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Chapter 1

Stock Market Essentials

“The point of investing, after all, is not to have a great story to tell; the point of investing is to make money with
limited risk.” Seth Klarman, CEO and Portfolio Manager of the Baupost Group

“The best investment you can make is an investment in yourself...The more you learn, the more yow'll earn.”
Warren Buffett, CEO and chairman of Berkshire Hathaway

Before we dive into a detailed review of the QQQ and its related investment vehicles, it’s essential to
grasp important stock market truths. Many misconceptions about investing and trading circulate in
the public domain, and it’s important to set the record straight. I want to give you a heads-up in this
chapter. It is long and packed with information about the stock market. It may feel overwhelming. If
you have extensive experience in the stock market, you might choose to skip it for now and return to
in later. Otherwise, dig in and benefit from this primer.

The stock market has fascinated and challenged investors ever since stocks first became listed in the
United States on May 17, 1792, when 24 brokers signed the Buttonwood Agreement. Fast forward over
230 years, and the NYSE, Nasdagq, and other exchanges now list thousands of stocks available for
anyone to invest in or trade using a brokerage account. Mutual funds, which dominated the investing
scene from the 1950s to the early 2000s, now control around $26 trillion in assets. Recently, ETFs have
taken center stage due to their numerous benefits and lower costs. One common thread in investing
is the cycle of shifting between bull markets and bear markets. It’s crucial to avoid getting caught in
a bear market, as the repercussions can be severe. Let’s take a closer look at these significant events.

Understanding this background will better prepare you for my recommendation to consider QQQ
for your portfolio. In my opinion, it is a strong, worthy, and exceptional ETF. I expect it to deliver
above average annualized returns in the coming decades, thanks to its innovative roster of companies.
However, QQQ does come with increased volatility and risk. As we all know, risk and reward are
closely connected; one does not exist without the other. You should never take on more risk
than you can handle. Additionally, implementing defensive measures is crucial to guard against
significant market declines.

BULL AND BEAR MARKET CYCLES

“Markets trend only about 15% of the time; the rest of the time they move sideways.” — Paul Tudor Jones.
American billionaire hedge fund manager

To navigate the inevitable the stock market ups and downs, you need to understand the lengths,
magnitudes, and recovery times of these market cycles. A safety belt and helmet can help during
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The QQQ & TQQQ ETF Profit Machine

turbulent times, whether in booming bull markets like the late 1920s, 1950s, or 1990s, or during
the four severe bear markets starting in 1929 and 1937, along with two that took place from 2000
to 2009, where losses exceeded 50% in each case. Just think about the market drop from August
5 to 9, 2024 (Table 1.1). On that Monday, the market closed significantly higher than its intraday
lows. The market rallied the next day, only to decline again on August 7. Such rapid one-time price
decline can lead to further declines, though in this instance, the market rebounded shortly after.

Table 1.1 Market Performance Week of August 5, 2024

IMajor Average Performance

8/5/2024 8f6/2024 8/7/2024 8/8/2024 8/9/2024

Closing Point Percent Closing Point PerceniClosing Point Percent Closing Point PerceniClosing Point Percent

Price fMove Change Price lMove Change Price Move Change Price fMove Change Price Move Change
S&P 500 5,186 5,240 54 1.04% 5,200 5,319 113 2.29% 5,344 25 0.47%
Dow-lones Ind. 38,703 38,9398 295 0.76% 28,783 33,446 653 1.75% 35,432 520 0.13%
Nasdag Comp. 16,200 16,367 167 1.03% 16,196 16,660 484 2.86% 1g, 745 835 0.05%
Masdaq-100 17,895 18,078 183 1.02% 17,867 12,414 547 3.08% 18,274 40 0.02%

Various factors contributed to wild market fluctuations throughout 2024: world news, economic
reports, the U.S. presidential election, and a significant one-day dive in the Japanese Nikkei Index of
over 12%. Those of you who pay close attention to the stock market, particularly leading technology
stocks like Apple, Amazon, Microsoft, and Google during their early years, likely remember the
volatility of that period, especially during the dual bear markets in the 2000s, 2022, and March and
April 2025.

Clearly, being on the right side of the market is crucial for your portfolio’s growth, as missing out can
result in losing all or a significant portion of the gains earned during bull markets when bear markets
are encountered. Buy-and-hold investors endure all the bear market drops and corrections, hoping
to eventually recoup their losses in future years. But, sometimes it can take years or even decades for
full recovery. For instance, it took until 1954 for the market highs to be reached after the 1929 crash.

Definition of Common Terms

Let’s clarify common terms related to major market movements. Understand that the percentages
mentioned here defining the market conditions are not “magic” numbers that should be taken as
gospel. They have come into existence over many years, and they could easily have been calibrated
differently without any major consequence. There are long-term secular bull and bear markets that
occur over decades, as well as cyclical ones over shorter time periods, that can exist inside the secular
ones.

A bull market is one that has increased by 20% or more from its most recent low, as measured by
benchmarks like the S&P 500 Index, Dow Jones Industrial Average (DJIA), and Nasdaq Composite
Index. Conversely, a bear market occurs when it has declined by 20% or more from its last peak.
Normal intra-year moves typically range from 5% to 9%, which can happen two to four times a year,
or not at all in rare cases.
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Stock Market Essentials

A stock market correction is categorized as a decline of 10% to 19%. Smaller declines can sometimes
trigger larger ones, so it’s vital to have a pre-determined exit strategy to protect your capital when a
decline hits your sell criteria, especially if you are a self-directed investor or trader.

Lastly, market drops of about 50% or more are considered stock market crashes. However, there is
no universally accepted percentage that defines a crash. There have been five crashes since 1928,
according to Bloomberg data, with an average duration of 648 days, but with a wide range of 390 days
(1937 t0 1938) to 929 days (2000 to 2002) as follows:

e April10,1930 to June 1, 1932 (83%)

»  March 6, 1937 through March 31, 1938 (54.5%)

» January 11, 1973 through October 3, 1974 (48.2%)
¢ March 24, 2000 through October 9, 2002 (49.1%)
s October 9, 2007 through March 9, 2009 (56.8%)

Multiple Bull and Bear Market Cycles

Figure 1.1 illustrates the market cycles in the Nasdaq Composite Index, highlighting the long-term
200-day moving average (DMA), as the determinant of the bull or bear. When the index is above
the 200-DMA this represents the bull cycle, and vice versa. The bull cycle surged during the 1990s,
peaked in 2000, and then fell into a bear market that hit lows in March 2002. From there, it climbed
again until late 2007, only to face another crash. Since March 2009, the composite has experienced
a significant bull market, interrupted by a brief bear market in 2020 and a slightly larger one in
2022, and a short one in Aril 2025 (not shown on chart). At the bottom of the chart, you can see a
dramatic increase in trading volume beginning in late 2020. This change has continued at a steady
pace through 2024 indicating retail investor and institutional increased participation.

Figure 1.1 Nasdaq Composite Index - Weekly 1985 through June 2024

Source: Stockcharts.com
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Bull and Bear Market Cycle Dates

Now let’s examine the frequency and duration of these bull and bear markets, as shown in Tables 1.2
and 1.3. Note that the dates for bear markets in these tables differ slightly from the Bloomberg data
mentioned earlier, as their definitions may vary.

Bear markets are not rare; they typically occur every three to five years with average median losses
of about 40%. Since 1929, we have seen 22 bear markets. In contrast, there have been 25 bull markets,
including the one that started on October 12, 2022, and running through February 19, 2025. During
this latest bull run the Nasdaq Composite lead the way with a remarkable gain of 72.8%, while the
S&P 500 increased by 55.3%. On average, bull markets deliver median returns of around 175%, so this
current market has considerable potential left. Bull markets can last a long time, with some of the
biggest lingering between 1,300 to almost 4,500 days; eight bull markets fall into this category. None
of the bear markets have lasted more than 1,000 days.

Table 1.3 offers details about all bear markets since 1929. Their durations vary widely, from just
33 days in March to April 2020, to 929 days during the 2000-2002 period. However, you can use
technical analysis tools to help avoid the bulk of these losses. A few common indicators, such as
moving averages, the Relative Strength Index (RSI), and the Moving Average Convergence Divergence
(MACD) are covered in Chapter 7.
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Table 1.2 Bull Markets Since 1928

S&P 500 Bull Markets Since 1928

Yardeni Research, inc
'ﬁ'\'-"-fv.‘_,'BfUGF‘i com

S&P 500 BULL MARKETS SINCE 1928"

Tru gk Peak Trough Peak Percant Number
Lste Dats Prica Price Gain Ot Days™

Gi12/1328 arrMezs 18.34 3192 740 452
11aneze 4H90/1930 17.66 2592 488 148
8111332 7183z 4.40 9.31 1116 B8
22711933 7/98/1933 5.53 1220 120.6 141
10211933 261834 B.57 1182 378 108
3141935 451838 B.08 1551 B24 3ag
4128711936 JeMear 13.53 18.68 31 AR
313111938 1191938 850 1379 622 223
4/8/1938 1Q28/9938 10.18 1321 238 200
81011940 1191940 889 11.40 26.8 152
472811942 T14/1943 747 12 64 632 442
11/29/1943 §/29/1946 10.88 189.25 5.2 912
10/9711346 151948 14.12 17.06 2048 615
611311342 8I2r1956 13.55 4374 267.1 2607
10221987 12121961 38,98 7284 B 4 1.512
82611982 21971266 52,32 B4 06 a8 1.324
1T 96 112819568 73.20 108.37 480 7a4d
52601870 11111873 68.28 120.24 735 261
10/311974 1172849980 §2.28 140.52 1256 2,244
8M2M19s8z 8/25/1387 16242 336.77 22B8 1,639
121471987 32472000 22392 152746 582.1 4434
100952002 10032007 77876 1565 15 101.5 1.828
Jaizo0e 2/19/2020 67853 3386.15 4005 3.899
J2yz020 1732022 2237 40 4736 56 1144 851
10/12/2022 ? 7 ? t2 7

" Bull misrkets <oowr dre the gaing bebween bear markes dalined g5 decines of aF more.
" Numoer of days steludes weekancs i hobdays,
Source: Standars & Poors Cofporatinn, Yarden Reasarsh.

Source: www.yardeni.com
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Table 1.3 S&P 500 Bear Markets Since 1928

S5&P 500 Bear Markets Since 1928

9/7/1829 11/13/1929 ) i 7
4/10/1930 8/1/1932 2592 $.40 ' 83.0 ' 783
9/7/1932 212711633 | 4.1 ' 5.53 0.6 173
7/18/1933 10/21/1932 12,20 8.57 ' 298 ' 95
281934 1/14/1935 1182 ' 3 101
3/6/1337 1/31/1238 15,68 850 ' 545 =
11:9/1938 4/3/19389 13 7¢ 10 18 ' 262 ' 150
10/25/1938 8/10/1940 13.21 ' 1.9 228
11191940 412811842 1140 ' 7.47 ' 345
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The key to successful long-term investing lies in minimizing losses at the beginning of bear markets
and staying fully invested during bull markets. If you set a limit to exit the market after losing 5% to
10%, you can potentially avoid much larger losses, if the market continues to drop. In a scenario where
the market falls by 10% but then reverses upward, you can re-enter based on your established entry
rules. Keep in mind that this kind of transaction can create tax implications in standard brokerage
accounts, but you won’t face these issues in retirement brokerage accounts. And you can select any
exit percentage you feel comfortable with, as there is no ideal one.

34



Stock Market Essentials

Buy-and-hold investors often find themselves uneasy during bear markets or, worse, selling
prematurely when they fear further losses. This typically happens close to the market bottom. These
investors then struggle to reinvest when the market recovers because they remain worried about
another downturn that may never come. Consequently, their long-term performance can suffer. This
phenomenon was especially evident during the two bear market crashes of the 2000s, when investors
faced a double hit—an unprecedented situation.

MARKET PERFORMANCE STATISTICS

Let’s take a closer look at the historical market performance statistics of the S&P 500 Index. From
1951 to 2022, declines in the market paint an interesting picture. According to S&P, declines of 5% or
more happen about three times per year, typically lasting around 43 days. On the other hand declines
of 10% or more occur about once a year and last, on average, about 107 days.

More significant declines, those between 15% and 20%, are less frequent, but tend to endure for a
longer average of 238 days. Declines greater than 20% occur roughly once every five years, with an
average duration of about 354 days. While the S&P data doesn’t cover 2023 and 2024, we recognize
this would slightly alter these averages. Notably, S&P also didn’t provide data regarding declines
of 50% or more, so I researched them. In the 1929 bear market, the decline lasted 936 days. The
decline that started in 1937 lasted a staggering 1,643 days. In modern history, the bear market from
2000 to 2002 lasted 1,002 days, while the decline from 2007 to 2009 extended for 515 days.

Stock Market Performance by Decade

Looking at stock market performance by decade, we find information in Table 1.4, which details
the S&P 500 Index’s annualized return starting in 1930. Although the index launched on March 4,
1957, comparable data from other databases helps us analyze earlier decades. Back in 1923, S&P was
known as the Standard Statistics Company and had already begun creating stock market indexes.
They originally calculated an index of 233 stocks weekly, then introduced a 90-stock composite index
in 1926 that they computed daily.

For decades, the S&P 500 Index held the title of the premier benchmark index for the largest publicly
traded U.S. companies. In recent years, the Nasdaq-100 has taken its place as the index of
choice for growth stocks due to its impressive composition and performance. Other well-
known indexes include the DJIA, created on May 26,1896, the Nasdaq Composite, started on February
8, 1971, and the Russell 2000, launched on January 1, 1984. The Nasdag-100 Index began on January

31, 1985.
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Table 1.4 Annual Asset Returns by Decade

Annual Asset Class Returns by Decade B
Decade Stocks Cash Bonds Real Estate Gold inflation

1930:

19505

19605

1G7Nc |

1980s

1990s

2000s

2010s

2020s

Source: NYU

The S&P 500 index includes only very large companies, chosen by internal committee based on
specific criteria. It is market-capitalization weighted; meaning the stock price of each of the 500
companies is multiplied by the number of shares available to determine its market-cap. Among the
stocks included are the Mag Seven. They sat at or near the top of the index’s ranking based on their
massive market-caps, and their outstanding price performances in 2023 and 2024.

Reviewing Table 1.4 clearly illustrates their return differences across decades. The standout decades
were the 1950s, 1980s, and 1990s, all boasting average returns between 17% and 20%. In contrast,
the 1930s and 2000s were negative decades, with returns sitting at -1% due to severe bear markets.
Between 2020 and 2023, the average return was 11.9%, though we won’t know the complete annual
performance for this decade until December 31, 2029. From 1957 through June 2024, the S&P’s
annualized return was 10.6%, or 6.6% after adjusting for inflation.

The table also compares the S&P 500 to five other asset classes. In many instances, stocks performed
better. However, during tough financial periods, recessions, and times of inflation, other assets
outshone stocks. For example, bonds beat stocks in the 1930s and 2000s, while real estate flourished
in the 1940s and 2000s. Likewise, gold excelled in the 1930s, 1970s, and 2000s—all challenging
decades. Being fully invested during a bad decade can yield disappointing returns, which is not the
goal for investors or traders.

The worst-case scenario would involve facing two or more poor-return decades consecutively—a
situation that has never happened. Still, it would be unfortunate for those planning for milestones like
a wedding, retirement, purchasing a home, or funding a college education. Investors lucky enough to
be fully invested during the 1980s and 1990s did very well. They might have bragged to their friends
about their stock-picking skills, but the market conditions at the time lifted nearly all investments.
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In contrast, the period from 2000 through March 2009 told a different story. Investing right at the
market low on March 10, 2009, through January 21, 2025 led to impressive returns. For example,
the S&P rose 740.6%, while the Nasdaq Composite soared 1,354.5%. The DJIA climbed 535.6%, but
the QQQ outperformed all, providing an incredible 2,108.0% increase. This example drives home
the point that in investing, timing indeed matters. It is not something smart investors ignore.

S&P 500 Average Annual Real Returns

To understand the annual returns more clearly, let’s look at the bell-shaped diagram in Figure 1.2.
Each year’s S&P 500 return from 1926 to 2023 is placed into the right performance stack on the x-axis.
The most recent years are closer to the top of the stacks. As expected, the most common annual
market returns fall in the 10 to 15% range, with 22 years landing there. Following that, the next most
frequent range is 20% to 30%, which had 18 entries. If 2024 had been included, it would fit into that
bracket, showing a return of about 25%. Then there is the 0 to 10% range, which contains 16 entrants.

Looking at the positive annual returns, we find eight observations in the 30% to 40% category, with
2013 marking the last time we saw such high returns. Only three entrants reached the impressive
40% to 50% level, led by 1928—a year that soared before the disastrous crash of 1929, the worst in U.S.
history. The market didn’t recover to those heights until 1954, 25 years later. Just think of the wealth
lost by millions of everyday people, speculators, wealthy individuals, and institutions. That crash
raises serious questions about the buy-and-hold investment strategy.

On the downside, 11 observations were between 0% and negative 10%, with no decade having
more than two occurrences. Ten entrants saw losses between 10% and 20%, particularly notable
are back-to-back years in 1940 and 1941, as well as in 2001. Interestingly, 1929 is also in this group,
as it showed a minor recovery after the crash that fall. The downward trend continued in 1930,
dropping over 20%, and 1931 saw a decline of more than 30%. Finally, in 1932, the market began to
recover, rising less than 10%. Five years experienced losses between 20% and 30%, with the most
recent being 2022. Only four years faced declines greater than 30%, the last being 2008.

37



