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Most people think that upon their retirement, they will have enough money to live by
and set to enjoy their retirement for the rest of their lives.

They believe that $50k to $60k per year can and will cover all their living expenses.1

And often, it is the extent of their retirement planning. They rely on the contributions
made to their company’s pension plan and pay into Social Security. They have
everything covered, confident that reaching retirement age will be a welcomed life
transition.

But then, you see numbers like 60% of adults reaching retirement age have less
than $10,000 in liquid assets. Or something like 60% of workers live paycheck to
paycheck, having a hard time making ends meet such that they do not have enough
money left to contribute to a self-managed retirement plan. But few will question the
above numbers. Where are they coming from? How have they been validated? Who
is putting out these numbers, and for what purpose?

We should always be critical of statements like that. The recent pandemic should
have taught us not to trust everything said or printed. Whether by the government
or mainstream media. And if you cannot trust them, you will have to figure it out by
yourself to determine what is true, what is false, and what is in between.

Even so, people who save a little for their old age often get low long-term returns
on their savings which are further dragged down by administrative and portfolio
management fees making it hard to exceed long-term market averages.

We often read that some 75% of professional money managers do not exceed
long-term market averages, and based on the numerous studies, I tend to agree
with that statement. Some put the above percentage even higher. Some do beat
averages; otherwise, we would not have a market average to speak of.

Nonetheless, you pay professionals to care for your retirement fund; most cannot
even beat market averages. They will congratulate you for choosing them as money
managers when you could have done better with a lot less in fees simply by buying
low-cost indexed funds.

What are you to do? The answer is simple: you should take charge of your financial

1 As suggested in the following YouTube video: Stochastic Control Approach to Defined
Contribution Plan Decumulation

https://www.youtube.com/watch?v=EkY3elgdpCY
https://www.youtube.com/watch?v=EkY3elgdpCY


well-being. You should manage your retirement fund. And as I will show, it is neither
complicated nor time-consuming. There are easy solutions to self-management.

Devise a long-term investment plan of what to do and how to do it with preset goals
and objectives. That is easy to do. We will tackle some of it here. Over recent
months, I have written a few articles on this very topic and suggest you read some
of them for general information and trading methods you could use.

The Shrinking Dollar

From the start, we know what money is, or more explicitly, its time value. You know
its present value. You have some of it in your pocket, wallet, purse, investments,
assets, or the bank. There is no need to explain what money is. However, we are
interested in its future value. What will it buy 30 or 50+ years from now?

One dollar buys you one dollar of stuff or services. That is very simple. You do
not see that much difference in that dollar from day to day. So much so that when
you plan for retirement, you still consider future money almost at face value. And
sometimes, it is what financial institutions try to sell you on.

A million dollars today is not worth a million 20 or 30 years from now. It will still be
one million at face value, but it will not buy the same million dollars worth of goods
and services as it could today.

Inflation will enter the picture. You can use the future value equation for this:

FV = PV · (1 + r)t

where we can set the return rate at r = −0.04, applied to some present amount PV
over a number of years t. Putting some numbers to the above equation could give:

FV = $1, 000, 000 · (1− 0.04)30 = $293, 858

You had a million dollars, and it has eroded over those 30 years to now be worth only
$293,858 in purchasing power.

It says that your current million dollars will have depreciated by some 70% over 30
years. If you had your million dollars at age 35 and planned your retirement at age
65, your future money could only buy 30% of what it could today. There is no way to
consider that a suitable or desirable scenario.

You save for your old age, and through government money printing policies, your
nest egg melts away.

Saying that you would at least have $293,858 left is not a good argument.



The inflation rate could be higher, and that could result in

FV = $1, 000, 000 · (1− 0.08)30 = $81, 966

Inflation was just 4% higher, and you would be left with less than 10% of your original
million dollars.

No matter how you look at it, inflation is generally bad, and for your retirement fund, it
is terrible. If you start your fund with $100,000, then your expected purchasing power
might be down to $8,196. Tell me you could live on that. If you answer you could,
then good luck. You will need a lot of it and can throw this paper in the garbage. It will
be of no use to you. On the other hand, if you want to do something to enhance your
retirement income, read on. You might find something interesting, like a reasonable
plan to get there.

Inflation is a sufficient reason to invest your money. It is not giving you much of
a choice. Regardless, you should have another purpose: to build a worthwhile
retirement fund.

All that is needed to beat inflation is a forward average return equal to the inflation
rate. It could produce something like:

FV = $1, 000, 000 · (1 + 0.05− 0.05)30 = $1, 000, 000

where your savings increase at an average 5% rate while inflation is eating it up at
the same rate. All this can do is preserve your capital, nothing more. There would
be no added value to your initial stake even if you earned, on average, a 5% return.

Oddly, some financial institutions do offer 5% returns on your savings deposits, some
even less. Yes, they do say that their primary goal in their investment methods is
preserving your capital. You should believe them when they say that and move on;
you need more than that.

It should be clear that just preserving your capital is not enough. If you had ten times
less as initial capital, you should end with ten times less. Again, that would not make
an exciting income stream.

You most certainly have little choice in building a retirement fund or not. But it does
not mean you do not have any choice in the methods to be used. First, decide to do
it yourself, and then find the best ways to do it. In a way saying: invest in yourself
and your future. You are the best qualified to answer such questions.

If you do not plan or do not have the means to set up a retirement fund, you could be
left out in the cold. You will end up in a forced simplicity retirement scenario where
you will be severely limited in what you can buy in goods and services. For some,
it might be enough. They do not need much. But most will desire and want more



for themselves, their children, and their loved ones. They will want the freedom and
peace of mind money can buy. The freedom to be worry-free and enjoy the good
things money can bring them. Do not worry, even with the money, you will not go for
20 meals a day.

After reaching 65 years of age, you may live another 35 years and even longer.2

The human lifespan is expanding. So, it matters how big your retirement fund will be
since it might have to be your source of income over those potential 35+ years.

Your fund has to be big enough not to run out of money before your passing. And
this might be the greatest fear a retiree might face: running out of money before they
die. We should also make the point that you will not be taking any of it with you, and
therefore, you should enjoy your retirement to the fullest up to the end and the best
of your abilities.

As was done in previous articles,3 I will use the example based on a 30-year-old
planning his or her retirement at age 65. We have 35 years to get there and another
35 after that. The first 35 years are there to build your retirement fund any way you
can. The mission is to have it grow enough to be of sufficient size to sustain you in
comfort for the next 35+ years in retirement.

You cannot count on the government to be there for you. In 35 years, their
retirement fund, including the part intended for you, might be depleted, primarily
due to mismanagement and poor planning. But you will still have paid into it all those
years. They will try to tell you that it was for your good, that you do not need it or not
so much, or that, after all, it was your fault. You will have contributed to that pension
plan for years and might not reap its full benefits.

Should they not solve that problem and they are not on their way to solving it,
you better learn how to do the job yourself. It does not require much, as I will
demonstrate.

Take Charge

Take charge of your future financial freedom and prepare your retirement fund in
such a way as to maintain control over what will happen to it at all times. Not only
that but make it big enough to be financially worry-free, knowing that you have much
more than enough to enjoy the lifestyle you want.

We might not know the distant future much, but we can count, estimate, and set
goals. Planning a retirement fund is based on expectations of what you can do and
how you can do it. Once you have a reasonable plan, you execute it.

2 Estimates show that 50% of children under five years old will reach 100 in the coming century.
3 See some of my recent articles on my website.

https://alphapowertrading.com/


If you invest in something, the question is: how much will it return? How much profit
can it make over the years? How many years will it take to be profitable? Will that
investment still be viable in 20 or 50 years? Anything that can appreciate with time
can be considered an investment. Stating an appreciation rate can be sufficient to
qualify as an investment. You are looking for the future value to be greater than its
present: (FV > PV ). Your emphasis should be on the growth rate; you want it high
enough to achieve your goals.

By the age of 30, you should already have started to build your retirement fund. It
should have started at least 10 years earlier. We could compromise and say you
should have started at 25, at the latest. Nonetheless, you will find those delayed
years have been quite valuable. Consider the following calculation: $1, 000, 000 ·
[(1 + 0.15)40 − (1 + 0.15)35] = $134, 688, 023 giving how much those added 5 years
represent. We should see it as the value of those delayed five years. So, it is not that
trivial. And if you had done the same calculation with $10M, you would be throwing
away over $1B for having delayed starting your fund by five years.

The retirement process highly depends on your survival. If you stop breathing, it will
dramatically diminish your need for money. Nonetheless, the more time you have to
achieve your goals, the better it should be. Time might compensate for some of the
errors you will make along the way and allow you to recuperate and do even better.
Time is your greatest ally, just as it can be your enemy.

We already set that anything we consider an investment will obey the following
equation:

FV = PV · (1 + g)t

That’s it. The present value is what you have to start with. The growth rate (g) is the
average long-term return on your investment, and t is the time invested in years. All,
extremely simple. The time spent between PV and FV could be viewed as portfolio
noise since what you are interested in is the future value FV on your investment.
Not necessarily all the gyrations your portfolio will endure. Your interest is in the end
result. You do not want your portfolio to blow up in your face on its 20th anniversary
or any other time. You want that future value (FV ) not only to be there but also to be
substantial.

You could look at the equation in different ways. First, as some appreciation factor,
such as: FV/PV = (1 + g)t. Or determine the growth rate by rearranging the
terms: (FV/PV )1/t − 1 = g. And also, to determine the present value of some
future outcome: PV = FV/(1 + g)t by discounting a known future value. Either way,
you are still looking at the same equation. If you have two of the terms, you can
determine the unknown.

Whichever way we look at it, it will not change the equation. Depending on
your information, you can use the equation to estimate the future value of your



investments, individually or as a group.

So, what should we expect going forward?

Well, that is easy to answer: more of the same as what has been. Change is gradual,
a civilization does not turn on a dime, but we, as individuals, can.

Figure 1: Historical Return Rates Over 220 Years

In the above log chart, figure (1), note the regression line for stocks. It is the average
growth rate for stocks, and it has shown to be a good fit over those 220 years.

The question should have been: what remained ”the same”? What was it like? We
need general terms and guidelines.

We can look at some assets’ historical records and take their average returns
generated over the years. See figure (1).

Over the past 220 years covered in that chart, we have stocks appreciating, on
average, at 6.9% per year. We have bonds at 3.6%, Treasury Bills at 2.5%, Gold
at 0.6%, and the US Dollar having a negative rate of -1.4%.

With a single chart, we can say what to expect going forward, which will be more of
the same. It will change, but not by that much.



Some might consider that 6.9% on their stock investments over the next 30 to 50
years a reasonable expectation. It might, but it is not enough. Extrapolating those
secular trends should be sufficient to make that point.

Figure 2 refers to the same rates as in figure (1) applied over the next 100 years. Take
your initial capital (whatever it is) and locate the interest factor. The 6.9% average
return for stocks over the next 30 years gives FV = PV · (1 + 0.069)30 = 7.402 · PV .
Some might think this is a lot, but it is not that much when you realize you could have
done much better with little effort. Building a retirement fund is a long-term endeavor.

Figure 2: Expected Returns Over Next 100 Years

You could easily reach a 15% CAGR over the next 30 years simply by buying QQQ
and holding it for the period.4 That would give: FV = PV · (1+ 0.15)30 = 66.212 ·PV .

It gets even more interesting if you can reach a 20% CAGR over the same period. It
would generate: FV = PV · (1 + 0.20)30 = 237.376 · PV . Compare that to the other
rates in the above table (Figure 2). For example, Mr. Buffett has realized a 20%
CAGR over 50+ years, which gave him:

FV = PV · (1 + 0.20)50 = 9, 100.438 · PV

and my point being that: anybody could do that too. But first, you have to plan for it.
It will require setting objectives and devising tools to achieve those goals and provide
sufficient capital to do the job.

What we are doing in this process is extending the underlying trend line for equities
found in figure (1). The table in figure (2) was made to be used based on a present
value (PV ) of $1 dollar. It makes it easy to evaluate the outcome of any investment.

4 Look up the following article on my website: QQQ To The Rescue.

https://alphapowertrading.com/index.php?view=article&id=421:qqq-to-the-rescue&catid=2


Multiply the number in the growth rate column that crosses the number of years by
your initial stake. You can also use the table to compare rates over different periods.

Figure 1 shows secular trends ordered by overall performance. Any combination
of these CAGRs will produce less than for stocks alone. For instance, a 60/40
stocks/bonds portfolio would produce:

FV = 0.50 · PV · [(1 + 0.069)30 + (1 + 0.036)30] = (3.701 + 1.445) · PV = 5.145 · PV

We can determine the average CAGR over the period as: 5.1451/30 − 1 = ḡ = 0.0561.
Something between stocks and bonds, but still lower than 100% in stocks where
you had a 6.9% CAGR. It shows that any combination would produce an overall
CAGR less than the stock-only scenario. The overall return would be even lower if
we combined only Bonds with T-Bills, or stayed only in Gold and US Dollar.

Your objective should be to achieve a better return than what the secular regression
line in figure (1) is depicting.

Portfolio Objectives

Building a retirement fund aims to make it grow as much as possible without undue
risk and within our capital constraints. You are not out there, gambling it all on the
throw of a dice, thinking it will surely work. Even before you start, you want to know
that you will win. Otherwise, you might be gambling 35+ years of your life, and for
what? Poor me, I was unlucky is not that much of an excuse since you knew better.
On the other hand, nothing beats making a big bet on the big thing.

Regardless, it remains all up to you. How are you going to do it? If you have yet to
observe. Nobody cares how you will do it. It might sound wild, but you are the one
that is responsible for building your retirement fund, and if you do not do it, do not
count on others, including your government, to bail you out. For sure, your broker
will not. So, take charge.

Say you think that if you had $1 million today, you would have enough to live on. That
is today. But what about 50 years from now? How much would you need? Using
figure (2) with inflation around 2.5%, on average, over the next 50 years, you would
need some $4.437 million to do the same things you could do today with $1 million.

The whole operation would not have increased your purchasing power unless some
of your original $1 million was invested in something that could appreciate over those
50 years to compensate for the impact inflation will have. Our current world has no
escape hatch for inflation, taxes, or death.

Again based on figure (2), with inflation at -1.4%, your original $1 million would be
worth only $494,000. So for sure, you do not want to leave your $1 million dollars in
cash. The problem will get worse should inflation be higher.



As shown previously, a 4% inflation rate would reduce that $1 million dollars to:

FV = $1M · (1− 0.04)50 = $129, 885

The conclusion should be: do not leave your money in cash. But, technically, your
money is always there in some form. It will depreciate in time, whatever you do. If
you increased the inflation rate to 6% (and we have seen worse in recent years), in
50 some years, your original $1 million dollars would be worth:

FV = $1M · (1− 0.06)50 = $45, 330

Does this get the point across that you cannot leave your money in cash or under
the mattress. It is not a safe place.

You need to invest your money. So, let’s do the exercise. You put your $ 1 million
dollars in stocks with an expected growth rate of 6.9% as per figure (1). In 50 years
you should get:

FV = $1M · (1 + 0.069)50 = $28, 112, 000

and find it reasonable. But there is a problem with that. And that is, it does not
account for inflation. If you put the average forward inflation at 4%, you should get:

FV = $1M · (1 + 0.069− 0.04)50 = $4, 176, 311

We could say inflation cost you some $24 million. You invested your $1 million dollars
hoping to get $28,112,000 in 50 years, and all you get is: $4,176,311, and you should
be satisfied with that. No way. If you put that much effort into building your retirement
fund, it should be for more, a lot more. Fifty years is a long time, but the potential
35+ years in retirement also is.

You Have To Do Something About It

You are not able to control inflation. It is not of your doing. It originates from your
government printing money for which it did not do any work. And you bare the burden
of all its effects. So whatever you will do, you will have to compensate for this inflation
and do more if you want capital appreciation and not just stand still and have your
capital depreciate.

We could rewrite the future value expectation equation as:

E[FV ] = PV · (1 + ĝ − Îr)
t

which does suggest that your projected growth rate should exceed the inflation rate;
otherwise, you would be losing some of your purchasing power. So, whatever you
do, you first have to jump this hurdle: ĝ > |Îr|, meaning that your expected average
growth rate must outperform coming inflationary pressures.

However, even that is not enough. You also have to make a real difference, and it
is not by having your expected growth rate (ĝ) equal or tending to the general and



secular stock market trend r̄m of 6.9% which, as stated previously, did not generate
that much after inflation. Recall the above equation: FV = $1M ·(1+0.069−0.04)50 =
$4, 176, 311 which might give you an average net return of only 2.9%.

The equation offers only a few alternatives. We could rewrite it again as:

E[FV ] = PV · (1 + r̄m + α− Īr)
50

where r̄m+α = ḡ with the alpha (α) accounting for the skills you will bring to the task,
and where r̄m = 0.069 is your expected long-term market average. So, within that
formula, we have accounted for the initial value of the investment, your investment
knowledge (skills), and the net expected return, including inflation over the next 50
years.

Nonetheless, we should add something else to this mix, and that is the expenses
associated with the management of those assets:

E[FV ] = PV · (1 + ḡ − Īr − ē)50

where ē represent the expenses viewed as a drag on portfolio growth. It puts more
pressure on ḡ. The expenses ē are inevitable and proportional to the portfolio size
and the trading activity. The more you trade, the higher the expected expenses.

From the last equation, the problem is not just managing the growth rate; it is to
manage it for a long time. Since g, Ir, and e will behave like stochastic functions with
drift, we should make provisions for such and adapt our trading programs to guide
their outcomes.

The portfolio management problem is not about controlling trading expenses, even
if you will do that too, or controlling inflation since you have no control over it. It is
about a long-term and sustainable growth rate of sufficient size to make it worthwhile
by over-compensating inflation and expenses. As stated earlier, a net 2.9% return
over the next 50 years should not be considered even close to enough.

We have an equation to explain it all, but that equation gives a smooth ride. And that
is not what you are going to get. That ride could be a real roller-coaster as depicted
in figure (1).

Notwithstanding, we should look at that log chart’s regression line. It is the
expression for the expected long-term average market return r̄m, and therefore, the
minimum expectation for anyone having a long-term horizon given in decades.

It is the regression line that is being played. The ride will be chaotic, but overall,
over an extended period, your portfolio return curve on a log scale will approach
the secular trend line of figure (1). Furthermore, that regression line can be easily
extended, providing a ballpark figure and a forecast of what might be coming long
term.



If the regression line of figure (1) is close to what you will get by trading, why not
follow what it says? One, you should mainly invest in stocks for the long term and
hold for a long time. It does not mean you have to buy & hold on to stocks for
the duration, only that you should be fully invested in the market most of the time
to reap what the overall market average is providing. It allows you to switch from
one investment to another at any time, adjust your portfolio allocations for whatever
reason, and manage your investment portfolio as you see fit.

Figure 2 shows that the growth rate matters. But more importantly, that time does
make a difference. The future value equation is an exponential function of time.
The longer you are compounding, the more you will get. Nonetheless, inflation and
trading-related expenses are dragging down your portfolio return.

Another thing figure (1) is saying is that your portfolio should be mainly in stocks
since any asset combinations would produce less over the long term. As the length
of the investment period increases, the probability of being ahead increases. You
might not know, over a five-year period, if you will be positive or not. But over a
30-year period, your likelihood of being positive tends to a probability of one, making
it a.s., almost surely. It is even more assured over a 50-year period. Should one take
Mr. Buffett’s bet on America? I think so.

Your Set Of Tools

The whole retirement thing is not about having the minimum to live on for some 30+

years. It is more about building your retirement fund as large as possible within your
constraints.

Your first constraint is to never run out of money for whatever reason. The easy
solution to achieve that goal might be to make your retirement fund so big that all the
constraints will have minimal impact.

Can common sense prevail? Can you do stuff that will make you win no matter what?

Not just win the game, but win it big and without compromise. You do not want to
gamble your life away on some ”if this or that” thing. You want something as close
to certainty as possible. You want that nice and fulfilled retirement. You want that
peace of mind and financial freedom for yourself and your loved ones. You want to
enjoy your retirement and stay in control.

Looking back at figure (1), what we should want is a regression line above the one
displayed on that chart with the following characteristics:

E[FV ] = PV · (1 + r̄m + α1 + α2 − Īr − ē)35

where ḡ = r̄m+α1+α2 and the alphas expressing the investment skills you can bring
to the job. We already have r̄m defined as the regression line in figure (1). What



we need to determine and evaluate are the alphas in that equation. We know we
will not be able to escape inflation, nor will we eliminate ongoing trading expenses.
The more trading the implemented trading strategy will have, the more those trading
expenses will mount. Although we will try to minimize trading expenses, they will not
control the investment methods.

Even with this, trading commissions should not be a priority since if they ever get
to count and undermine your performance; it would only indicate that your trading
strategy has a relatively poor CAGR potential and that you should look elsewhere for
some alpha.

Should your alpha be non-existent, you would be back to underperforming market
averages. You need that alpha to be there and be positive. A negative alpha would
undermine your performance as if you were making efforts to make less than what
is almost freely available as the market average: r̄m, which can be had simply by
buying index funds.

For instance, buying SPY, an exchange-traded fund (ETF) with its 500-stock portfolio,
is an easy way to buy r̄m. However, that is all you will get. There is no alpha in SPY.
It is a proxy for the market average FV = PVspy · (1 + r̄m)

50 which puts you back on
the regression line in figure (1).

We look at charts like figure (1) for a few seconds and then move on without realizing
what it says. Figure (1) states that whenever you entered the market over the last 220
years if you lasted some 30+ years almost fully invested, you would have averaged
close to the shown regression line. And it would have been as if you had played that
regression line.

Another thing figure (1) says is that staying in cash for extended periods was not a
great idea. Figure 1 gives inflation at a -1.4% rate. In recent years it has been higher,
more like -2.5%, on average, as illustrated in figure (3) below.

However, the picture is even worse since, over the last two years, inflation was above
the 4% mark, and thereby, the 2000-dollar would have lost more than half its value.
Refer to my article: Your Retirement, Your Time, Your Money for more detail.

When designing or planning over the long haul, we should look at what might go
wrong and compensate for or alleviate the impact of bad things that could happen.

It is why you plan in the first place. You do not go out there and build a bridge. First,
you must ensure the bridge will be on firm enough footing to support its weight and
heavy traffic and withstand all climate conditions of the last hundred years. It is the
same when building a long-term stock portfolio. You do not want it to fail, and that is
for whatever reason. If you do not prepare for the coming storms, how will you outlive
them?

https://alphapowertrading.com/index.php?view=article&id=431:your-retirement-your-time-your-money&catid=2


You will need a good stock selection process and sound trading methods. They could
be as simple as buying an indexed fund and holding on for the duration. Something
like buying SPY is Mr. Buffett’s recommendation for people not too inclined toward
the markets. They have jobs to go to and might have limited time to dedicate to that
long-term portfolio management endeavor.

Figure 3: Purchasing Power of $100 Since 2000

At least, they would get the market average (r̄m) as depicted in figure (1). We cannot
call that work since you buy SPY and then sit on it for 30 to 50+ years. During that
time, you could get:

FV = $1M · (1 + 0.069)50 = $28, 112, 000

Nonetheless, you should go for more. At least for something closer to a 15% CAGR.
The problem with that is what would be the means to achieve it? There again, it
could be rather simple, and again will deal with the stock selection process itself.

SPY maintains its 500-stock portfolio with the same weights as the S&P 500 index.
You could take the top 100 by value, invest in those, and be more profitable than if
you were investing in SPY.

The reasoning is simple. If you order those SPY stocks by performance, the top
group will have a higher average return over the same period. It is like taking the
front-runners’ average compared to the underperforming stocks in that group. That



selection is ready-made. You can find it in the QQQ ETF, which tracks the top 100
stocks of the NASDAQ 100 Index.

So, buying the QQQ ETF instead of SPY should give you a higher CAGR simply
due to stock selection. If you invested the same amount in SPY or QQQ, it is the
same amount of work, one trade. Sitting on it afterward is also the same; you are
just sitting on it.

The advantage is the higher expected return from QQQ over the long term.

E[FV ] = $1M · (1 + 0.15)50 = $1, 083, 667, 442

Now that is a game changer.

Whatever the future may bring, it would be more than enough to retire on. Even a 5%
withdrawal on your first year of retirement at age 65 would be: $6,658,776. While in
50 years, that 5% withdrawal would be: $54,182,872 per year. It should be enough
to pay for the beer and a few extras.

Yet, you did not have that much to do: one decision. Buy QQQ, sit back, and wait
while you do whatever job you want or find interesting. No time spent on building that
retirement fund; the QQQs would take care of that.

Some might say: but what if QQQ went bankrupt? It is not even a decent question.
How could the top 100 wealthiest companies go bankrupt while part of the QQQs?
It would be about the same as saying that our civilization collapsed. Even though
there is a probability no one would take that bet. We have to look at reality. We
have 8+ billion people to feed, shelter, and provide them health care, work, and
entertainment. We are not going under any time soon. Don’t worry. The sun will rise
tomorrow, even if it might be too cloudy to see it.

Will the list of the top 100 stocks in QQQ change over time? Yes, but we do not have
to worry about that either. The list is continuously updated, and any stock dropping
off the list will be automatically replaced. We will not even see it when it happens,
the stock is replaced by a new one, and the list still has the top 100 stocks. That, in
essence, is a plus. The stock dropping off is because its value is declining, which
says it should not be in your portfolio and should be replaced by another rising in
value.

Buying and holding QQQ is an easy solution to participating in the market. It will
require very little time and outperform market averages due to the built-in alpha (r̄m+
α) from the stock selection process.

Nonetheless, some might prefer to get more, like increasing their future CAGR pass
the 20% mark. The reward would be considerable, for example, we have:

FV = $1M · (1 + 0.20)50 = $9, 100, 438, 150



That is nine times more for that added 5% in CAGR. Is the quest for that added 5%
in CAGR worth it? I would venture yes. What is needed is to add more alpha to the
future value equation, such as:

FV = PV · (1 + r̄m + α1 + α2)
50

where r̄m +α1 is what can be done using the QQQs, and α2 which could bring in the
added 5% in CAGR.

The stakes are high. And it is all within reach, but to get there, you will need time
and skills that can be easily learned.

One could go even further by adding more alpha to the mix:

FV = PV · (1 + r̄m + α1 + α2 + α3)
50

where α3 could add another 5%+ in long-term CAGR. Finding ways to do it is
compelling since, as shown in figure (2), the outcome could even exceed a 25%
CAGR. But that is a story for another day.

P. S.:

There are two parts to your retirement fund.5 The first part is where you build your
fund, and the second is where you retrieve some income from it.

We could write it down as:

FV = PV ·
[
(1 + ḡ − Īr − ē)35

]
· (1 + ḡ − Īr − ē− w̄)35

as in the case of a 30-year old looking at some long-term retirement planning.

You have the first 35 years up to retirement at age 65 and then the other 35 years
to reach 100 years old. The second part allows a withdrawal rate w to provide the
income stream during retirement. The critical point in that equation is the growth rate
you will achieve. If it is insufficient, meaning it barely exceeds inflation and trading
expenses, it will not get better after retirement when you will also want to withdraw
some income.

You want during retirement to have: ḡ > |Īr| + |ē| + |w̄|. You want the growth rate
to exceed the sum of the dragging factors on your fund. So, right up front, you
would want ḡ > 0.10. Having ḡ < 0.10 will start depleting your future fund at a rate
equivalent to ḡ − 0.10. And thereby also gradually reducing your withdrawals should
you use a fixed percentage. Not that desirable a scenario.

The emphasis should be on the growth rate (ḡ) you should achieve. There are things
that you cannot do much about. Inflation is one of them and will be there whether

5 It could also be viewed as your investment fund, even as a generational fund for your children.



you like it or not. The same goes for trading expenses which should include all costs
related to your portfolio’s management. Also, that 4% or 5% withdrawal in retirement
should be of sufficient size to accommodate whatever you might want to do. You
could go from the desired withdrawals and design backward to what needs to be
done to achieve those goals.

There is another way. Make your portfolio so big that related expenses will not matter.

The more alpha you bring to the game, the better. That is what will count. So you
make provisions for an inflation rate of 4%, trading expenses of 1%, and a withdrawal
rate of 5%. We can rewrite the above equation as:

FV = PV ·
[
(1 + ḡ − 0.04− 0.01)35

]
· (1 + ḡ − 0.04− 0.01− 0.05)35

From the equation, we realize we do have to make it to 65 before retiring, and then
survive another 35 to reach 100+. We are left with only two variables to determine:
one is the initial capital put to work PV , which you know from the start, and second,
which is more the result of a question: what kind of growth rate can you achieve?

We have already established that you could easily get ḡ ≈ 0.15 over the entire period
by buying QQQ. So, you are left with that undetermined initial capital PV . There too,
the more you can put to work, the better.

How much alpha can you generate since it all boils down to that?

As shown with the QQQs, you can get 5 alpha points almost for free. Can you add
more alpha to your trading procedures to enhance profitability?

Whatever concept you have can be tested on historical data. Doing backtests can
demonstrate the validity of those ideas. You do a backtest as a validation process to
show how your trading strategy would perform under actual market data.

Should your strategy not perform well under test, you know what to do with it.

Look up my article: QQQ To The Rescue and its related articles where you will find
more ideas on how to do it yourself including a program to get you started. That
program needs protective measures to reduce drawdowns which will still happen
going forward. Nonetheless, that program can give you a starting point where you
could further enhance its alpha potential.

Let’s put some numbers in the above equation. The first part is easy. It could be:

FV = $1M ·
[
(1 + 0.15− 0.04− 0.01)35

]
= $29, 102, 437

or with an added 5% to CAGR:

FV = $1M ·
[
(1 + 0.20− 0.04− 0.01)35

]
= $133, 175, 523

https://alphapowertrading.com/index.php?view=article&id=421:qqq-to-the-rescue&catid=2


As for the second part, where retirement begins, it will start with what was achieved
in the prior 35 years. This would give with a 5% withdrawal rate:

FV = $29, 102, 437 ·
[
(1 + 0.15− 0.04− 0.01− 0.05)35

]
= $155, 013, 474

for the 15% CAGR, and with the extra 5 alpha points:

FV = $133, 175, 523 ·
[
(1 + 0.20− 0.04− 0.01− 0.05)35

]
= $3, 742, 556, 737

On your first year in retirement, your 5% withdraw would generate an income of:
$29, 102, 437 · 0.05 = $1, 405, 122 and with the extra 5% in alpha, you should get:
$133, 175, 523 · 0.05 = $6, 658, 776. Those withdrawals would increase at a 5% rate in
the first case and by 10% per year in the second case over the 35 years in retirement.
The fund would have ended with either $155, 013, 474 or $3, 742, 556, 737. Again,
depending on an added five alpha points.

We should realize that those alpha points will require trading and investment skills.
They are not given away, even though some of it is almost free just by participating
in that stock market game and selecting the QQQs.

Another easy consideration is that you could contribute monthly or yearly to your
retirement fund. Buy QQQ shares at every opportunity. Build up your inventory. You
have extra cash, a bonus, or an inheritance; put some of it in QQQ.

QQQ will be there for many many years to come, and if ever something goes wrong,
you will see it coming. Your program’s protective measures will kick in. Nonetheless,
I would go for even more alpha. For example, take only the top 50 stocks in QQQ.
That would also raise the alpha a bit higher than QQQs expected CAGR. The list of
the top 100 stocks will change over the years; even all could change, but you will still
be left with the top 100 performing stocks, whatever QQQ’s composition.

Since this fund will be totally under your control, you could sell shares at any time
you wish should you need some of that money. You could treat your fund as your
personal long-term piggy bank.

I hope this article demonstrate that those extra alpha points are valuable. In
the examples above, the numbers might appear excessive, but they should be
considered quite ordinary. What is uncommon is the time interval, looking at 70+

years building your fund.

Over the first 35 years, you are building that investment or retirement fund. And then,
for the next 35+ years, you transform it into your retirement income stream and the
legacy fund for your loved ones.

You could also have your results in between, even exceeding those numbers. It will
all be a matter of how much alpha you can extract from the market or your other



investments since you are not limited to a stock-only portfolio. Whichever way you
want to do it, stay focused on your alpha generation. Over the long term, adding
more alpha will be beneficial, and its pursuit your challenge.

Note that there was no hype in this presentation. All the arguments were simply
common sense. It started by considering time and its implications in building a
retirement fund. The first requisite was that the fund should survive and prosper
for the duration no matter what knowing that your fund can not go bankrupt in the
long term.

The portfolio survival problem was solved by using QQQ or its content to achieve
your goal. A retirement fund large enough to supply you with all the income you
might need during the 35+ years you might be in retirement. Already, by having
selected the stocks in QQQ and by bringing some enhancements (α1 + α2 + α3),
to which you should add some downside protection, you outperformed the market
average rm and increased overall performance even more. At least, that is what
figure (2) is saying.

Your portfolio would continue to grow for the duration, even while in retirement. You
had a single decision to make: buy QQQ and follow its content.

You are not looking to be number one, meaning having the highest CAGR in the
world over a 70-year period. Your objective is to have more than enough money to
live the life you want worry-free of financial constraints. The plan presented adheres
to the future value equation shown throughout this paper. Nothing exaggerated, just
following secular market trends and, in a way, also taking Mr. Buffett’s long-term bet
on America.

Anybody from any walk of life can do this. The market is not discriminating. A
greenback is green for everyone. Your job is to find the initial capital. Make that
decision, and hold on for a wild ride.

It is a long journey to your financial freedom. But from the start, you know you can
get there with all the rewards to celebrate your accomplishment. And to top it off,
that journey will mostly be sitting down on your bunnies since after you make that
first and single decision, you will only wait and be patient.

Wishing you the best.

Guy R. Fleury
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