end, what matters for our purposes is just correctly identifying the business that is truly special, and you now understand, that is where your opinion matters. Your job is to stick to the process outlined and focus on identifying the special, Green rated products and services in your life. 

			Prioritizing stocks within each bucket

			Now that you have determined your Green, Yellow, and Blue rated companies, rank the companies within each bucket. 

			Begin by ranking the stocks primarily by the frequency of use. For example, stocks that are listed under the Daily grouping are ranked highest, followed by stocks listed under the Regularly grouping, followed by stocks listed under the Occasionally grouping, followed by stocks listed under the Want But Don’t Have grouping, followed lastly by stocks listed under the Infrequently grouping. 

			We prioritize stocks by frequency of use because the products and services you use most frequently are typically the more essential ones in your life. If there are multiple stocks that have both the same color rating and the same frequency grouping (e.g. Green rated stocks under the Daily grouping), then you must make a value judgment. You have to decide which company’s product or service is more important to you. For example, in my case I have to decide whether Amazon or Costco is more important to me.

			Sometimes, as was the case for me with GOOGL, the fact that Alphabet owns four separate products/services that I ranked Green is impressive and contributed to my decision to rank GOOGL #1 overall, even though there were other Green rated companies in my Daily grouping that I could have picked. 

			I would note that stocks in the Want But Don’t Have grouping are prioritized over stocks in the Infrequently grouping. The reason for this is that something you really want has a better chance of eventually becoming an important part of your life processes than something you use now but is not important to you. Many of the companies listed under your Infrequently category will be ones that are not that important to you now and are unlikely to ever become important to you. 

			Following that framework, go through the stocks in each of your buckets and rank them in a list. 

			Below are the stock rankings of my Life List, updated as of April 2021. Note that I include descriptions of the bucket qualifications underneath the rankings. I recommend doing this as a way of consistently reminding yourself what it takes for a company to qualify for each bucket. Over time, the bucket qualifications will become ingrained in your thinking and you will almost intuitively be able to recognize a Green versus a Yellow versus a Blue rated stock. 

			Ed Ryan’s Life List

			Last Updated April 30, 2021

			Stock Rankings

			
					Green: GOOGL, AAPL, MSFT, ZG, FB, TWTR, AMZN, UBER, ABNB, PYPL, COST, CMG, ETSY, HD, HLT

					Yellow: NFLX, AXP, JPM, ZM, ATUS, VZ, SIRI, Sweetgreen, Trader Joe’s, SCHW, KR, ALL, FDX, UPS, IRBT, MAR, TJX, LOW, DAL, JBLU, TSLA, Life Time Fitness, PTON, RH, GO, SHW

					Blue: XOM, RDS.A, LYFT, TGT, BBY, GPS, CVS, DNKN Bucket Qualifications


					Green: The product/service is something I use often; I really like/find it valuable; I cannot or am unlikely to replace it; I am likely to continue using it for the foreseeable future; and I would really miss it if it went away.  

					Yellow: The product/service is something I use often and will most likely continue using for the foreseeable future; I like it/find it valuable, but I could do without it or replace it with something similar if I had to. 

					Blue: I have used the product/service, but it is not something I need or consider to be special, and I could easily replace it with something else without missing it.
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			Now you have ranked your stocks!

			You have boiled down a broad list of all the products and services you use into a focused ranking of stocks.

			In the next step, we will allocate capital to investments based on these rankings. 

		

	
		
			Step 4: Invest in Your Life Stocks

			Now that you have ranked your Life Stocks, you are ready to put money to work.

			Before you buy a stock, you must decide: How much money should you invest?

			We’ll cover this more extensively later in my key recommendations. Recommendation #3, Diversify Your Assets, will help you think about how to allocate your available cash among different asset classes. It is wise to not keep all your eggs in one basket. 

			The money you choose to allocate to your Life Stocks should only be a portion of your savings that you can afford to risk. That portion will depend on your age, risk tolerance, and life circumstances.
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			Once you have determined an amount of money that you are comfortable investing, here’s how we do it…

			We take the pot of money that you have available to allocate to your Life Stocks and divide it like this among the three, color-coded groups:

			
					85% is invested in Green rated stocks

					15% is invested in Yellow rated stocks

					0% is invested in Blue rated stocks

			

			These percentages provide a rough guideline for the money you are investing in the strategy. They are target allocations. If you are starting out with only a small amount of money, it may be difficult to hit these targets right from the start—and that’s fine. You can work toward this balance over time. We will discuss how to go about investing small amounts of money later in this chapter.

			The general aim to keep in mind, regardless of how you get there, is to concentrate your capital in the stocks that have the highest potential to become big winners over time. 

			As we’ve discussed, in the World’s Simplest Stock Picking Strategy the stocks with the highest potential to become big winners are the Green stocks. That’s why we aim to allocate around 85% of our portfolio to Green rated stocks.

			We allocate 15% of our money to Yellow stocks in the interest of diversification, and to create some flexibility, because sometimes there may be a few Yellow rated stocks that you wish to own. 

			We do not allocate any money to Blue stocks. The Blue rated stocks remain on your radar—perhaps they will move into the Yellow or Green buckets over time, but we do not invest in them while they are Blue. 

			When it comes to spreading your funds across stocks within each of the Green and Yellow groups, we generally prioritize the ranked order. However, there can be some flexibility for companies further down the list that stand out as unique or have entered your life recently in a strong way. 

			But for the most part, the general rule is that the most money gets invested in the highest ranked stock, and then the level  of investment scales down as you move through the ranks. 

			Ideally, you will eventually have at least some level of investment in all your Green rated stocks, and you will have some level of investment in at least some of your Yellow rated stocks. 

			The time it will take to achieve this balanced portfolio will depend on the amount of money you are starting with. To provide a sense for how you might go about doing this with different amounts of money, we will address three separate scenarios:

			
					Starting with $100,000

					Starting with $10,000 

					Starting with $1001. Starting with $100,000


			

			We’ll start with the example of investing an initial sum of $100,000 because this will provide a clear picture of the portfolio we are aiming to create. With $100,000 there will be no issue in distributing 85% of it across all your Green rated stocks and 15% across select Yellow rated stocks of your choosing.

			There is no exact formula to this, but if I were to hypothetically begin a Life Stocks portfolio with an initial sum of $100,000 based on my current rankings (as shared in Step 3), I might allocate the money as follows.

			As a recap, here are my stock rankings from Step 3:

			
					Green: GOOGL, AAPL, MSFT, ZG, FB, TWTR, AMZN, UBER, ABNB, PYPL, COST, CMG, ETSY, HD, HLT

					Yellow: NFLX, AXP, JPM, ZM, ATUS, VZ, SIRI, Sweetgreen, Trader Joe’s, SCHW, KR, ALL, FDX, UPS, IRBT, MAR, TJX, LOW, DAL, JBLU, TSLA, Life Time Fitness, PTON, RH, GO, SHW

			

			I have omitted the ranked Blue stocks here, because we do not invest in the Blue rated stocks.

			And then the table on the next page shows an example allocation of $100,000 to these ranked stocks. I have explained how I came to these allocations to each stock below the table.

			An example allocation of $100,000 to my Life Stocks
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			*Current market price at time of writing in 2021.

			In this case, I was able to almost exactly hit the target of 85% for Green rated stocks and 15% for Yellow rated stocks. But don’t worry about being perfect here—if you are off by a few percentage points in either direction, it won’t affect the strategy. Being close to the targets is good enough.

			Allocating to the Green stocks

			You will notice that, for the most part, the amount of money I invested gradually scales lower through the ranks. My #1 ranked stock, GOOGL, received the greatest investment, and from there, the amounts invested skew lower in accordance with ranking. 

			There is no precise formula for this dispersion. A simple way to think about it is to take the amount of money you are allocating to Green stocks and divide it by your total number of Green stocks. 

			In this case, I was looking to invest $85,000 (85% of $100,000) across 15 Green stocks, which equals $5,667 per stock. That’s the number I would invest in each stock if I were to equally weight them. 

			However, since I’d prefer to have more invested in my top ranked Green stocks, I’ll use $5,667 as a midpoint. My higher ranked (and higher conviction) Green stocks will receive somewhat more than this amount, and my lower ranked (and lower conviction) Green stocks will receive somewhat less than this amount. 

			Sometimes high share prices will lead to some choppiness in how the investments are scaled. It’s unavoidable. For instance, AMZN is a $3,310 per share stock, so you will see that I invested a bit more money in AMZN than some stocks that ranked above it. 

			Given AMZN’s high share price, I only had two choices that made sense: I could buy one share for $3,310 and have AMZN slightly underweighted relative to its ranking, or I could buy two shares for $6,620 and have AMZN slightly overweighted relative to its ranking. I chose to buy two shares. 

			I would note that the number of shares you own in a stock is irrelevant. It is only the dollar amount you are investing that matters. 

			If you own ten shares of a $10 stock or one share of a $100 stock, it’s the same thing—you own $100 worth of it. 

			The only impact a share price has on this process is that we must account for it when dividing our money proportionally across several stocks. Keep your focus on how much money you are investing in each stock, not the number of shares you are buying. 

			Allocating to the Yellow stocks

			Once I spread my $85,000 across my 15 Green rated stocks, I moved on to the $15,000 target for Yellow rated stocks. 

			Again, there’s no science here. My smallest Green rated investment was $4,375 in HLT, so I used that as my ceiling to think about how much should be invested in each Yellow stock. Just based on common sense, since my Yellow rated stocks are lower conviction than my Green rated stocks, I want to invest a smaller amount in them. 

			In this example, I chose to invest roughly $3,000 in five different Yellow stocks. I bought NFLX, AXP, JPM, and ZM because they were my four highest ranked Yellow stocks, and I bought TSLA, even though it’s ranked lower than other Yellow stocks, because it stands out to me as a more special and unique company than the others in that bucket. As mentioned, there’s some flexibility for you to deviate from your rankings in certain cases.

			When there is a new stock added to the Green list

			Where there is a clear exception to the pecking order of stocks within a bucket is when a company is newly anointed to the Green bucket. After your Life List has been established, and you have been maintaining and updating it over time, keep a close watch for new additions to the Green rated stocks. 

			These are the opportunities that make the World’s Simplest Stock Picking Strategy so special—the process will alert you to a potential home run stock early enough that you might be able to capitalize on a bigger part of the move. 

			When a stock gets added to your Green list for the first time, imagine fireworks and alarms going off! It is a call to action! That stock should get prioritized regardless of where it is ranked among your other Green stocks. 

			For example, GOOGL currently ranks #1 on my list, but it has held that spot for a long time—it would have qualified as a Green rated stock for me in 2004. PYPL, on the other hand, was upgraded to Green on my list only a few years ago, so at the time I prioritized building a new position in PYPL over adding to GOOGL, even though PYPL did not outrank it on my list. 

			While it is especially important to monitor this as you maintain and add to positions over time, you can also take it into account in your initial investments.

			If, after creating your Life List and ranking your stocks for the first time, it strikes you that one of your Green rated stocks is a company that has entered your life more recently in a strong way, it is acceptable to allocate a somewhat outsized investment to that stock relative to its overall ranking.

			2. Starting with $10,000

			The $100,000 portfolio just described is the goal you should have in mind. In fact, even if you’re starting out with a smaller amount of money, it may be helpful to map out what your ideal $100,000 portfolio would look like. This will give you a concrete picture of what you’re working toward. 

			If $10,000 is your starting point, you likely won’t be able to take positions in all your Green rated stocks and some of your Yellow rated stocks right away, and that’s okay. It depends on how many stocks you have in your Green bucket. 

			On my current Life List, I have 15 stocks rated as Green, but that number has fluctuated for me over time. Since our Green, Yellow, and Blue ratings are based on our own opinions, the number of stocks in each bucket will vary. 

			Were you to only have a few Green rated stocks, you may be able to take initial positions in all of them with $10,000. While it is fine to have a small number of Green rated stocks, even less than five of them, I would note that in that case the advice in Recommendation #2: Hedge with ETFs becomes even more important. In that chapter, we’ll discuss purchasing $1 of a market-tracking ETF for every $1 invested in your Life Stocks. This will help you achieve a greater level of diversification.

			If I were to hypothetically begin a Life Stocks portfolio with an initial sum of $10,000 based on my current rankings, which includes 15 Green stocks, I might allocate the money as follows.

			As a recap, here are my stock rankings from Step 3:

			
					Green: GOOGL, AAPL, MSFT, ZG, FB, TWTR, AMZN, UBER, ABNB, PYPL, COST, CMG, ETSY, HD, HLT

					Yellow: NFLX, AXP, JPM, ZM, ATUS, VZ, SIRI, Sweetgreen, Trader Joe’s, SCHW, KR, ALL, FDX, UPS, IRBT, MAR, TJX, LOW, DAL, JBLU, TSLA, Life Time Fitness, PTON, RH, GO, SHW

			

			I have omitted the ranked Blue stocks here, because we do not invest in the Blue rated stocks.

			The following table then shows an example allocation of $10,000 to these ranked stocks. I have explained how I came to these allocations to each stock below the table.

			An example allocation of $10,000 to my Life Stocks
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			*Current market price at time of writing in 2021.

			As you can see, I was not able to initiate a position in all of my Green stocks. 

			I generally try to take positions of at least $1,000 in each stock, assuming I have enough money to do so. This minimizes the impact of commission charges (which we’ll discuss in the “Starting with $100” example). Also, from a psychological perspective, taking a position of least $1,000 in each stock lets me feel that I have a more significant position in the stock.

			For these reasons, and since $10,000 affords the luxury of doing so, I considered $1,000 as a rough minimum for my initial investment in each stock.  

			To some extent, share prices will also affect your initial investments here. GOOGL is my #1 rated stock, but it is $2,400 per share, so I chose to purchase one share of it, giving me a somewhat oversized position in it relative to the total portfolio. 

			Meanwhile, AMZN is also an expensive stock—at $3,310 per share—so I decided to hold off on buying it even though it is ranked high enough that I would have invested in it if it were cheaper. I simply didn’t have enough money to allocate $3,310 to it in a way that would make sense given its ranking and the total size of the portfolio. You will have to use your discretion and be flexible in cases like this. 

			Even though my initial $10,000 comes up short of the balanced portfolio I am ultimately aiming for, it is a very solid start. I now own significant positions in seven of the top eight most special companies in my life. 

			From here, as I save money and have more to invest, my plan of action would likely be to add ~$1,000 positions in the rest of my Green rated stocks, share price permitting. In this case, before moving on to Yellow stocks, I would also want to save enough money to purchase one share of AMZN. 

			But as mentioned, you will need to use your own judgment on how to deal with high share prices. If when you are investing your money, one of your Green rated stocks is trading at an unreasonable price per share relative to your portfolio’s value, then you may have to pass on that stock for the time being. 

			For instance, if you are investing $10,000 and one of your Green rated stocks is trading for $9,000 per share, you can pass on that stock until it either splits in price (making the share price cheaper) or you have saved up significantly more money to invest. 

			A potential way around this issue is by investing in fractional shares, which we will discuss in the next example. 

			3. Starting with $100

			There is no explicit minimum amount of money needed to begin investing using this strategy. 

			You need to start somewhere, so if you only have $100 to invest, don’t let that stop you! It is better to start chipping away at the work than waiting around for a time when you can complete it all at once. That time may never come.  

			As mentioned in the example of starting with $10,000, it may be helpful to map out what your ideal $100,000 portfolio would look like. This will give you a concrete picture of what you’re working toward.

			There are two factors that will affect how you get started with a small amount of money, like $100. 

			The first is fractional shares. 

			Fractional shares

			If your broker allows for the purchase of fractional shares (i.e. a portion of an equity stock that is less than one full share), then you can buy $100 worth of any stock.

			For example, if Facebook (FB) is currently worth ~$328/share, your $100 won’t buy you a full share. But if your broker allows for fractional share purchases, you can purchase roughly 1/3 of a share. Remember, all that matters is how much money you are investing, not the number of shares you are buying. If your $100 investment only equates to a fraction of a share, that’s fine.  

			With access to fractional shares, you can build out small positions in each of your Green stocks over time. 

			For example, if I were starting from scratch with small incremental investments, using my own Life List stock rankings, I would purchase $100 worth of GOOGL to start. Then, as I saved and invested more money, I might buy $100 of AAPL, then $100 of MSFT, then $100 of ZG, and so on until I had invested $100 in each of my Green rated stocks. 

			However, if your broker does not allow fractional share purchases, then in order to begin investing you will have to save your money in cash until you have enough to purchase a full share of your highest ranked Green stock. For example, if your highest ranked stock is FB, then you will need to save $328 (market price at the time of writing) to initiate a one share position. 

			Without the option to purchase fractional shares, you will again have to use your discretion when it comes to high share prices. If GOOGL is your number #1 ranked stock, but it will take you a very long time to save up for the price of one share ($2,400), then you may want to pass on GOOGL for now and get started investing in your other Green rated stocks. 

			The second factor to consider when beginning with a small amount of money is commission fees. 

			Commission fees

			If your broker offers free trades—as many now do—then it is fine to invest only $100 in a stock. 

			However, if your broker charges, say, a $10 flat fee per trade, then that $10 fee is 10% of your $100 investment. In this case, I would recommend saving your money in cash until you can invest a greater amount so that the fee equates to a smaller percentage of your capital. For instance, it might be wise to save $1,000 before investing, in which case the $10 flat fee would only equate to 1% of your investment.

			Keep in mind, the average annual historical return of the S&P 500 stock market index is roughly 8%. So you don’t want to pay a year or more worth of returns on just the trading fee. Somewhere in the ballpark of a 1–2% fee, or lower, is a more reasonable expense to incur.

			Remember, you are not married to your current broker. If fractional shares or free trades are important to you, then you can search for a reputable broker that offers these features.
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			No matter how much money you are starting with, the general idea is to build out a balanced portfolio over time. It may take you a while to build out a portfolio that includes all your Green stocks and some of your Yellow stocks—and that’s fine. Like I said, it’s good to just get started. 

			When to hit the buy button

			What I have just described in these three examples is the general thought process behind allocating your money into a portfolio of your Life Stocks. 

			One question you may have is: Should the full amount of cash you are starting with be invested all at once? 

			My answer is: It depends. 

			In Recommendation #1, Buy on Market Pullbacks, we will discuss a simple technical indicator that can be followed to time your stock purchases with retrenchments in market momentum. I use this indicator as my guide for when to add money to my existing positions.

			The indicator can certainly be used as a signal for when to initiate your portfolio for the first time. However, it is possible that some of you will be transferring money from other equity investments to start this portfolio, in which case, there’d be little advantage in waiting for a market pullback if the money you’re going to use is already invested. 

			Others may just be starting out after having been underinvested for a long time. These eager investors who want to put their money to work quickly may want to invest their full amount designated for this strategy immediately and all at once, regardless of where the market is currently trading. That’s their prerogative. 

			More cautious investors may be more comfortable tiptoeing into the market by dollar cost averaging. In the $100,000 example, they could invest, say, $20,000 per month for five months, which would lead to them investing the full $100,000 over a more extended time frame. This would allow the investor to initiate positions at five-month averages rather than risk piling all in at a momentary market top. This approach is fine. 

			My approach, were I to invest an initial sum of money in my Life Stocks for the first time, would be to invest half of my initial capital now, regardless of where the market was trading. And I would reserve the other half of it for when the technical indicator we’ll discuss in Recommendation #1 indicates an oversold market. 

			This approach would get me invested now and establish positions in my Green rated stocks, but it would also reserve some firepower for if the market were to sell off following my initial purchases.

			The bigger picture

			While the path you take in building your ideal portfolio will vary—depending on how much money you are starting with, how many Green rated stocks you have, and your access to free trades or fractional shares—don’t get lost in the details. 

			Our aim is simple: We want to build a portfolio that is heavily weighted towards our Green rated stocks. 

			If it takes you a while to get there, that’s fine. It took me many years to build out my balanced portfolio. You’ll eventually get there too. 
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			Now you are invested!

			You have taken the money that you can responsibly allocate to this strategy, and you have invested in your Life Stocks based on your rankings and the amount of capital you are starting with. 

			In the next step, you will learn some simple yet effective rules to manage your positions over time. The rules, which are based on changes made to your Life List as time goes on, will instruct you on when to sell, reduce, or add to positions.

		

	
		
			Step 5: Manage Your Life Stocks Portfolio

			You are now invested in your Life Stocks. 

			The value of these stocks is moving around, going up and down on a daily basis, but with the World’s Simplest Stock Picking Strategy we do not concern ourselves with these price fluctuations. In fact, you don’t even need to pay attention to the prices—from an emotional perspective, you are probably better off not checking them all that often. 

			Instead, there are three things that you should do to manage your Life Stocks portfolio:

			
					Review your Life List every three months.

					Understand when to sell a Life Stock.

					Understand when to rebalance your Life Stocks portfolio.1. Review your Life List every three months


			

			You should consistently review your Life List. You do not need to review it every day—there should not be major changes to your list all that often—but I recommend you carefully review it at least once per quarter (every three months). When you review it, read through every bullet on your page and critically ask yourself if what you had written is still how you currently feel about each product and service. Update your comments accordingly to reflect your current views. And then update your ratings (Green, Yellow, Blue) and rankings to reflect the updated comments. 

			Additionally, when you review your Life List each quarter, take the time to think about new products and services that may have crept into your life. Sometimes new habits and activities form without you consciously thinking about it. Maybe there is a website you have been visiting more often, or a shop you have been stopping in on the way to work, or a new channel you have been watching on television. 

			It could be anything, so when you take the time to review your Life List, also take a moment to reflect on these new activities. The sooner you become aware of a new activity, the sooner a potential Green stock gets put on your radar. And as mentioned in Step 4, should a new stock earn your Green rating, you should prioritize putting money to work in that stock. 

			2. Understand when to sell a life stock

			Buying the right stocks is only half of the game. One of the most difficult parts of investing is knowing when to sell.

			Taking a long-term approach to investing is the best approach to earning significant profits—however, long-term does not mean forever. If you are buying a market-tracking index fund, perhaps you can take the view that you will never sell it, and that’s fine. 

			But if you are trying to earn outsized gains by investing in specific companies, as we are with our Green rated stocks, you need to know when to sell. 

			Companies, no matter how great they are, have life cycles. While the economy and stock market as a whole may keep chugging along over generations, the companies that lead it will come and go. 

			Consider “The Nifty Fifty” stocks from the 1960s and 1970s. The “Nifty Fifty” were 50 U.S. large cap stocks that were considered the best-of-the-best companies—stocks you could own forever. Many of these stocks had tremendous rallies, but their reign on top did not last forever. Among these powerhouses were Xerox and Polaroid, two companies that were dominant for a long time. If you owned these stocks during that period you experienced significant profits. However, if you never sold, you would have eventually given back all or most of the gains. 

			Xerox (1964–2020)
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			Source: Yahoo Finance.

			You can see in the chart of Xerox that the stock has had several steep peaks since the 1960s, but it has not been a great stock to own over a 50+ year period. It had a very strong run in the 1960s and early 1970s, but then proceeded to give back most of its gains into the 1980s. It then had a resurgence during the tech bubble of the late 1990s, but then once again gave back its gains. The stock remains at depressed levels today relative to its own history and the broader market. 

			You probably don’t think much about Xerox or Polaroid today. As the world has gone digital, the paper copier and the instant film photo have become less important. 

			It is difficult for any company to remain relevant over a very long period of time. Technology and consumer preferences change, and it’s challenging to keep up. A pioneer today can become a laggard tomorrow.

			We are seeing a potentially similar phenomenon today, where there are a handful of well-known, powerful companies whose dominance seems like it could persist forever. But history tells us this will not be the case. 

			You can own the stocks of these dominant companies—with the World’s Simplest Stock Picking Strategy, if they are Green rated on your Life List then you should own them—but you need to be unbiased and emotionally detached from these stocks when it comes time to sell.

			The World’s Simplest Stock Picking Strategy makes the decision to sell simple and straightforward. When, after reviewing and updating your Life List (at least once every three months), you downgrade or remove a stock from your list, then you sell according to simple rules:

			
					If you demote a Green rated stock to Yellow, you should sell half of your position in the stock regardless of the market price. 

					If you demote a Green or Yellow rated stock to Blue, or you remove it completely from your list, you should sell the entire position regardless of the market price. 

			

			It is that simple. If there is a change in your usage or opinion of the company, you sell part or all of the position. 

			For example, perhaps Apple has been a Green rated stock for you for a long time because you’ve owned the iPhone, you’ve loved it, and you couldn’t picture yourself without it. But then at some point down the line you decide for whatever reason to trade your iPhone for another company’s phone. This should get reflected in your Life List as a downgrade of AAPL. If, in this case, AAPL is removed entirely from your list, you should sell your entire position. 

			In another scenario, perhaps you have not yet traded your iPhone for another company’s phone, but you are tempted. Perhaps for years you had no interest in having any other phone but an iPhone, but now the iPhone doesn’t seem as essential to you. In fact, you are seriously considering trying a different phone. In this case, the iPhone and AAPL should be downgraded from Green to Yellow in your Life List, and the rules would dictate that you should sell half of your position in the stock. 

			These rules concerning when to sell will help you avoid the noise of other peoples’ opinions. It is impossible to predict the top in a stock and the World’s Simplest Stock Picking Strategy will not try to do that. Instead, the rules are in place to help prevent you from holding positions in companies that are no longer special to you, and quite possibly on the way to becoming less special to others too. 

			Time is not a factor in the selling rules. If a stock remains Green rated on your Life List for 30 years, then you can and should own the stock for those 30 years. 

			On the other hand, if a stock is Green rated on your list for only a few months, then you should only own the stock for a few months. Do not be afraid to sell positions after only short holding periods, even if for a loss, if there have been changes in your Life List ratings. That is part of being a disciplined investor. 

			Remember, if you successfully latch on to a home run Green stock that makes you a ton of money over a long period of time, it will far outweigh any losses you take on false alarm Green stocks. Cut these losers without hesitation when changes to your Life List indicate that you should. 

			It should be noted that cutting your losers quickly and riding your winners for a long time is consistent with conventional investing wisdom. It is a rule that professional investors try to practice, and it is a skill that they try to develop—often with difficulty. 

			When you are only looking at prices and numbers, it can be mentally and emotionally difficult to take a loss on a position, and it can be difficult to refrain from taking profit on a big winner. Traders and investors train themselves to remove their emotions from the equation and act with discipline. 

			With the World’s Simplest Stock Picking Strategy, we are not watching prices, so we execute something similar to this “cut the losers, ride the winners strategy” without the anguish of the dollar-watching traders. We don’t monitor the price fluctuations—we just manage our Life List and allow our portfolios to mirror it. We quickly cut the companies that do not remain special to us, and we’ll hold the ones that do remain special to us for as long as that may be. 

			3. Understand when to rebalance your life stock portfolio

			If you do ride some winners to big gains over time, your portfolio may deviate from the allocations listed in Step 4, which recommended that 85% of money be invested in Green stocks and 15% of new money be invested in Yellow stocks. 

			For instance, if a Green rated stock becomes a huge winner over time, your portfolio could become tilted more heavily to Green rated stocks. This is perfectly fine and rebalancing of Green rated stocks is not recommended. If your portfolio becomes more heavily tilted toward Green stocks because they have been going up and have become a bigger percentage of your total portfolio, allow the winners to ride. 

			However, if Yellow rated stocks become a significantly bigger portion of your portfolio—30% or higher—you may consider rebalancing into Green stocks. 

			For example, I owned TSLA, which was a Yellow rated stock for me, and the stock had a huge run becoming an outsized holding (see Tesla case study later in the book). Since the gains from TSLA pulled my Yellow stocks allocation to 30%, and TSLA was no closer to becoming a Green rated stock for me, I decided to take profit on half of my TSLA shares and rotate the funds into Green rated stocks. 

			Regardless of where your total portfolio’s market value stands at the time in terms of Green vs. Yellow stocks, the guideline for newly added money remains the same: 85% of new capital should be invested in Green Stocks and 15% of new capital should be invested in Yellow stocks. 
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			Now you know how to manage your positions over time.

			You will update your Life List regularly, paying close attention to companies that have become incrementally more or less important to you. And you will make changes to your portfolio based on these shifts in your views.

			That completes the five steps of the Life Stocks investing process. Let’s now look at a summary of the five steps and what we have done so far.

		

	
		
			Summary of the Five Steps

			You have followed the five steps. You are now a World’s Simplest Stock Picking Strategy investor! 

			Your personal life choices and preferences will hopefully lead you to the next big winning stocks. 

			To sum it all up:

			
					You created your Life List, which takes inventory of the companies you use in your life.

					You thoughtfully reflected on each product and service you use, helping to determine which companies are the most special and most likely to translate into great stocks. 

					You ranked your Life Stocks according to the guidelines discussed. 

					You put money to work, prioritizing investments in your Green rated stocks, especially those stocks most recently added to the Green group. 

					You are carefully reviewing and updating your Life List at least once per quarter, and you are adjusting your portfolio to reflect changes made to the list over time. 

			

			That is the core of the World’s Simplest Stock Picking Strategy. The five steps comprise the framework intended to help you identify and profit from some of the next big stock moves from companies you know from your personal life. 

			While the five-step process can be executed as is, there are three additional recommendations that I would urge you to follow. They can potentially help increase your gains and mitigate some of the risk inherent in investing: 

			
					Recommendation #1: Buy on market pullbacks 

					Recommendation #2: Hedge your stock picking with ETFs

					Recommendation #3: Diversify your assets 

			

			These three recommendations are important risk management tools that make me confident allocating a significant portion of my own net worth to this strategy, and it is these three recommendations that have made me comfortable sharing this strategy with family and friends, and now with you as well.

			We will discuss each of these recommendations in turn, starting with recommendation #1, to buy on market pullbacks.

		

	
		
			Recommendation #1: Buy on Market Pullbacks

			Buy low

			The most basic conventional investing wisdom is to “buy low and sell high.” It sounds simple, but it is difficult to execute. Market indexes and stock valuations ebb and flow—they go and up down—but no one knows when a pullback is coming, or how deep it will be, or how long it will last. 

			We do know, however, that these pullbacks in the market in some form and at some time will occur. They always have, and as long as there’s no radical change in human nature, the rules governing markets, or economic principles, they always will. 

			With this in mind, recognize that as a non-professional investor you have a huge advantage over your professional counterparts. This advantage is time. 

			Professional investors have to buy stocks all the time. They’re paid to invest, not hold cash, and their performance is judged against market benchmarks on a short-term basis. You don’t have to worry about that. You don’t ever need to buy stocks. If you are patient and disciplined, you can take advantage of the inevitable big pullbacks in the market. 

			As a long-term investor seeking to profit from companies over many years or decades, these pullbacks in the market can be to your benefit. Legendary investor Warren Buffett once put it well: “If you plan to eat hamburgers throughout your life and are not a cattle producer, should you wish for higher or lower prices for beef?”

			The answer, of course, is lower. The same logic holds if you plan to be a buyer of stocks. If Apple (AAPL) is a Green rated stock and you are going to be buying it anyway, you benefit from buying it when the price has pulled back because you are getting more stock for your money!

			The best buying opportunities come when everyone else is scared and selling. However, it is far easier said than done, because when everyone is scared and selling there is usually troubling news associated with the selloff that is rightfully cause for concern. And on top of that, if you are already heavily invested in the market, you are witnessing the value of your portfolio shrink, so it is mentally and emotionally difficult to double down as you are watching your life savings melt. As mentioned, it is also impossible to know how deep or long lasting a market correction will be—you never know that you are buying at the bottom—so it makes it very difficult to pull the trigger on new purchases. 

			So how do you know when it’s a good time to buy into a market pullback? 

			You won’t. Many professional investors will study valuation metrics to attempt to determine when a market is attractively priced. While valuation is important, and the principle of not overpaying for your purchases is a sound one, studying valuations is not all that practical for a non-professional individual investor. 

			Professional investors debate valuation in the market every day, with access to better and more expensive data than you are likely to have, so it is unrealistic to think you will have a better understanding of valuation than the pros. 

			And even the professionals have difficulty timing attractive entry points based on valuation. During steep market corrections, valuations are sometimes distorted because the company earnings they are based on can be temporarily unclear. During periods of economic distress, earnings are in disarray, and depending on the nature of the contraction, visibility to a recovery might be severely impaired. This makes valuation measurements a moving target and makes the timing of purchases based on valuation difficult.

			Since valuation analysis is difficult and you won’t have a competitive edge in it, the World’s Simplest Stock Picking Strategy recommends a different, more simple approach to buying market pullbacks. 

			A simple approach to buying pullbacks

			We make use of a an easy-to-follow technical indicator called the stochastics oscillator, which measures momentum in the market. While the name “stochastics oscillator” might sound daunting, you don’t need to worry. It’s very simple to use.

			There are many technical indicators, and I have tried and tested most of them at one point or another, but I have found the most effective way to achieve our goal of adding to stock positions on significant market pullbacks is through the simple use of just this one.

			Here’s why…

			The momentum of the stock market as a whole fluctuates in an almost wave-like rhythm. There is buying momentum, followed by selling momentum, followed by buying momentum, and so on. 

			We don’t know how high prices will go when there’s buying momentum, and we don’t know how low prices will go when there’s selling momentum, but we can gauge the momentum itself. 

			The stochastics oscillator is a momentum indicator that is generated by comparing a closing price of a security to a range of its prices over a certain period of time. When it is applied to the stock market over a long time horizon, it creates relatively clean up and down waves that can be observed on a chart. 

			At the bottom of the following chart, you will see the stochastic oscillator applied to the Dow Jones Industrial Average over ten years. Notice how the stochastics oscillator waves up and down. While the price chart of the Dow Jones Industrial Average over ten years marched in choppy fashion from the bottom left of the chart to the top right, the stochastic oscillator simply waved up and down on a steady scale.

			To put it simply, in order to buy low we want to be buying on the bottom of these down waves of the stochastic oscillator.

			Dow Jones Industrial Average (ten years)
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			Source: FactSet financial data and analytics.

			You can find and use the stochastic oscillator indicator on most any charting service, including free ones like Yahoo Finance and CNBC.com.

			How to use the stochastics oscillator

			If you are interested in the math behind how the stochastic oscillator operates, you can search “stochastic oscillator” on the internet and you will find a number of websites that walk you through the equation. I won’t get into that here—it is using the signal that is practically useful for us, not calculating it, so that’s what we’ll focus on. 

			In the World’s Simplest Stock Picking Strategy, we apply the stochastics oscillator to a five-year chart of the Dow Jones Industrial Average Index (the Dow) as our indicator of oversold market conditions. 

			You could use the S&P 500 index instead of the Dow—it is actually a more representative index of the U.S. market as a whole, but I have found over the years that the stochastics on a five-year chart of the Dow has worked exceptionally well in identifying near-market bottoms. 

			To view the stochastics on a chart of the Dow Jones Industrial Average on CNBC.com, as an example, simply go to the home page of the website and follow these steps:

			
					Search “Dow Jones Industrials Average” in the search box and click on it. This pulls up a summary page. 

					Click on the arrows to expand the price chart. 

					Click on “5Y” as the date range. This will generate a five-year price chart. 

					You will see just above the price chart that it says “1W.” This means the time interval between prices on the chart is one week. This is the default setting for a five-year chart, and you can leave it as is. If for some reason the time interval was changed to one month or one day, you can switch it back to one week. 

					Next, click on the “Studies” button (note that on some other charting services this is instead called “indicators”). This will open a drop-down menu, from which you should select “Stochastics.”

					When you select “Stochastics” the wave-like lines of the indicator will pop up in a box below the price chart. You can keep the default settings on the indicator, which are as follows:	Period = 14
	Field = Close
	Smooth = Checked 
	Overbought = 80
	Oversold = 20 



			

			That’s it. 

			If you are using a more advanced charting service that allows or asks for you to manually set your properties, you can set them as follows:

			
					%K periods: 14

					%K slowing periods: 3

					%D periods: 3

			

			These settings will generate a result almost identical to the default settings on the mainstream charting services. Adjusting the settings of the stochastics will change the sensitivity of the indicator. I have found that these default settings provide a sufficiently clean and useful result. So that’s what we’ll stick with. 

			You can see on the following five-year chart of the Dow that there are numbers along the Y-axis on the right side of the stochastics box, ranging from zero to 100. The important levels for our purposes are 20 and 80. You can see a line is drawn horizontally across the chart at each of these levels. 

			When the stochastics indicator falls below 20, the market is considered to be oversold; and when the indicator rises above 80 the market is considered to be overbought.

			Dow Jones Industrial Average (five years)
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			Source: FactSet financial data and analytics.

			There is certainly no guarantee that stocks will move higher from an oversold condition; they can move lower still. However, over the last five years, you can see that readings close to 20 (oversold) on the stochastics of the Dow have coincided with the biggest pullbacks and best buying opportunities in the market. What I mean by this is that when the stochastics has moved close to 20, this has coincided with a subsequent rallying of the Dow—with share prices moving higher.

			If we zoom out even further to a 20-year chart, you will see the same thing. The bottoms of these stochastics waves are aligned with all the major selloffs—including the Covid-19 pandemic, the Financial Crisis, and the bursting of the tech bubble. 

			Dow Jones Industrial Average (20 years)
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			Source: FactSet financial data and analytics.

			On average going back 20 years, the stochastics oscillator gets close to oversold territory once per year. Some years it doesn’t get there at all, and other years it gets there more than once. 

			I would note that the stochastics indicator on individual stocks often trades well below 20 or well above 80, but for the market as a whole (in this case the Dow), the stochastics don’t often get much below 20. 

			Since we are not trying to be perfect in timing the bottoms, and we don’t want to miss an attractive buying opportunity altogether, we use 30 as our oversold threshold on the Dow Jones Industrial Average chart. 

			The stochastics on a five-year chart of the market don’t move that quickly, so there’s no need to check it every day. I would recommend giving it a quick glance every two weeks or so, and if the lines are starting to move downward toward 30, begin to check it more frequently so you won’t miss when it gets there. 

			If you hear on the news that the stock market just made a new all-time high, you’ll likely have a way to go before the stochastics reach oversold. But if you hear that the stock market is crashing, you should give the stochastics a check—they could be getting close. 

			To make it really easy, you could join my free email list, as I’ll mention again at the end of the book. I’ll send an email alert when the stochastics on the Dow get to 30. 

			When the stochastics oscillator on the Dow falls to 30 or below, we buy the stocks on our updated Life List. 

			We sit back and wait, patiently, ignoring the news, and we put aside savings each month in cash that is designated for stock purchases to be deployed when the market (the Dow Jones Industrial Average) stochastics reach 30 or lower. 

			It may take a year or more for that to happen, but when it does, we take all of the cash that we accumulated and designated for stock purchases, and we invest it based on our most updated Life List at the time. For the most part, in big market-wide selloffs all stocks trade lower, so market selloffs are your best chance to buy your elite Green stocks at cheaper prices that are not a result of something going wrong with the specific company—they are simply on sale because the whole market is on sale. This is why we use the stochastics for the market index as our buying indicator for all stock purchases. 

			The stochastics on individual stocks are more volatile and do not coincide as well with market-wide discounting. They can also sometimes provide misleading signals. For instance, if the stochastics on an individual stock is oversold at a time when most other stocks in the market are overbought, it may be the result of something wrong with the company. There may be a company-specific reason that investors are selling the stock, and perhaps the oversold condition should be seen as a red flag and not a buying opportunity. 

			So, in the World’s Simplest Stock Picking Strategy, we ignore the stochastics of individual stocks and only look at the stochastics of the market as a whole to tell us when to deploy capital. 

			Using this simple strategy of putting money aside every month for stock purchases but accumulating it in cash until the market is oversold on the stochastics indictor, will allow you to buy the best stocks when everyone else is selling. It takes the emotion and the decision-making out of it. In fact, since you have been anxiously waiting to buy your Life Stocks for a year or more as you wait for the indicator to get oversold, you may even be excited to make your purchases at a time when most others are just nervously sweating it out. It is an enjoyable psychological flip! And it can lead to much bigger gains over time. 

			When a new green stock is added

			There are two possible exceptions to the buy-on-pullbacks rule. One is when you are just getting started, initiating positions in your Life Stocks for the first time. This was discussed in Step 4: Invest in Your Life Stocks. The second possible exception is when a stock is newly added to your Green rated list.

			As we discussed, when a new stock makes your elite Green list, it should be like fireworks going off. We want to act on it. 

			But what if this happens when the market is not in an oversold position? What do we do? 

			The answer is, we compromise. You can take a half position in the stock at the time it becomes Green rated, and you can set aside the other half of the capital intended for that stock in cash, to be invested once the stochastics on the market fall to 30 or below. 

			For example, if Etsy becomes a Green rated stock for you and you wish to buy $4,000 worth of it, but the stochastics of the Dow Jones Industrial Average are above 30, then buy $2,000 worth of Etsy now, and purchase the other $2,000 of it at a later time when the market stochastics fall to 30. 

			This way, you won’t be kicking yourself if the stock never looks back from when you upgraded it to Green, but you also won’t be kicking yourself if you bought into it right before a market-wide selloff makes it much cheaper. 

			Avoiding bubbles

			Waiting to buy stocks on pullbacks in market momentum, based on the use of this indicator, will also prevent you from buying into moments of market euphoria—or bubbles. At times, the market can become, as some people have called it, “irrationally exuberant,” and stock prices can rise sharply in a short period of time. It is difficult, if not impossible, to know how long this type of market environment can last or to know how high prices might go. What we do know from historical experience, however, is that if you’re caught buying stocks at the peak of these rallies, you can be in for some painful losses. 

			Being patient and disciplined—not buying stocks—during these euphoric periods may create a temporary feeling of “missing out.” As you see higher prices by the day, and perhaps your friends and family members are even talking about how much money they’re making, you might wish you had more of your own money invested. However, you will be at least partially invested, even if it’s just half positions to start, so enjoy the rally in what you do have, and be patient with new purchases. Be prudent with your savings. In the long run, you will likely be happy that you did. 
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			Now you are prepared to buy when others are selling! 

			You have learned how to use the stochastics oscillator as an indicator of oversold market conditions, and you will use it to apply discipline to your stock purchases. 

			In the next recommendation, we will discuss purchasing exchange traded funds (ETFs) to add diversification to your portfolio and hedge against your individual stock picks. 

		

	
		
			Recommendation #2: Hedge with ETFs

			You are using the World’s Simplest Stock Picking Strategy because you are interested in picking stocks and are trying to make outsized returns—returns greater than the market average. 

			But remember, humility is an important virtue not just in life, but in investing. Picking individual stocks comes with risk, and there is a chance your picks will lose money, even as the market as a whole may keep marching on to gains. 

			To hedge against your own stock picking ability, and to prevent a potentially painful future scenario where you are sitting on losses while the market itself has made gains, I recommend investing $1 in a market-tracking ETF for every $1 invested in the World’s Simplest Stock Picking Strategy.  

			If you are a risk taker and want to go all in on your stock picks, that’s your prerogative, but you may sleep a little better at night knowing that half of your equity investments are in a diversified market-tracking ETF. 

			I personally use the Vanguard Total World Stock ETF, ticker symbol VT, which tracks the performance of the FTSE Global All Cap Index, which covers both well-established and still-developing markets. The fund is globally diversified and has a low expense ratio. Since most of the companies on my own Life List are U.S. companies, the international exposure of the VT is a welcomed diversification. 

			However, if you live in the United States and do not want the international exposure, the Vanguard Total Stock Market ETF, ticker symbol VTI, also has a low expense ratio and tracks the total U.S. stock market. The SPDR S&P 500 ETF Trust, ticker symbol SPY, is also an option; it tracks the S&P 500, which is a market-capitalization-weighted index of the 500 largest U.S. publicly traded companies. When you turn on the television and hear that the market is up 1%, the SPY will likely be up in that same ballpark. 

			If you live outside the United States and do not want international exposure, you can find an ETF that tracks your home country or region’s markets. There are many ETFs offered by several reputable companies, and there is plenty of information available about them on the internet. 
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			Now you are diversified!

			You have invested $1 in a market-tracking ETF for every $1 that you’ve invested in your Life Stocks. This sets you up smartly. If your Life Stock investments turn out to be home runs, that’s great—you’ll make meaningful money on them. But if by some chance they do not, you will still have some diversified exposure to the market as a whole. 

			In the next recommendation, we will discuss allocating your savings across different asset classes—beyond just equities.

		

	
		
			Recommendation #3: Diversify Your Assets

			In addition to hedging your stock picking ability with the use of ETFs, I strongly recommend diversifying your savings beyond just equities. 

			There is an enormous amount of literature already written and widely available on asset allocation and the benefits of diversification, so I won’t go into too much detail here. But I would urge you to consider your total equity investments (your World’s Simplest Stock Picking Strategy holdings plus your ETF holdings) within the context of your total net worth. 

			It is a prudent idea to spread your wealth among several asset classes. Aside from equities this could include bonds, cash, real estate, precious metals, land, and other things. The right asset allocation for you will depend on your age, your personal circumstances, and your risk tolerance. 

			Personally, I am risk-averse by nature, so I keep a bigger percentage of my savings in cash than would typically be recommended. The reason I do that is because big, life-changing returns in equities—the kind we are trying to achieve through the World’s Simplest Stock Picking Strategy—are achieved over many years, even decades, and it is critical not to bail out at the bottoms of market pullbacks. Investment strategies and returns are ruined by forced and panicked selling during temporary market collapses. For me, having a higher-than-normal cash reserve gives me the comfort and confidence to ride out these tough times without selling. In fact, in following the World’s Simplest Stock Picking Strategy, I am buying stocks during these periods. If keeping some extra cash on hand will help you sleep better at night and help you stay invested for the long haul, then it is well worth it. 

			To make sure I have cash on hand to purchase stocks during market selloffs, I set aside a percentage of my savings each month that is designated for use in the World’s Simplest Stock Picking Strategy. At the end of every month, when my paycheck hits, I take the amount that’s left over after my bills are paid, and I divide it into different asset classes. The percentage of my savings that I add to each asset class changes based on what’s going on in my life at the time. 

			For instance, at one point, there was a several years stretch where I had a full-time job, so I was able to save money, but I had no near-term plans to make any big, significant purchases—like a home. During this period, I allocated close to 35% of my monthly savings to Life Stocks and 35% to a market-tracking ETF.

			After this period, there came a point where my wife and I decided we were going to buy an apartment. In the year or so leading up to the purchase of our home, I kept a much bigger percentage of my monthly savings in cash. You never know what’s going to happen to the market in the near-term, so if you are saving for a big, important purchase within the next year or two, it’s better to save your money in something less volatile than stocks. I did, however, still allocate at least 10% of my savings to Life Stocks and 10% to an ETF even during this period leading up to my home purchase. 

			If you want to invest for a richer future, you must prioritize putting money aside for it. You will always be able to find excuses to put off investing, so I find it best to set a rule for myself that I must allocate at least 20% of my savings to it. 

			My simple process for savings goals

			Here’s the simple process I use to keep me on track in my savings goals. As mentioned, these percentage allocations will change based on my life circumstances at the time, and I am just using round numbers for the dollar amounts to illustrate the points most clearly—these numbers don’t reflect the actual amounts of my paycheck and bills. 

			
					I determine a cash balance level for my checking account that I will keep constant. It’s a number that will be more than enough to cover my monthly bills and normal cash withdrawals, but not much more than that because I want to allocate everything above that number to more useful purposes (like investing) or for designated goals (like a down payment on a home). For this example, we will set my target checking account balance at $10,000. 

					At the end each month, my paycheck will get deposited, and my major bills (credit card and mortgage) will get withdrawn. That will leave me with a new balance in my checking account, hopefully a higher one. For example, we’ll say that my paycheck was for $5,000 and my bills (in total) were $3,000. That leaves me with a balance of $12,000 in my checking account. 

					At this time, I reset my checking account balance back to $10,000, which means that I have $2,000 that I can allocate to different purposes. Here is when I take a brief pause and consider my circumstances. Do I need to make a big, important life purchase within the next year or two? Do I have any big medical bills coming due? Am I splurging on an extra-expensive vacation soon? Is my daughter going to college soon? Am I retiring soon? The answers to these types of questions will affect the amount of money I allocate to different goals and asset classes.

					In this example, let’s assume my answer to all of the above questions is no. With no major expenses coming up and retirement still a way off, I will likely be longer-term focused with my savings and allocate a bigger percentage to equities—specifically, to the World’s Simplest Stock Picking Strategy. In this example, I will choose to allocate 50% of my monthly savings to the strategy, which equals $1,000 per month. I will earmark $500 of this for my Life Stocks and, in following Recommendation #2: Hedge with ETFs, I will earmark the other $500 for a market-tracking ETF. The remaining $1,000 of my savings (not allocated to equities) will be invested in other types of assets or saved in cash.

					I don’t just mentally earmark this $1,000 for use in the strategy, I actually transfer it at this time to my personal stock account. Get it out of sight as quickly as possible. I think this is a simple but important thing to do. If you tell yourself the money is going to be used for investing, but you don’t actually transfer it into your brokerage account, it increases the chances that you end up not following through. The obvious reason would be that you might end up spending it since it’s easily accessible in your checking account; but a more psychological reason, which you may come to realize with experience, is that it is emotionally difficult to buy stocks during steep market selloffs, so you want to set yourself up to make that action as easy as possible. 

			

			There have been times in the past where I have had intentions to buy stocks on the next big market pullback, but I didn’t actually set aside the cash in my brokerage account, and then when the big pullback did come—and the world was panicking and my existing holdings were dropping in value—I got cold feet and never ended up making the transfer or the stock purchases. 

			The better practice is to transfer the money to your brokerage account monthly, let it sit there and accumulate out of your sight, and, like a robot, know that when the buy signal in the World’s Simplest Stock Picking Strategy is triggered, you will take your cash balance down to zero as you buy the stocks from your updated Life List. 

			Allocating to other assets

			As for the rest of the savings, there are a number of other asset classes you can consider. The conventional ones, aside from stocks and cash, are bonds, real estate, land, and precious metals. Lately, cryptocurrencies have entered the conversation, but that is fiercely debatable and too far beyond the focus of this book to properly address here. 

			The traditional rule of thumb in wealth management has been to take the number 100 minus your age and invest that percentage of your savings in stocks, with the remaining percentage invested in bonds. For example, if you are 30 years old, 100 – 30 = 70, so you invest 70% of your savings in stocks and the remaining 30% in bonds. The thought process here was (and still is) that as you get older and approach retirement, you want to gradually shift your portfolio from volatile stocks to more stable, income-generating bonds. 

			The logic still holds. However, with interest rates around the globe being driven toward zero—and in some countries even below zero—that equation becomes cloudier. Bonds can be a valuable addition and stabilizing asset as you build and sustain your net worth, but it will be necessary to monitor what happens with interest rates from here. It may be worth consulting a financial advisor on this topic. 

			Real estate and land have historically been good assets to own as a hedge against inflation. Real estate in particular can be a differentiated source of income, but it can require making large down payments, taking on debt, and having to do work (if you’re a landlord). Land can be an attractive long-term asset, the price of which might rise over time as inflation erodes the value of the currency it’s priced in, but it’s not liquid (you can’t sell it quickly) and you’ll have to pay taxes on it while you wait. 

			Precious metals like gold and silver have long been considered useful assets in diversification. They have been seen as stores of value against the gradually declining purchasing power of fiat currencies. They have worked in this sense—the prices of gold and silver have risen over time as the purchasing power of most major currencies has declined—but they are speculative assets with no yield. And a good deal of their value is in their perception as stores of value; there is no guarantee that will always be the case. 

			Learning more about wealth management and asset allocation, be it through your own research or by speaking with a financial advisor, is well worth the time. Beyond just the different asset types, there are many tax-advantaged means of saving and investing, the use of which can make a significant impact over time. In the United States, these include 401(k)s, IRAs, 529 college saving plans, and many more.
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			Now you’re aware of how many eggs you have in each basket. 

			You have considered diversifying your savings across several asset classes, and you have an understanding of how much money you can responsibly allocate to the World’s Simplest Stock Picking Strategy. 

			Next, we will examine the sound investing principles underlying this strategy. The simple steps and recommendations you are following will align your actions with some practices that even the pros have trouble with!

		

	
		
			Underlying Principles

			Although the steps of the World’s Simplest Stock Picking Strategy are simple and easy to follow, there are several conventionally sound investing principles at work beneath the surface. 

			Some of them were explicitly discussed in the book while others may or may not have been apparent while we went through the steps and recommendations. I will highlight them here so that, as you execute this strategy over the years, you will be conscious of the principles at play. 

			Many of these of these principles, I would note, are ones that some professional investors spend their whole careers attempting to master, often with difficulty. Part of the value of the World’s Simplest Stock Picking Strategy is that it boils down and synthesizes these principles into a simple and easy-to-execute—and I’d even say fun—investing process.

			Let’s briefly examine the eight sound investing principles at work in the strategy. 

			1. Investing in quality companies

			The surest path to long-term investing profits is by investing in quality companies. While you will hear stories about people who made a ton of money being right about unknown stocks, recognize that these are like lottery tickets. Quality companies with pricing power that can compound earnings over a long period of time are a more certain path to profits. 

			While some followers of the World’s Simplest Stock Picking Strategy will be earlier adopters than others of new consumer products and services, for the most part, the companies that end up playing integral roles in your life are quality companies. In focusing on the truly special companies—the Green rated stocks—and allocating most of your capital to them, the strategy guides you toward investing in quality companies. 

			2. Knowing why you own what you own 

			When you invested money in your Green rated stocks, you were investing in them for a reason. You determined that they were special companies that you believed would remain important to you for a long time to come. You consciously made that decision at the time of the purchase. In following the World’s Simplest Stock Picking Strategy, you will be reevaluating that view every three months, and if it changes, so will your position in the stock.

			This helps you avoid what’s known in professional investing as “thesis drift.” Most investors purchase a stock for a reason—something convinces them to do it at the time—but as time goes on, the reason may become less clear; or worse, perhaps the reason they bought the stock turned out to be wrong, but they still own it anyway. This is something all investors should try to avoid, because if you don’t know why you own something, you can’t know when to sell it. 

			3. Riding winners and cutting losers

			Knowing why you own a stock and having a game plan for selling it allows you to practice the commonly cited investing proverb of “ride your winners and cut your losers.” A pitfall for many investors is that they become married to their existing positions, unwilling to admit they were wrong and unwilling to take a loss on a losing stock. Oftentimes, there is something causing the stock to trade lower, so the unwillingness of the owner to sell only results in further losses. 

			Conversely, investors are encouraged to stick with their winning stocks, even though it can be tempting to sell and take profit if a stock has increased significantly in value. The idea behind this is that there is probably something good about the company that is making the stock move higher, and whatever that good quality might be, it’s likely that it could continue making the stock go up. If that’s the case, you’re better off keeping the good stock that is working than taking profit and trying to find a new one that will also work. 

			While investors typically judge winners and losers based on the price action of the stock (whether it’s going up or down), in the World’s Simplest Stock Picking Strategy, we judge winners and losers based on their color rating in our updated Life List. If our opinion of the product/service warrants a Green rating, we consider the company a winner and we stick with (ride) the stock no matter how high its price might go. If our opinion of the product/service slips, we consider the company a loser and we sell (cut) the position, even if it means taking a loss. 

			4. Investing for the long term 

			Since the process leads us to “ride the winners” for as long they remain winners—which could be many years or even decades—it encourages us to be long-term investors. Conventional wisdom has and likely always will be that long-term investing is a surer path to making meaningful profit in stocks than is short-term trading. 

			Trading can be exciting, and you will hear stories about people who have made a lot of money doing it—I did it myself for many years—but it is risky and akin to skilled gambling. A lot of people lose money trading, but even if you are one of the few who make money, it is difficult to keep it up for an extended period of time. It is mentally and emotionally taxing and eventually you are bound to turn up on the wrong side of luck. If you get the itch to try trading at some point, as I once did, just recognize that it is a separate endeavor, and do not sacrifice your investing goals for it.  

			The more likely path to life-changing profits through stocks is by recognizing the next Apple or Google early enough and riding the investment for a decade or more. That’s what the World’s Simplest Stock Picking Strategy can help you do. 

			5. Recognizing special companies early 

			Everyone wishes they had bought the best companies in hindsight. Of course, the earlier you recognize a great company and a great stock, the more money you can make. That’s where the World’s Simplest Stock Picking Strategy can really help. As discussed in this book, a lot of great companies had been recognizable to you as a consumer long before it occurred to you to invest in their stocks. By following the World’s Simplest Stock Picking Strategy—updating your Life List once per quarter—you will prevent yourself from missing these no-brainer type stocks that, in hindsight, seem to have been obvious. 

			6. Being comfortable with big positions

			Once you have hopefully latched on to one of these special companies early on, in order to make life-changing profits over time, you need to be comfortable holding a big position. I can tell you from experience that it can be nerve-racking to own an outsized position in a single stock. You have a lot of eggs in one basket. But to really “beat the market” and make above average gains, you need to get comfortable doing it. 

			That’s one of the pitfalls for non-professional investors in traditional value investing based on financial analysis. I witnessed this firsthand in my own experience. When I found what I believed to be an attractive “value stock,” based on a low P/E ratio or high dividend yield or some other metric, I would only have the courage to buy a small amount of it, and I’d be reluctant to add to the position over time. These cheap stocks are usually cheap for a reason—there’s something to be concerned about—so if you don’t personally know or interact with the company, and you can’t follow developments on it around the clock like the professionals do, then it’s difficult to muster the confidence in taking a big position. 

			However, with the World’s Simplest Stock Picking Strategy, I am confident holding big positions in my Green rated stocks. I know what I am investing in, and I’ve come to my own firm conclusion that the company has something special about it. And importantly, I know that I have a process in place to reevaluate this view every three months, so I will be ready to react within a reasonable timeframe if my view changes. It requires your own belief and a reliable game plan to maintain positions big enough that they could meaningfully change your life. 

			7. Weathering volatility 

			Owning a great stock over a long period of time sounds a lot easier than it actually is. Owning a stock, even the good ones, is always a roller coaster ride. If you’re paying too close attention to the daily or weekly price swings, and if you’re basing your investment decisions on them, then it’s hard not to react to the volatility. You will be tempted to take profit when the stock rips to a new all-time high, and you’ll be tempted to sell again when it craters back to where you bought it; but neither of these is a wise decision when it comes to long-term investing. 

			In the World’s Simplest Stock Picking Strategy, you don’t even need to watch the stock prices; you are probably better off from an emotional perspective if you don’t. We invest based on changes in our Life List alone. The only price-chart related item we monitor is the stochastics indicator applied to the five-year chart of the broader market (as discussed in Recommendation #1). When this momentum indicator falls to 30 or below, indicating an oversold condition, we deploy capital into stocks based on our Life List rankings. The stochastics indicator on the five-year chart of the market moves slowly, so it’s certainly not something you need to check every day. 

			By not reacting to prices and following the steps of the strategy with discipline, you will be better able to withstand market volatility and remain invested for the long term. 

			8. Buying on pullbacks and avoiding bubbles

			Buying stocks on major market pullbacks is something every investor wants to do, but rarely accomplishes. It is more common, especially for non-professionals, that they buy into moments of market euphoria and sell into moments of panic. By following Recommendation #1: Buy on Market Pullbacks, the World’s Simplest Stock Picking Strategy sets you up to only add to positions during periods where the market is technically oversold. By following this rule, you might not only increase your long-term gains by buying stocks at discounted prices, but, importantly, you will prevent yourself from adding to positions at the peak of a market bubble. 

			By the math behind the stochastics oscillator that we use to gauge an oversold position, our buy signal won’t coincide with major market tops, which typically occur when the market is in a technically overbought condition. That is not to say stocks won’t trade lower even from the oversold condition where you bought them, but at least you won’t be buying them at momentary and irrational blow-off tops. 
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			Now you are an astute investor! 

			You are aware of the sound investing principles you are practicing, and you can have confidence in them as you execute this strategy over the years to come.

			Next, we will highlight a few case studies from my experiences that will demonstrate these principles at work. This will help mentally prepare you for the investing journey you are about embark on.

		

	
		
			Case Study #1: Google (GOOGL)

			Sticking with long-term winners 

			The ultimate goal of the World’s Simplest Stock Picking Strategy is to help you identify truly special companies and to guide you in owning them over the life of their “specialness,” which could be many years, even decades. In my own use of the strategy, there is no better example of this than Google (GOOGL).

			As mentioned earlier, Google would have qualified as a Green stock for me as early as its 2004 IPO. At the time, I was using Google’s internet search engine every day. I thought it was a fantastic service that was better than the alternatives; I would have missed it greatly if it went away; and I had a strong conviction that I would still be using it long into the future. Unfortunately, I wasn’t yet using the World’s Simplest Stock Picking Strategy in 2004 when GOOGL traded at $50 per share, but I was starting to develop and use the strategy in 2012, and that’s when I first bought Google shares at around $290 (split adjusted). 

			At that time, in 2012, Google’s services and its stock were no secret. Everyone was already using Google search, and the stock seemed to already reflect the company’s success, having appreciated 500% since its IPO less than a decade earlier. I was skeptical of buying GOOGL at the time. It just seemed to be too obvious a company, and the stock was trading near its all-time high, so it felt like an unintelligent investment. 

			In 2012, while I was starting to utilize the strategy, I was still simultaneously fixated on treasure hunting for underappreciated value stocks, scanning the market for hidden gems that investors had missed—like stocks with low P/E ratios, solid cash flows, and decent long-term business prospects. Traditional wisdom had me looking for a needle in the haystack, while what I was seeing in the price action of the market was that there was a whole bunch of needles sitting in plain sight on a tractor leaving the farm. So, I let go of my “smarter-than-the-market” ego and bought my first Google shares with the intention of holding them as long as my newly developed strategy instructed me to do so. 

			Here we are, nearly a decade later, and Google has remained a Green rated stock for me through the entire period; in fact, it’s never been dethroned from my #1 overall ranking. The stock has marched higher and higher, quite steadily, to over $2,000 per share over the ten years I’ve owned it. But, because of the strategy, I’ve never considered cashing out. Every three months for ten years, Google has firmly qualified as a Green stock for me, so the rules of the strategy have instructed me to hold the position. Not only have I held the position, but I’ve added to it on several occasions, including the Covid-19 induced market selloff in the spring of 2020. 

			My experience investing in Google is a testament to the strategy’s effectiveness. It helped me recognize the company as special, it forced me to purchase shares even though it felt too obvious at the time, it encouraged me to hold the position over a decade without taking profit, and it gave me the confidence to add money to the position even in the face of emotionally concerning market selloffs. 

			I would also note that it is the strategy that gives me the comfort to have a big sum of money (relative to my own savings) in one stock. Since I critically reevaluate my feelings about Google once per quarter as I update my Life List, I know that I will recognize a shift in my opinion about the company, and I know I will have a plan of action when that time comes. 

			If I were just evaluating my position based on price and financial metrics, I’d be confused and uncertain about what to do; and I would likely have sold some of the stock in the interest of diversification. But I have a plan—the strategy provides me with that—so I am comfortable maintaining my investment in the company. 

			I don’t know if it will be next year, or in ten years, or maybe not in my lifetime, but when the time comes that I update my Life List and Google is downgraded from Green to Yellow or Blue or nothing, I will unemotionally follow the rules and sell the position accordingly.

			Google (2012–2021)

			[image: ]

			Source: Yahoo Finance.

		

	
		
			Case Study #2: Zillow (ZG)

			Weathering volatility

			It was the spring of 2017, and I sat tired at my work desk, staring at the computer screen. 

			I needed a quick mental break, so I opened the Zillow website and scrolled through listings for beach homes, dreaming about where I might buy a vacation home one day. I realized then that this was becoming a habit for me—I was visiting the Zillow website nearly every day, sometimes multiple times a day, to scroll through its interactive map of property listings. 

			My wife and I were thinking of buying an apartment at the time, so Zillow’s online real estate market was extremely convenient for me. It allowed me to scroll through listings with ease, and with the pictures and descriptions provided, I could get a good sense for what we might be interested in without wasting time going to open houses or talking to a real estate agent. 

			But my use of Zillow was progressing beyond just practical home searching. I was starting to enjoy the site, scrolling through dream homes that I had no intention of buying—it was becoming entertainment. There were some other online real estate websites available at the time, but I liked Zillow the best and was becoming attached to it. 

			When I thought about Zillow in terms of the World’s Simplest Stock Picking Strategy, my description was this: 

			I am using the Zillow website often, nearly every day or sometimes multiple times a day. I really like it and it’s not only very useful, but it’s fun. I have no interest in replacing it with another similar website; I would definitely miss it if it went away; and, if I had to guess, I’d say I would still be using Zillow many years from now. 

			Zillow (ZG) had qualified as a Green stock. 

			I made my initial purchase of ZG in April 2017 at around $36 per share. At the time, the stock was by no means a consensus winner; in fact, the stock was trading lower than where it had been three years earlier in 2014.

			The timing of my initial purchase in 2017 seemed prescient a year later when the stock traded to $60, nearly doubling in only 14 months. The trader in me was very tempted to sell my shares or at least lock in partial profit, but the strategy kept me from doing so. As I reevaluated my Life List, Zillow still qualified as a Green stock for me—meaning I should treat the holding as a potentially long-term investment. So, I put down my itchy trigger finger and stuck with the holding. 

			Only five months later, I went from hero to zero as the stock plummeted from $60 to $30. 

			As the stock plunged back toward my initial purchase price, the trader in my once again wanted to act. This time, I feared letting a winner turn into loser, so I considered selling my entire position at $40 to avoid turning this once good investment into a loss. But again, as I reevaluated my Life List, Zillow remained a Green stock, so I set my emotions aside and stuck with the position. 

			Now, three years later, Zillow is becoming widely appreciated as the online real estate market juggernaut I thought it to be, and the stock is trading over $130 a share. It remains, as of the time of this writing, as firmly as ever a Green stock in my portfolio, and I will be likely to add to this long-term investment the next time the market reaches the oversold buy signal (as discussed in Recommendation #1). 

			Had I not been following the strategy, it’s possible I never would have purchased Zillow to begin with in 2017, but even if I had, I surely would have gotten caught up in the price volatility, and I would have either left money on the table by selling after the early price appreciation, or I would have turned a good idea into a breakeven or money losing trade by selling when the price fell back towards my purchase price.

			Zillow (2017–2021)
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			Source: Yahoo Finance.

		

	
		
			Case Study #3: Tesla (TSLA)

			Wall street can be wrong 

			It was december of 2018, and I was walking with my wife through a small Tesla showroom in the mall. I sat down in the driver’s seat of the floor model vehicle, and I looked out the window and said to my wife, “Wow, I’d really love to get one of these.” 

			It was unusual for me to have that feeling of want for a big-ticket consumer item. I’m generally a pretty minimalistic guy, but there was something cool and unique about the Tesla, and I wanted to drive one.

			At the time, Tesla vehicles were well known and gaining popularity, but the stock was not. Several prominent analysts and banks on Wall Street had sell ratings on the stock with price targets well below where it was trading. The bear case on the stock was predicated on a few things. 

			First, Tesla’s auto deliveries growth had slowed in recent quarters and there was fear that the introduction of electric vehicles by traditional car companies, like General Motors, would lead to a more competitive environment and permanently lower market share opportunity for Tesla.

			Second, there was concern around Tesla’s cash flow and whether the company might need to tap the capital markets for debt or equity. Tesla needed to invest a lot of money in the production of its new vehicle as well as in its autonomous driving technology, and there was fear that the company wouldn’t be able to generate enough cash from its operations to fund these investments. 

			Lastly, many investors believed the valuation of the company was too high. The company was not profitable at the time, so there was little visibility to valuing the stock based on earnings, and valuations based on future sales were just pie-in-the-sky guesses. 

			All of this gave me pause in late 2018 when I added Tesla to the “Want But Don’t Have” category on my Life List. When I thought about the product—Tesla’s electric car—I had noted:

			I would love to get a Tesla—I think it’s the most unique car on the road and looks like it’d be a ton of fun to drive. It’s probably one of the coolest things invented in a long time. The way I see it right now, it’s like the iPhone of electric vehicles: others will try to copy it, but there will always just be Tesla and then everything else. That said, I am not close to purchasing one because I don’t have anywhere to charge it, I often take long trips beyond the current battery range, and it’s pricey. 

			I determined, based on this assessment, that the stock belonged in my Yellow rated group. 

			As discussed in Step 4: Invest in Your Life Stocks, 15% of new money added to the strategy can be invested in Yellow stocks. You don’t need to have a position in all of your Yellow stocks, but the strategy allows for and encourages the purchasing of some of them. 

			As I looked through my list of  Yellow stocks, Tesla stood  out to me as one of the more unique and exciting companies within the group, so despite the Wall Street warnings and my own skepticism based on the financials, I initiated a position in the stock at around $65 (split adjusted).

			At the time of the purchase, I wasn’t convinced that Tesla would be a long-term holding like Google had been for me, but I thought it could be, and I trusted that the strategy would guide me in cutting the position at some point if my views of the product changed. 

			The stock has since ripped from $65 to over $700, a better than 1000% return in a little more than two years. The company (and the stock) has become a cult-like favorite. The analysts got this one wrong, but the World’s Simplest Stock Picking Strategy got it right. 

			As the stock was in the midst of its exponential rise, I had the urge to take profit several times. Even though I liked the company, I could never imagine or justify it trading so high in such a short period of time. But I followed the strategy and did not allow the day-to-day price changes in the stock to influence my decisions. 

			The price did, however, trigger an action when it rose to such an extent that the percentage of my holdings in Yellow stocks had become outsized. As discussed in Step 5: Manage Your Life Stocks Portfolio, if Yellow rated stocks become significantly bigger in your portfolio than the 15% target—30% is the general rule—than you may consider rebalancing into Green stocks. 

			And that’s what I did in December of 2020. Tesla had risen from $65 to $632 and had become a much bigger holding than I ever anticipated. As I looked at my portfolio, Yellow stocks had reached the 30% weighting threshold, and the size of my position in Tesla felt too disconnected from its ranking in my Life List. 

			When I critically reevaluated my Life List toward the end of that quarter, Tesla was still firmly a Yellow stock. My opinion of the product had not changed one bit from the description I had written two years earlier. So, while it still qualified as Yellow stock that I could own some of, it was no closer to becoming a Green stock that I should I own a lot of. I decided then to sell half of my shares and rotate the profit into Green stocks. 

			Should Tesla’s meteoric rise continue, I’ll still own some stock and could end up taking more profit again to rebalance my portfolio. On the other hand, if the stock turns out to be a bubble and comes crashing down, I will have already locked in significant gains. I am not going to guess what scenario will play out, I will just let my quarterly Life Lists and the strategy guide my actions.

			Tesla (2018–2021)
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			Source: Yahoo Finance.

		

	
		
			Case Study #4: Under Armour (UAA)

			Taking losses is okay

			It was 2015, and I had been updating my workout wardrobe with mostly Under Armour apparel. I loved the moisture wicking T-shirts and running shorts, and I thought the brand was cool. I had become convinced that I’d be an Under Armour customer for a long time to come. That’s when I bought the stock at around $40 per share.

			I had gotten somewhat complacent with my quarter-to-quarter critical assessment of the product and kept it as a Yellow rated stock for the better part of two years. But then, as I thought long and hard about my feelings for Under Armour’s products, I began to feel that I had overestimated its importance to me. 

			The last couple of workout shirts I had bought, in 2017,  were actually Nike shirts, and they were more or less of  equal quality. I noticed similar shirts and apparel from others too, like Adidas, Puma, Reebok, and even private label brands at various retailers. Perhaps Under Armour wasn’t that special to me, I realized, and I questioned whether I’d even be buying the brand a year from then, let alone far into the future. 

			So, I downgraded UAA from a Yellow rated stock to a Blue rated stock, and in following the rules of the strategy, I sold the entire position at around $20 for a 50% loss. 

			While it is always painful taking a loss, it is important to remember that it is a necessary part of every active investor’s process. Being able to take a loss is an ability that all successful investors must teach themselves through tough experience, often with great emotional stress. When I was trading and investing based on numbers, news, and technical analysis, the decisions to cut losers and accept financial losses were often difficult. It brought with it a sense of anxiety and a strong doubting of my own decisions, but, with time, I became able to manage my emotions and cut losing position in stoic fashion. 

			One of the great benefits of the World’s Simplest Stock Picking Strategy is that it will guide you in cutting losses without having to toil over your decision. You won’t obsess or stress over your interpretation of day-to-day news or the price action in the stock; rather, you will calmly and thoughtfully reevaluate your Life List once every three months. Should your opinion of a company’s product or service change and warrant a ratings change, then so be it—you will follow the rules set forth. 

			It still may be difficult to stomach the loss even if you’re just following the strategy’s rules, but remember, a loss can only be for a maximum of 100%. With this strategy, we hope, over time, to catch a few big winners in excess of 500%, or even over 1000%, and the gains from a few great investments like that will far outweigh your much smaller losses.

			Under Armour (2015–2021)
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			Source: Yahoo Finance.

		

	
		
			Case Study #5: Etsy (ETSY)

			Recognizing special companies early 

			It was the summer of 2020, and my wife and I had basically been self-quarantined at home for months because of the Covid-19 pandemic.

			As I was reevaluating my Life List, I leaned back in my chair and asked my wife, “Hey, have we been buying or using anything new the last few months?” She thought about it for a moment and replied, “Yeah, I’ve been buying a ton of stuff on Etsy.” I had never heard of it.

			Etsy, I came to find out, is an online marketplace focused on handmade, small batch, and customized items, across categories including jewelry, bags, clothing, home décor and furniture, toys, art, as well as craft supplies and tools. Many of the sellers on the website are simply individuals making and shipping cool things from their homes. 

			A few months went by and my wife’s usage of the marketplace really ramped up, and I began looking at it from time to time as well. We were ordering lots of clothes and toys for my daughter, including items made from organic and natural materials that we could not find elsewhere; and we were also ordering lots of gifts for other people because of the unique ability to contact sellers/artists about having things personalized and customized. 

			It got to the point where not only were we buying a lot of things from the website, but we were spending a lot of time on it. Searching the website became an almost daily habit for my wife, and she was not only looking at products, but she was also messaging with the sellers as if they were friends about ideas for custom made items. I was amazed by their interactions—it was highly unique and unusual for us to buy things this way, but we (especially my wife) loved it. 

			When I updated my Life List in the fall of 2020, Etsy became a Green rated stock for me as I wrote the following description:

			My wife and I (especially my wife) have been browsing the Etsy website several times a week over the last few months. We have used it to buy thoughtful, personalized gifts, and we have used to it find organic clothing items that we could not find anywhere else. We really like the platform, we suspect we will be using it for a long time to come, and we would be disappointed if it went away. 

			At that time, with the stock becoming a newly anointed Green stock, I initiated a half position in it at around $140 per share. The stock has gone up sharply since then in a short amount of time, to over $200 per share, but who knows if those gains will last. A quick profit is not the intention. The intention here—and one of the main goals of the strategy—is to invest in potentially special companies earlier than you would have normally recognized them. 

			Had I not been keeping a quarterly updated Life List where I reevaluate all the products and services I use, I probably would not have thought of Etsy as an investment until much later on. It is far too early to tell if this will become a long-term, home run stock, but at least there will be no hindsight regrets. I won’t look back, like I did on Amazon and Apple, and think, those were obvious ones that I missed.

			Etsy (2020–2021)

			[image: ]

			Source: Yahoo Finance.

		

	
		
			Stay in Touch

			You are now prepared to execute the World’s Simplest Stock Picking Strategy and hopefully profit from some of the world’s most exciting companies… while having some fun doing it! If you would like to follow along as I execute the strategy for myself, you can send me an email at EdRyan.Stocks@gmail.com requesting addition to my email list. It’s free. 

			Once per quarter I send out my own updated Life List, and I highlight any changes that I have made to my portfolio based on it. This is not meant to influence your own Life List or execution of the strategy, but simply so that you can follow along with me and hopefully find some encouragement in managing your own portfolio.

			Additionally, I send an email whenever the stochastics oscillator on the Dow Jones Industrial Average falls to 30 or below, the condition at which I add new money to existing positions. As discussed in Recommendation #1, you can track the stochastics on your own using any number of free charting services, but to make it easy for my followers, I send an emailing flagging when the buy signal has been triggered. 

			I won’t be blasting out my Life List to Twitter, but feel free to follow me on there too. My handle is @EDWRYAN.

			Hope to stay connected. Happy investing!

			—ed

		

	
		
			Glossary

			Terms and concepts mentioned in the book, described in my own words. 

			Activist investor

			An activist investor is typically an investment fund that buys a significant stake in a public company in order to influence how the company is run. They sometimes pressure the company’s management team to make changes in the business that they think will increase the value of the stock. 

			Assets

			Assets are things you own that have value. For wealth management purposes, these assets are usually things that could be sold relatively easily and turned into cash, like stocks, bonds, real estate, land, and precious metals. In the World’s Simplest Stock Picking Strategy, our focus is on stocks, but in Recommendation #3 I discuss and encourage the diversification of your net worth into several asset classes. 

			Benchmarks

			The performance of professional money managers is often judged against a benchmark, such as the S&P 500 index. A fund manager’s portfolio might be up 10% in a year, but if the market as a whole is up 15%, then the manager does not deserve that big bonus check. You can invest in an S&P 500-tracking ETF for a very low fee, so for a money manager to justify charging a higher fee for their ability to pick and manage stocks, they will be expected to generate returns above the market average. 

			Bonds

			Bonds are debt that gets paid back with interest. If your friend asks you to borrow $100, and in exchange they hand you an IOU (I owe you) promising to pay you back $110 a year from now, then they are essentially giving you an unofficial bond. That piece of IOU paper you’re holding, with a promise to get back your initial amount of money ($100) plus interest (in this case, 10%), is the same concept as when companies and government formally issue bonds and take on debt. 

			Brokerage account

			A brokerage account is an investment account that allows you to buy and sell a variety of investments, such as stocks, bonds, mutual funds, and ETFs. 

			If you don’t already have a brokerage account, you will need to open one to buy stocks and execute the World’s Simplest Stock Picking Strategy. It is simple to create an account and there is plenty of information available on the internet about how to do it. I’d just advise opening one with a reputable company. 

			Bubbles

			In investing, a bubble refers to a scenario where the price of an asset rises so high that its value cannot be justified by any reasonable financial analysis. Bubbles have occurred from time to time throughout history and across different assets classes. 

			One of the most famous financial bubbles is the Dutch Tulip Bubble of the 1600s when, at the height of the market, the rarest tulip bulbs traded for as much as six times the average person’s annual salary. More recent bubbles include the U.S. Housing Bubble which led to the Financial Crisis of 2008, the Dotcom Bubble in U.S. internet stocks in the late 1990s, and the Japanese Real Estate and Stock Market Bubble of the late 1980s. 

			All investors should be on guard against buying assets into the peak of bubbles. In the World’s Simplest Stock Picking Strategy, we try to protect ourselves by only adding to existing stock positions during periods where the market is in a technically oversold condition, as discussed in Recommendation #1. 

			Cash

			Cash is money. It is legal tender, it is the paper dollars in your wallet, it is the number you see as the balance in your bank account. Cash is the simplest, most broadly accepted and reliable form of payment. 

			Competitive advantage

			A competitive advantage is your edge versus the competition. It is something unique to you (or a group of people, or company, etc.) that you can use to your benefit to outperform others in a task. 

			If you are seven feet tall, you probably have a competitive advantage over your five-foot friend in basketball. For a company, it could be some factor that allows it to produce goods or services better or more cheaply than its rivals. For example, McDonald’s can probably buy hamburger meat cheaper than your local food truck can because of how much they order; this allows Mickey D’s to sell their burgers for cheaper prices than most others—that’s a competitive advantage. If the food truck wants people to buy burgers from them instead of McDonald’s, it’s likely not going to be able to sell them more cheaply, so it’ll have to create its own edge, like offering a better quality burger.

			In the World’s Simplest Stock Picking Strategy, I argue that the non-professional investor’s competitive advantage is their intimate knowledge of the products and services they use in their own lives. Professional investors often have advanced degrees in math and finance, they have access to expensive data, and they devote themselves full-time to analysis—you are unlikely to have an edge against them in traditional investment analysis. 

			You do, however, spend a great deal of time and energy, perhaps more than you realize, analyzing the quality of products and services as you decide how to allocate your time and money. This type of analysis is also relevant to investing, and the World’s Simplest Stock Picking Strategy helps you use it to your advantage. 

			Concentrated portfolio

			A concentrated portfolio means you have a significant percentage of your dollars invested in a relatively small number of stocks. 

			Some investment funds own hundreds of stocks in a single fund, spreading out the fund’s money broadly and thinly in the interest of diversification. Concentrated portfolios, on the other hand, might only own around ten stocks that the fund manager has high conviction in. 

			In the World’s Simplest Stock Picking Strategy, we lean toward having a concentrated portfolio, where our capital is weighted heavily toward our select, Green rated stocks. We achieve diversification by investing $1 in a market-tracking ETF for every $1 invested in the stocks from our Life List. 

			Cryptocurrencies

			A cryptocurrency is a digital or virtual currency that is secured by cryptography, which makes it nearly impossible to counterfeit or double-spend. Many cryptocurrencies are decentralized networks based on blockchain technology—a distributed ledger enforced by a disparate network of computers. 

			The most well-known and publicized cryptocurrency at the time of this writing is Bitcoin. Part of the appeal, to some people, in Bitcoin and other cryptocurrencies is that they are not issued by governments or any central authority. This theoretically makes them immune to government manipulations, such as the practice of decreasing a currency’s purchasing power by increasing the supply of money.  

			Diversification

			Diversification is not keeping too many of your eggs in one basket. In finance, it is the process of allocating capital in a way that reduces exposure to any one particular asset or risk. 

			If you have $1,000 to invest in stocks, a portfolio consisting of ten different stocks, each with $100 invested in them, would be more diversified than a portfolio where you invested all $1,000 in a single stock. 

			In wealth management, it is considered wise to diversify beyond just stocks. It is recommended that, based on your age, risk tolerance, and life circumstances, you consider spreading your net worth among different asset classes—which might include cash, stocks, bonds, real estate, land, and precious metals. 

			Efficient markets

			Efficient markets mean that the participants in the market are effective at quickly and logically factoring in all known information into the prices of assets. 

			There is a debate about the efficient-markets hypothesis in academia. Some would argue that since markets are efficient and all known information is already priced in, it is impossible to outperform the market on a risk-adjusted basis. Others would argue that what makes markets mostly efficient is that skilled investors are in fact finding and correcting the mispricings in the market. And still others would argue that markets are mostly efficient, but investor sentiment and psychology can cause prices to temporarily swing too far from reality. 

			The World’s Simplest Stock Picking Strategy acknowledges that there is some truth behind all three of these views. Since most of the financial analysis is already priced in, what’s left in finding great long-term stocks is the ability to identify the companies that are resonating most with ever-changing consumer preferences—and that’s something you can do well. 

			It does appear that investor sentiment and psychology can cause exaggerated swings in the market from time to time, both up and down. To account for this, in Recommendation #1 I suggest using a simple technical tool to help prevent you from buying stocks during moments of market euphoria, and to help you muster the courage to step in and buy stocks during moments of market-wide panic. 

			Equities

			Equities are stocks. These two words are sometimes used interchangeably in finance. Both represent the ownership in a company and are traded on the stock exchanges. 

			Exchange traded funds (ETFs)

			An exchange traded fund, often just called “ETF,” is a type of security that tracks an index, sector, commodity, or other asset, but which can be purchased or sold on a stock exchange the same as a regular stock. 

			There are ETFs that track the stock market as a whole, so for people who want to invest in the stock market but don’t want to pick individual stocks, an ETF is as easy as it gets. If you buy an ETF that tracks the entire U.S. stock market, and you hear on the news that the market is up 1% today, then your ETF is probably up about 1% too. The fees are low on these securities because you are not paying a fund manager to make decisions – the ETF is simply tracking the price of the market. 

			In Recommendation #2 of the World’s Simplest Stock Picking Strategy, I recommend that for every $1 invested in the strategy, another $1 gets invested in a market-tracking ETF. This is simply for conservatism and diversification; it is to hedge against the possibility that your stock picks are wrong. It will prevent the potentially painful future scenario where the stock market grinded higher over time, but your individual stock picks did not.

			On the flip side, it’s possible that your individual stock holdings will far outperform the general market, in which case you might wish you had gone all in on them, but it’s generally wiser to take the conservative route. 

			Expense ratio

			When you invest in a mutual fund (a stock fund managed by a professional) or an ETF (a fund that tracks an index) you pay a fee. That fee is known as the expense ratio—it measures how much of a fund’s assets are used for administrative and other operating expenses. ETFs have lower expense ratios than mutual funds because you’re not paying a team of investment professionals to conduct analysis and actively manage the portfolio. 

			Financial analysis

			Financial analysis is number crunching. It’s the assessment of the viability, stability, and profitability of a business. It is often performed using ratios and other techniques that make use of information taken from financial statements and other reports.

			This is how the professionals invest. Think of an analyst sitting in front of an Excel spreadsheet, filling in past results and future estimates for sales, margins, earnings, and so on, in an attempt to value a stock.

			In the World’s Simplest Stock Picking Strategy, we thank the pros for their work because it means we don’t have to do it. Since the professionals are quickly and effectively pricing in the data, your time is better spent focusing on which companies are offering the products and services that are special enough to command pricing power over time. 

			Hedging

			Hedging means protecting yourself from an undesirable outcome. Formally, in finance, a hedge is an investment that is made with the intention of reducing the risk of adverse price movements in an asset. There are various types of financial securities, some of them complex, that professional money managers use to hedge their portfolios in different ways. 

			In the World’s Simplest Stock Picking Strategy, we simply hedge against our own stock picking ability. We protect ourselves from the potentially painful future scenario where the stock market as a whole continued to grind higher, but our individual stock picks did not. To obtain this protection, I’ve established a rule to invest $1 in a market-tracking ETF for every $1 we invest in our Life List stocks. 

			Investing versus trading

			When we speak of investing versus trading, the difference is mostly in the intent and the time frame. Investing is longer-term focused—you are looking to become an owner in a great business, and you hope to own it and reap profits over a long period of time. Trading, on the other hand, is shorter-term focused—you are looking to make a quick profit on a bet that a stock will go up or down in the somewhat near future (days, weeks, months).

			In the World’s Simplest Stock Picking Strategy, our intent is to be investors. We aim to identify and purchase great companies, and we hope to own them for a long period of time. That said, we let reality dictate our actions, not duration. If a company becomes less special to you, we will cut the position whether it’s been owned for three months or three years. 

			Monopolistic

			A monopolistic environment is one in which a person or business has exclusive possession or control of something. For example, if the government says only one company can run a railroad in a region, then that railroad will have a monopoly in that region. The implication of this is that the railroad can keep raising prices and the customers can’t do anything about it because there’s only one train for them to ride. The railroad would have pricing power, not because it is offering a product or service better than competitors, but because it has no competitors.

			There are not many monopolies in free market economies, so pricing power must be earned by creating and maintaining a product or service that is truly unique and differentiated. 

			Net worth

			This is the dollar calculation of your individual wealth. If you take everything you own (cash, stocks, bonds, real estate, land, precious metals, etc.) and subtract how much you owe (mortgage, student loans, credit card debt, etc.), that’s your net worth. 

			Overbought and oversold

			These are two common phrases you’ll hear in conversation about stocks. Overbought means a stock has risen too high too fast, while oversold means a stock has fallen too low too fast. However, these statements can be based on different indicators and analyses, so they are open to interpretation. There are several different technical and fundamental indicators that analysts could point to in order to claim a stock is overbought or oversold. 

			In the World’s Simplest Stock Picking Strategy, we use the stochastics oscillator applied to the 5-year chart of the Dow Jones Industrial Average as our indicator of overbought and oversold markets, as discussed in Recommendation #1. 

			Pricing power

			Pricing power is a company’s ability to maintain profitable prices even in the face of direct competition. It requires a special or differentiated product or service to maintain pricing power over time. For example, if you created the first cell phone you might be able to sell it for $500. But competitors will see this and create their own cell phones, selling them for less, perhaps for $250. For you to maintain the $500 price tag on your phone and not lose customers to the cheaper one, you’ll have to make sure your phone is more special and more loved by customers. If it is, you might even be able to raise the price to $600 and people will still pay for it.

			Pricing power is critical to generating strong earnings over time—it is also a quality that you can detect as a consumer—that’s why it is a focus of the World’s Simplest Stock Picking Strategy. 

			Precious metals

			Precious metals are metals that are rare and have a high economic value, due to various factors, including their scarcity, use in industrial processes, and role throughout history as a store of value. The most popular precious metals with investors are gold, platinum, and silver.

			Public versus private companies

			A public company has a stock that trades on an exchange; a private company does not. The ownership of a public company is organized (divided into) shares of stock which are freely traded on a stock exchange. This makes investing (buying ownership) in the company easy and accessible to normal people. 

			The World’s Simplest Stock Picking Strategy focuses on public companies because it is easy to buy and sell their stocks. However, it is worth keeping an eye on private companies that you use because they could decide at some point in the future to “go public” and make their shares accessible. 

			Real estate

			Real estate is property. It is the land plus anything of value on it, including water, trees, minerals, buildings, homes, fences, and bridges. 

			Riding winners and cutting losers

			This is a commonly used phrase to describe what’s considered a sound trading/investing practice of staying invested in your stock holdings that are making money while exiting your stock holdings that are losing money. 

			A pitfall for many traders and investors is that they become married or biased toward their existing positions, unwilling to admit they were wrong and unwilling to take a loss on a losing stock. Oftentimes, there is something causing the stock to trade lower, so the unwillingness of the owner to sell only results in further losses. 

			Conversely, traders and investors are encouraged to stick with their winning stocks, even though it can be tempting to sell and take profit if the stocks have increased significantly in value. The idea behind this is that there is probably something good about the company that is making the stock move higher, and whatever that good quality might be, it’s likely that it could continue making the stock go up. If that’s the case, you’re better off keeping the good stock that is working than taking profit and trying to find a new stock that will also be a good investment. 

			In the World’s Simplest Stock Picking Strategy, we fully embrace the concept of sticking with great companies over long periods of time. Owning special companies over many years (even decades) can lead to meaningful, maybe even life-changing profits. And if you’re holding stock in companies that are not special, you are not only risking losses, but that money is missing out—it could be reallocated into the special companies—so the losers should be cut. 

			Split adjusted

			This is the price of a stock after accounting for stock splits, which are when a company divides the existing shares of its stock into multiple new shares. This changes the price of a share of stock but not the total value of the company or your holdings. 

			For example, imagine a company’s stock is trading at $100 per share and you own two shares of it, which equals $200. The company, at some point, decides to do a 2-for-1 stock split, where they divide all the existing shares by two. After the split, the stock will trade at $50 per share, but you will own four shares of it, which still equals $200.

			There are few reasons a company might decide to do this. Sometimes it is done to increase liquidity in the stock. Other times it’s done to lower the price of a single share for the purpose of making it a more accessible investment for the general public. For instance, if a stock is trading for $2,000 per share, a lot of normal people won’t buy it because they don’t make $2,000 investments. However, if the company does a 10-for-1 stock split, making a single share worth $200, then it becomes accessible to smaller investors.  

			Stochastics oscillator

			A stochastic oscillator is a technical momentum indicator comparing a particular closing price of a security to a range of its prices over a certain period of time. It is used to gauge overbought and oversold conditions in the security it is applied to.

			In the World’s Simplest Stock Picking Strategy, we use the stochastics oscillator applied to the broader stock market as our indicator of overbought and oversold markets, as discussed in Recommendation #1. 

			I use the Dow Jones Industrials Average as my broader market index. To view the stochastics on a chart of the Dow Jones Industrial Average on CNBC.com, as an example, simply go to the home page of the website and follow these steps:

			
					Search “Dow Jones Industrials Average” in the search box and click on it. This pulls up a summary page. 

					Click on the arrows to expand the price chart. 

					Click on “5Y” as the date range. This will generate a 5-year price chart. 

					You will see just above the price chart that it says “1W.” This means the time interval between prices on the chart is one week. This is the default setting for a 5-year chart, and you can leave it as is. If for some reason the time interval was changed to one month or one day, you can switch it back to one week. 

					Next, click on the “Studies” button (note that on some other charting services this is instead called “indicators).” This will open a drop-down menu, from which you should select “Stochastics.”

					When you select “Stochastics” the wave-like lines of the indicator will pop up in a box below the price chart. You can keep the default settings on the indicator, which are as follows:	Period = 14
	Field = Close
	Smooth = Checked 
	Overbought = 80
	Oversold = 20 



			

			That’s it. 

			If you are using a more advanced charting service that allows or asks for you to manually set your properties, you can set them as follows:

			
					%K periods: 14

					%K slowing periods: 3

					%D periods: 3

			

			These settings will generate a result almost identical to the default settings on the mainstream charting services. Adjusting the settings of the stochastics will change the sensitivity of the indicator. I have found that these default settings provide a sufficiently clean and useful result. So that’s what we’ll stick with. 

			Stocks

			A stock (also known as equity) is a security that represents the ownership of a fraction of a corporation. This entitles the owner of the stock to a proportion of the corporation’s assets and profits equal to how much stock they own. Units of stock are called “shares.”

			Technical indicator

			Think price charts. Technical indicators are pattern-based signals produced by the price, volume, and/or open interest of a security. Traders will often apply several technical indicators to a stock’s price chart to help them make decisions about when to buy and sell. 

			In the World’s Simplest Stock Picking Strategy, we only use one technical indicator. We use the stochastics oscillator applied to the 5-year chart of the Dow Jones Industrial Average as our indicator of overbought and oversold markets, as discussed in Recommendation #1. 

			Valuation

			The valuation of a company is its worth. There are many methods that analysts use to value a company’s stock. One of the most common is a multiple that is applied to the projected earnings. This may sound complicated, but it’s not. Imagine you owned a food truck that will likely earn you $50,000 in income this year. If someone approached you and offered to buy your food truck business for $50,000, you’d think, it’d be nice to get $50,000 in a lump sum, but that’s only one year’s worth of work, and then what I am going to do? You may decline the offer. But if instead, the person offered you $250,000 to buy your food truck, you’d think, that’s five times what I’ll earn this year. If both you and that person believe that’s a fair deal, and you make it, then your food truck is valued at five times your expected annual earnings, which equals $250,000. That “five times” is what’s referred to as the earnings multiple. 

			Volatility

			Volatility is how much the price of something moves around. In the stock market, volatility is often associated with big swings in either direction. For example, if the market is in a turbulent period—moving up 2% one day, then down 3% the next, and so on—it is called a “volatile” market.

			Volatility in the market can cause investors to make emotionally driven decisions. The World’s Simplest Stock Picking Strategy is designed to guide you in looking past market volatility. 

			Wealth management

			Wealth management goes beyond just managing your stocks; it is managing your whole net worth. It requires taking a holistic view of your life, including not only your current net worth, but your current life circumstances and your goals for the future. Based on these factors, your wealth is diversified across different asset classes, which might include cash, stocks, bonds, real estate, land, and precious metals. Proper wealth management also considers potential tax-saving actions and estate planning. 
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