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Preface 
 
Once again, it is time for my quarterly market review, where I examine world events and 

attempt to understand their implications on the markets.  This is my time to reflect on 

current events, portfolio performance, and event scenarios, and their subsequent 

implication on world equity markets and my investment strategies.  

 

It is my goal in life to have my money working for me instead of me working for my 

money.   
 

Please keep in mind that I am an amateur investor and this document is a hobby for me.  

Any thoughts and concepts should be treated as such.  Please consult a professional 

financial advisor before you make any investment decisions regarding your investment 

ideas, goals, and strategies.  Continue reading this document at your own risk… 

 
Please read this before continuing! 
 
This report is neither an offer nor recommendation to buy or sell any security. I hold no 
investment licenses and are thus neither licensed nor qualified to provide investment advice. The 
content in this report is not provided to any individual with a view toward their individual 
circumstances.  
 
Do NOT ever purchase any security or investment without doing your own and sufficient 
research. This document contains forward looking statements.  Because events and 
circumstances frequently do not occur as expected, there will likely be differences between the 
any predictions and actual results. Always consult a real licensed investment professional before 
making any investment decision. Be extremely careful, investing in securities carries a high 
degree of risk; you may likely lose some or all of the investment.  
 
The material presented herein is for informational purposes only, is not guaranteed to be correct, 
complete, up to date, and does not constitute legal, tax, or investment advice.  While all 
information is believed to be reliable, it is not guaranteed by me to be accurate. Individuals should 
assume that all information contained in this document is not trustworthy unless verified by their 
own independent research. This report may contain numerous errors and the opinions may 
change without notice.  Past performance is not an indication of future results.    
 
In plain English, I am NOT giving you investment, tax, or legal advice. 

 

Regards, 

 

Mark Rush 

http://traderwasteland.wordpress.com/ 

 

This document may be distributed to anyone free of charge as long as it is provided in an 

unaltered form.  I reserve all Intellectual Property Rights of this document. 

http://traderwasteland.wordpress.com/
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Introduction 

 

Greetings from West Virginia, 

 

I just got back from my winter skiing hiatus in Colorado and now settling back in to my 

house for the “rest of the year”.  I also had a chance to spend a week in Switzerland so 

this report will be a little shorter than “usual”.   

 

Besides skiing during the last 3 months I have been making the move from stock 

investments and begun working with the Volatility Index.  It has been several months of 

conducting research, defining strategies, automating data gathering, and building decision 

making tools.  I suspect that 75% of the work is now behind me so I can now 

theoretically take it down a notch but I am still refining my base toolset.  I suspect it will 

take at least until the end of the year to get the tools trustworthy enough to kick out daily 

strategy optimization suggestions.  It seems like for past few months I have inherited a 

full time job once again with a significant amount of work still ahead of me. 

 

One could ask why the sudden transition away from picking stocks since I have easily 

made a decent independent living doing that over the last 3 years.  Honestly, fear is what 

is motivating me.  Realistically, the past three years it has been more or less easy to make 

a living in the stock market; I have simply pick a few different stocks, leveraged the 

daylights out of those positions, sit back and hope that one or two of my picks pays off 

and kicks out a crazy profit.  I believe that the easy days are coming to a close, it is not 

completely over but it’s getting harder to find undervalued stocks that I can find from my 

easy chair while only working 15 hours a week that produce a decent living.  

 

It is still my plan to keep investing about 50% of my portfolio in stocks and Exchange 

Traded Funds and selected stocks but move the other 50% into VIX related strategies.  

The goal is to reinvest the profits from that VIX trading and let it grow geometrically 

while feeding a third of the profits back into my conventional investments.  This decision 

will likely either make me or break me.  If the market flattens out to 4-8% returns over 

the next few year and VIX trading can maintain my 18% returns then I have chosen 

correctly, if not then I will be floating my resume. 

 

“When my information changes, I alter my conclusions. What do you do, sir?” - JMK 

 

Good luck, 

 

Mark Rush 

Yellow Spring, WV 
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Chapter 1 

Considerations 
 

Federal Reserve Policy 

 

I believe that the US and world economy will continue getting stronger this year despite a 

rough first quarter due to the cold weather in the US.  This means the easy money policy 

will continue to be scaled back here in ‘Merica but it looks like the Japanese will be 

picking up the stimulus slack with a little help from the European Central Bank (ECB) 

and China.   The tapper is a negative to the market, but with so much money already 

floating around in addition to the wealth being created; I believe the global markets will 

continue up despite reduced stimulus by the US.   

 

The Federal Reserve it seems will continue on the policy of tapering the Quantitative 

Easing policy. 

 

Impact: Possibly slightly tighter monetary policies in the US going forward offset 

somewhat by Asia and Europe.  We should see slightly more strength in the US dollar 

going forward (lessening of its erosion?)  US interest rates will tend to creep up. 

 

Interest Rates 

 

With the prospect for Federal Reserve buying fewer bonds should cause higher interest 

rates but this was offset somewhat by Soviet Tanks.   Most notably 10 Year Treasuries 

are now ~2.75% up from a low of 1.5% but off of recent highs of 3.0% while 30 year 

fixed mortgages are around 4.2%.  Assuming the world economy continues to heal the 10 

Year Treasuries should be heading north of 4% with mortgages eventually going over 

6%.  Of course this is a negative for the economy but it creates less price distortions 

(inefficiency) and I would take it as a sign of strength.  Higher rates should make the 

dollar higher and that will make our goods and services less competitive in the world 

markets while making our imports cheaper.   

 

        10 year US Treasuries yields 
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US Economy 

 

Over the past year I have been watching signs for recession here in the US due to higher 

taxes, healthcare reform, sequestration, monetary policy (higher interest rates) but despite 

my concerns, the economy kept getting better. Thus far it seems that the economy is 

improving despite the headwinds.  It is well past the time to move off of these pessimistic 

themes and assume we are doing better than the rest of the world and in an outright 

recovery.   I do expect a bumpy ride for the remainder of this year. 

 

Shirtless Russians with nostalgic aspirations of Putin’ the band back together 

 

Let’s face it, Soviet rock bands sucked and in my opinion this is reason enough for me 

not to rebuild the former Soviet Union.  I believe getting the “band back together” is what 

Vlad, the lead singer of the “Neo Soviets”, is trying to pull off.   

 

If he takes his band on tour in the Ukraine, this will become the dominate issue for the 

market and it will “tank” hard.  There is no guessing what will come next but it is 

abundantly clear that he wants to start collecting the pieces of the former USSR. He has 

also just learned that no one in the west has the spine to stop him.  Crimea was just a 

backup singer for Vlad and the Neo Soviets; he still needs a drummer, bass player, and 

lead guitarist. 

 

Just a reminder, if you are a former soviet state and you traded in all your nukes for a 

security guarantee from the west a few years ago… Your broker just called with a margin 

call with your current position.  International Studies 101: Never give up your nukes for 

empty promises… Bear takes pawn, check. 

 

The more Russian tanks on the news the lower the market will go.  This could get 

seriously ugly. 

 

China 

 

China has become a bit more troublesome to me this quarter, more so then in previous 

quarters.  We have had our first real default in Chinese bond market and there will be 

more to come.  Most of this is good news in the long run; China has been building an 

imprudent credit bubble that would possibly get out of control and burst if left to run 

rampant.  The good news is the Chinese government seems to finally taking serious the 

dangers of a credit bubble and taking steps to alleviate it.  The bad news is that in the 

short run there will be some pain. 

 

If China goes into a credit tailspin it will take the rest of the world down with it.   This is 

likely the most important economic issue to watch. Yes, even more important than Soviet 

tanks. 

 

China runs the risk of a major credit collapse within a few years but China is working to 

correct it. 
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Chapter 2 

The Fundamentals 

 
Economic Projections 

 

It is time to review world events applying my “opinion” based on absolutely nothing 

other than my limited understanding of how the world works.  Headline predictions are 

made at the beginning of the year and may have changed materially since then. 

 

US Economic Indicators (my forecast)  

 

US Gross National Product (GDP) Growth > +2.5% for 2014 

 

The US grew at a 1.7% annualized pace in 2013 and the economy outperformed my 

expectations.  I expect even stronger growth next year the economy with growth over 

2.5% as the recovery continues to build. 

 

The US economy seems to be growing 

 

Unemployment of will decrease to < 6.5% by the end of 2014 

 

It seems the economy may be finally retooling itself and the unemployment rate should 

continue to fall if this is true.  We can debate if it is real jobs being created or if it is 

really people just dropping out workforce.   The unemployment rate is skewed since 

people keep dropping out of the workforce (like me) and not getting real jobs.  Over 9.46 

million people have dropped out of the labor force since 2009.  I am one of those people. 

 

 
 

The latest number (November) was 6.7%  

 

Unemployment is falling but so has the labor participation rate 
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Federal Reserve keeps short-term interest rates steady in 2014 

 

The Fed has stated it will keep rates low until at least mid-2015.  The Fed has indicated it 

will slow QE and rates are likely to start rising without an artificial nudge. 

 

 
 

Low rates are good for the market… 

 

Inflation < 2.0% in 2014 

 

The latest report in Febuary was a 1.1% rate. 
 

Currently we are not experiencing inflation  

 

 

S&P 500 index > 2000 at the end of 2014 

 

I expect the trend to more or less continue but to be much more volatile this year than 

last.  Current value is 1,865.09 so we still have 7.25% more to go before the end of the 

year. 

 

The stock market continues to rise 
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Improving Real Estate average home > $180k in 2014 

 

The average house was up to $168,900 at the end of 2013.  The 30 year mortgage rate is 

at 4.2%.  Real estate prices are still historically cheap and may never be much cheaper 

and rates may never be much lower.  Home “affordability” is still high but losing ground 

with higher rates and prices.  Current value is $169,200 and trending below my target. 

 

                          National average House Values 
 

 
             

 

                          National average Mortgage Rates 

 

 

Housing prices are increasing and interest rates are low but rising… 

 

<$0.60 Trillion Dollars budget deficit for FY 2014 
 
The debt has shrunk quite a bit but I still think it needs to go lower although it is no 
longer disastrous or completely out of control.  I am turning this signal to neutral for 
the first time in 4 years…. 
 

Higher tax receipts are a positive despite headwinds the economy is recovering. 

 
Deficits are approaching more manageable levels. 
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Chapter 3 

The Technical Indicators 
 

Technical analysis is the attempt to forecast the future direction of prices through the 

study of past market data.  I use Barchart (http://www.barchart.com/ ) to come up with a 

final “objective” opinion of an investment.  Its primary ability (flaw) is that it tries to 

predict the future by interpolating from the past performance.  One phrase does come to 

mind, “Past performance is not an indication of future results” although this is exactly what 

these calculations try to do. 

 

Model Portfolio and other technical indicators (+100% = strong buy; -100% = strong sell) 

 

US Stock           6/30/13 1/1/14  3/31/14 Link                           

SPY      -24% +96%   +72%  http://www.barchart.com/opinions/etf/SPY  

QQQ                   -32% +96%   +24%  http://www.barchart.com/opinions/etf/QQQ 

IWM                  +24% +96%   +48%  http://www.barchart.com/opinions/etf/IWM  

  

 

International  

EFA                     -80% +88%   +88%  http://www.barchart.com/opinions/etf/EFA 

EEM                    -56% +32%   +72%  http://www.barchart.com/opinions/etf/EEM  

   

 

Bonds       1/1/13 6/30/13 1/1/14  Link                            

TLT                     -72% -96%   +48%  http://www.barchart.com/opinions/etf/TLT  

SHY                    -88% -56%    -32%  http://www.barchart.com/opinions/etf/SHY  
   
 

Gold/Oil/Dollar Index/Euro/Yen 

GLD                     -40% -88%   -16%  http://www.barchart.com/opinions/etf/GLD  

USO                     +72% -16%   +24%  http://www.barchart.com/opinions/etf/USO  

UUP                     +88% -88%   -40%  http://www.barchart.com/opinions/etf/UUP  

FXE                     -80% +80%   +32%  http://www.barchart.com/opinions/etf/FXE  

FXY                     -16% -96%   -72%  http://www.barchart.com/opinions/etf/FXY  

   

Volatility Index 

VIX index            -48% -24%               -56%  http://www.barchart.com/opinions/stocks/$VIX  

 

http://www.barchart.com/
http://www.barchart.com/opinions/etf/SPY
http://www.barchart.com/opinions/etf/QQQ
http://www.barchart.com/opinions/etf/IWM
http://www.barchart.com/opinions/etf/EFA
http://www.barchart.com/opinions/etf/EEM
http://www.barchart.com/opinions/etf/TLT
http://www.barchart.com/opinions/etf/SHY
http://www.barchart.com/opinions/etf/GLD
http://www.barchart.com/opinions/etf/USO
http://www.barchart.com/opinions/etf/UUP
http://www.barchart.com/opinions/etf/FXE
http://www.barchart.com/opinions/etf/FXY
http://www.barchart.com/opinions/stocks/$VIX
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Volatility  

 

Volatility Chart (market fear index) 

 

 
 

The Volatility index (VIX) can be thought of as the US stock market fear indicator and 

the lower it is the lower the fear in the market.  This indicator is one of the more valuable 

tools to evaluate what implied risk is in the market at any given point in time.   

 

Ted Spread… 

       TED Spread 

 
 

The US Treasury vs. Eurodollar spread (TED) is the Bond market fear index.  Currently 

this index is unremarkable.  I believe the SHIBOR index is more of a potential leading 

indicator.   
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Below are the unremarkable (~3.15%) Spanish bond rates, just to keep an eye on Europe. 

 

  Spanish 10 Year Yield 

 
 

Let’s look at Greece for fun… Last trade was around 6.15% down from 8.1% in the last 

report. 

 

 
 

Technical Summary… 

 

All the stock market indicators are optimistic (bullish) while bonds are also optimistic 

(yields falling), there is a problem with this since stocks and bonds tend not to both go up 

at the same time.  One of these indicators is wrong; the question is “which one”?  I wish I 

knew the answer. 
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Chapter 4 

Sectors 
 

US Economy 

 

The US economy seems to be the least troubling of the major economies.  It has 

stabilized and is recovering despite higher taxes and poor US political priorities.  I 

wouldn’t expect unemployment to be under 5% until 2016 without major policy shifts.  I 

am still concerned about taxes, gridlock, Federal Reserve tapering, poor political 

direction/choices, and confusion about healthcare will create a moderate drag on the 

economy for the next 18 months. Despite all this, the US economy appears to be 

improving. 

 

Europe 

 

On a valuation perspective, European stocks are cheap compared to the US (and riskier).  

Europe seems to be stabilizing (lower bond yields) and adapting to the new world order.  

I am moving some investments into European banks and if we were to have a major 

pullback in Europe I would be willing to go bargain shopping in selected countries and 

industries. 

 

China 

 

This is a really hard area to determine what exactly is going on.  What is disconcerting is 

that fact that we had a few mini crashes in the overnight borrowing in China.  I try to find 

information on SHIBOR but it’s kind of hard to find.   

 

Either everything is fine and china may be a good investment or we are on the brink of 

another major credit disaster that will spin the world back into recession.  My bet is 

90%/10% on the former, I would be interested in any thoughts anyone else has at this 

time. 

 

I have and plan to maintain small investments in China this year, mostly SNP and BIDU. 

 

The US Bonds and US Dollar 

 

I did not (do not) own any US Government bonds because I thought (think) the rates were 

(are) too low and thought they are likely to rise (bonds decrease in value).  I am thinking 

that inflation could be benign.  Fed tapering is likely to increase interest rates and 

strengthen the US dollar. 
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Muni bonds 

 

The yields here are higher than US Treasuries and tax free.  I could understand why 

someone would buy selected muni bonds that have a low potential for default.  I currently 

have no need for tax free income so I will not be looking in this area.  Rates should rise 

(bonds fall) due to indirect result of Fed tapering. 

 

I do not own any muni bonds nor will I plan to purchase any.   

 

Corporate Bonds 

 

Corporate bonds have a higher yield than Government bonds but I have always tended to 

shy away from all “fixed” income assets.  Rates should rise (bonds fall) due to indirect 

result of Fed tapering. 

 

I do not own any corporate bonds 

 

Financial stocks 

 

I have bought a small amount of European banks and may nibble on a few more 

European names later this year if the economy continues to merely stay stable because of 

the low P/E in this area.  I feel like there isn’t as much value left in US banks as the 

European names. 

 

I own Deutsche Bank (DB) and National Bank of Greece (NBG) 

 

Oil/Energy 

 

The resurgence of oil and gas production in the US and the global spread of 

unconventional (fracking) gas production are major in factors changing the world energy 

landscape.   Because of our advanced drilling technology (hydraulic fracturing) and these 

technologies are migrating from natural gas into oil production.  As this occurs this will 

put significant pressure on the price of crude oil but it will many years to ramp up this 

production.  Long term (5-10 years) the price of Oil will be dropping. 

 

I like oil for next few years but not as enthusiastically as I once did because of fracking.  I 

don’t think BP is the safest way to play oil but the high dividend and its low P/E intrigues 

me but do not own any currently.  I also like China Petroleum (SNP) with its low P/E and 

high dividend and own some shares in my IRA account.  I also like the deep water driller 

Transocean (RIG) and Ensco (ESV) both with 5%+ yields. 

 

I am shying away from adding to energy until US crude oil (WTI) goes under $85. 

 

Emerging markets 

 

These markets are under pressure and will continue to do so with a stronger dollar.  I 

think investments here will pay off in the next couple of years.  I’m looking to add more.   

 

I own emerging markets via the Emerging Markets EFT (EEM) 
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Technology 

 

Tech seems to be getting hit these days and could be a buying opportunity.   Based on my 

research, I expect the iPhone 6 to be a home run and it should be released this fall.  I am 

looking for entry points to add to my apple position. 

 

I am holding off in Tech investments for now.  I own a lot of Apple. 

 

Cash and its proxies 

 

I have almost no money in cash right now <1% of the portfolio. 

 

Gold/Platinum 

 

I expect gold and gold miners to start to recover soon.  I would be adding but I am 

already at my prudent risk limit, if I weren’t at my limits I would be a buyer. 

 

I own Barrack Gold ABX and own the Gold Miners ETF (GDX).   

 

Real Estate 

  

I have been a fan of real estate since not long after the crisis.  A big part of that thought 

was my belief that the Fed was going to force this asset class up relentlessly until it 

forced a recovery.  Five years later and they may have finally succeeded along with help 

from a natural recovery.  I believe the last couple of years may have been the low for 

home affordability (how much house you get per dollar of mortgage) but values are still 

good and likely to be good for long time.  I always wanted to find a way to invest but I 

never did find a good way to get in although I toyed with buying a larger home in 

Colorado. 

 

I own one house and would like to buy 2 more (CO and T&C). 

 

Options 

 

Volatility seems to be relatively cheap but likely to go lower.  I am playing with some 

shorter term income producing volatility schemes these days that are basically back door 

theta collection strategies. 

 

Stock market cycles 

 

I am going to sort of follow my old rule “sell in May” but kind of delay it somewhat this 

year to start reducing my positions in June this time and I have more sales are planned for 

Sept (via options) so that I will have a pile of cash before October.  Once again I expect I 

will be buying heavy in November.  I am fully invested but it is getting near the time of 

year when I start to scale back. 
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Chapter 5 

Value Stocks 

 
Here is a quick list of the some stocks that I follow that I think are cheap.  I also show the 

expected yield for next year (’15), it’s expected earning in ’15 verses its current stock 

price (i.e. return on investment), and for those who prefer P/E ratios I have included those 

also.  With 10 year Treasuries under 3.0% I find this a better place to invest. 

Stock Symbol Yield 
Est. '15 Return on 
Investment (E/P) 

'15 P/E 

Baidu BIDU* - 30.4% 3.29 

Barclay’s BCS 5.5% 14.5% 6.89 

General Motors GM 3.4% 14.0% 7.15 

Sinopec SNP* 2.9% 13.6% 7.38 

Ensco ESV 5.9% 13.5% 7.43 

ING ING - 13.5% 7.43 

Micron Tech MU - 13.5% 7.43 

Citi C 0.1% 12.0% 8.37 

Ford F 3.1% 11.9% 8.40 

Kohlberg, Kravis, Roberts KKR* 8.1% 11.5% 8.73 

Transocean RIG 5.4% 11.2% 8.89 

Deutsche Bank DB* 2.3% 10.9% 9.21 

BP BP 4.7% 10.2% 9.78 

Goldman Sacks GS 1.3% 10.2% 9.79 

Apple AAPL* 2.3% 8.7% 11.43 

 

Names with stars are stocks that I own at the time of this publication. 

 

This list got longer this time for a change.   These are low P/E for a reason; the market 

didn’t just overlook these instruments, but I do own or would own any of them. 
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Chapter 6 

High yield 

 
Here is a quick list of the some high yield investments that I like.  I also show the 

expected yield in ’14, it’s expected earning in ’14 verses its current stock price (i.e. return 

on investment), and for those who prefer P/E ratios I have included those also.  With 10 

year Treasuries at 3.0% I find this a better place to invest. 

Stock Symbol Yield   

Ad Clay Convertible* AGC 9.00%   

Kohlberb Kravis & Roberts* KKR 8.10%   

MS Emerging Mkt Debt* MSD 7.60%   

BioPharma PDLI 7.40%   

iShares Preferred* PFF 7.24%   

Kinder Morgan Partners LP* KMP 7.10%   

PowerShares Preferred* PGF 7.09%   

Hospitality Properties Trust* HPT 6.70%   

Alerian MLP ETF* AMLP 6.04%   

Glaxo Smith Kline GSK 5.80%   

Barclay’s High Yield Bond* JNK 5.80%   

Healthcare REIT* HCN 5.30%   

     

 

Notice that all but one of these investments have stars* by their names, this mean they are 

not normal stocks and typically don’t qualified for special tax treatment under US capital 

gains rules.  Most of these are a Trust, Real Estate Investment Trust (REIT), Bond fund, 

Master Limited Liability Partnership (LLP), Master Limited liability Partnership (MLP), 

or other tax land mine.  Be sure you and your investment advisor knows what you may be 

getting into before investing and getting a crazy high tax bill at the end of the year.  I put 

these in my IRA rollover to avoid these tax headaches. 

 

Also notice BioPharma is in the business of buying patents and collecting rent on them.  

Most of their patents expire at the end of this year, and will be worth materially less by 

then. I owned this and have since sold it… 

 

These are all high yield for a reason; the market didn’t just overlook these instruments.
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Chapter 7 

Mark’s Model ETF Portfolio 
 

Asset reallocation 

A general guideline for 4 portfolios, each with varying riskiness while using just 12 (or 

less) Exchange Traded Funds (ETF).   

Risk Profile  Low Balanced Growth Aggressive 

US Large Cap: 20% 30% 40% 30% 

US Small Cap: 10% 10% 20% 30% 

International: 10% 20% 30% 40% 

Fixed Income: 50% 35% 10% 0% 

Cash: 10% 5% 0% 0% 

   ETF Symbol  % by ETF   

SPY 5% 7.5% 10% 7.5% 

QQQQ 5% 7.5% 10% 7.5% 

DIA 5% 7.5% 10% 7.5% 

VTV 5% 7.5% 10% 7.5% 

IWM 10% 10% 20% 30% 

EFA 5% 10% 15% 20% 

EEM: 5% 10% 15% 20% 

TLT 12.5% 8.75% 2.5% 0% 

IEF 12.5% 8.75% 2.5% 0% 

AGG 12.5% 8.75% 2.5% 0% 

LQD 12.5% 8.75% 2.5% 0% 

SHY 10% 5% 0% 0% 

 

US Large Cap:  

SPY: SPDR S&P Depository Receipts ETF 

QQQQ: NASDAQ 100 Trust Shares ETF 

DIA: SPDR Dow Jones Industrial Average 

VTV: Vanguard Value VIPERs ETF 

US Small Cap: 

IWM: iShares Russell 2000 Index ETF 

International:  

EFA: iShares MSCI “EAFA” Europe, Australia and Far East Index ETF 

EEM: iShares MSCI Emerging Markets Index ETF 

Fixed Income (Bonds): 

TLT: iShares Lehman 20+ Year Treasury Bond ETF 

IEF: iShares Lehman 7-10 Year Treasury Bond ETF 

AGG: iShares Lehman Aggregate Bond ETF 

LQD: iShares GS $ InvesTop Corp Bond ETF 

Cash: 

SHY: iShares Lehman 1-3 Year Treasury bond ETF 
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2014 Model Portfolio Returns 

 

Name 

 
 Symbol 12/31/13 

Price 
3/31/14 
Price 

2014 
Gain % 
w/o Div 

2014 
Gain % 
w/ Div 

SPDR S&P Depository Receipts SPY $184.69  $187.01  1.26% 1.70% 

NASDAQ 100 Trust Shares QQQ $87.96  $87.67  -0.33% 0.33% 

DIAMONDS Trust DIA $165.47  $164.24  -0.74% -0.23% 

Vanguard Value VIPERs VTV $76.39  $78.11  2.25% 2.25% 

iShares Russell 2000 Index IWM $115.36  $116.34  0.85% 1.11% 

iShares MSCI “EAFA” EFA $67.10  $67.20  0.15% 0.15% 

iShares MSCI Emerging Markets EEM $40.54  $41.01  1.16% 1.16% 

iShares Lehman 20+ Year Treasury  TLT $101.86  $109.10  7.11% 7.64% 

iShares Lehman 7-10 Year Treasury IEF $99.24  $101.73  2.51% 2.85% 

iShares Lehman Aggregate Bond AGG $106.43  $107.91  1.39% 1.77% 

iShares GS $ InvesTop Corp LQD $114.19  $116.94  2.41% 3.02% 

iShares Lehman 1-3 Year Treasury SHY $84.38  $84.45  0.08% 0.13% 

 

  

Results for the various “autopilot” portfolios 

 

 

Risk  

Adverse Balanced Growth Aggressive 

’14 Return (YTD) 2.30% 1.89% 1.21% 0.90% 

’13 Return 8.34% 13.31% 22.72% 24.75% 

’12 Return 8.97% 11.56% 15.30% 16.86% 

’11 Return  7.02% 3.30% -2.52% -6.51% 

’10 Return 11.17% 12.45% 15.53% 16.91% 

’09 Return 11.14% 19.65% 31.48% 36.54% 

’08 Return  -8.18% -18.66% -33.90% -39.60% 

’07 Return 7.82% 9.40% 10.04% 10.45% 

’06 Return 9.72% 13.63% 19.09% 21.83% 

’05 Return 5.49% 7.55% 9.73% 11.77% 

Total return since inception 82.18% 92.46% 97.52% 93.19% 

 

Basically everything was more or less flat except bonds.   The 20 Year Treasuries 

outperformed everything.   
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Chapter 8 

The Plan 

 
Every trader reserves the right to make a more intelligent decision today than he made 

yesterday.  - Sheldon Natenberg 

 

Considerations: 

 

(+) The US economy should grow around 2.5% next year up from 1.7% last year 

(+) World GPD should be positive again and increasing from 2.8% to 3.6% 

(+) Japan continues to print vast amounts of money 

(+) Budget Deficit is somewhat controllable 

(-) The Fed will reduce Bond purchases this year 

(-) Interest rates are higher and likely to go higher; Borrowing will cost more 

(-) China is showing credit instability/assets bubble issues 

(-) Healthcare policy uncertainty 

 

This is going to be a tough year to get right, on the one hand you have a new potentially 

easier Federal Reserve Chairman but it appears that she is not slowing down the 

reduction of stimulus by the Federal Reserve. 

 

The economic recovery continues to be sluggish but improving, with a tug-of-war 

between improving fundamentals and a drag from tighter monetary policies.  My 

prediction is for modest but decent growth this year, with the U.S. gross domestic product 

(GDP) growing at around 2.5%. I would expect the yield of a 10-year bond Treasuries to 

be about 3.5% by the end of 2014, and I don’t expect any real inflation over the next 12 

to 18 months. 

 

I believe the market should go up somewhere between 7.5%-12.5% in 2014 while the 10 

year Treasury yield should rise to 3.5%.  What I am absolutely sure of is volatility is 

going to increase next year.  The up market will not be in anything resembling a straight 

line like last year.  The path will be fraught with pitfalls and torment that will shake out 

less confinement players. 

 

Stocks are no longer cheap, but they remain the best alternative although it seems 

unlikely that they are going to keep giving us the returns we have seen over the last few 

years.  The fundamentals may look better in the United States than overseas, since the 

prices are higher here in the US. Valuations in Europe, Japan and emerging markets are 

cheap in comparison. There’s continuing headline risk, but there are some good values in 

overseas for the long-term investor.  Over the past year, emerging markets have 
underperformed and now you can buy them at a 30+% discount to developed markets, 
and in the past that has been a pretty good entry point. 
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Volatility (VIX) 

 

I have been living of my market gains for the past 3 years and it has been easy with the 

market always going up.  Someday soon, the easy money will come to a stop and I 

question my ability to make a living if the market were to enter a protracted period of 

stagnation or retracement. So this year I have decided to shift a significant amount of my 

money into various volatility monetization ideas that, from my perspective, potentially 

could make money regardless if the market is up, down, or sideways as long as I get my 

risk calculations somewhat in the ballpark. 

 

It is a work in progress but unlikely to be discussed much detail in this venue. 

 

The Plan 

` 

I still think the economy is a positive tailwind and I plan to stay invested but I will 

reevaluate this May when I typically scale back my investing. 

 

I am sticking with or likely to increase my position on Jan ’15 Apple (AAPL) position 

based on a larger iPhone 6 and possible larger ipad with a keyboard. 

 

I plan to stick with my Gold miner’s position but will not add to it due to already being at 

my max limit. 

 

I plan to sell my Egyptian ETF (EGPT) somewhere between $70-$80.  

 

My plan is for “Non-US based Investments” bias for 2014 with a mix of European banks, 

gold miners, and Emerging Markets investments.   

 

I plan to invest in various derivatives of the Volatility Index in an attempt to monetize 

time decay for income purposes. 

 

 To Do List 

 

Continue to watch SHIBOR  

Watch US Tax receipts – US taxes receipts are going up faster than expected. 

Pay more attention to bond yield, especially 10 year Treasuries. 

Refine my Volatility Index Monte Carlo pricing model and spread yield calculator. 
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Chapter 9 

Final Thoughts 
 

In my view, the world economy was solidifying but China may have some serious issues 

and we continually see several unforeseen economic problems pop up all over the planet.   

Any one of these issues could cascade out of control and send the world economy reeling 

back into another recession.   

 

I expect the stock market finish the year but it will continue to be much more volatile 

than in previous years and certainly less rewarding than last year.  I expect the push of 

current Fed policies vs the pull of tapering back those policies to contribute to the 

volatility.   

  

The Good 

 

 Interest rates are low  

 World GDP is projected to be positive in 2014 

 New innovations and new efficiencies are creating new real wealth daily  

 Europe seems to be stabilizing 

 

The Bad 

 

 High US underemployment/”shrinking” workforce 

 Changes to healthcare likely to drag on US economy for next 2 years 

 Housing crisis not over; large segment of population with mortgages and no jobs 

 State/local governments debt situation/unfunded liabilities 

 Emerging Markets dependence on Western money printing 

 Soviet Tanks 

 

The Ugly 

 

 The US Social Security time bomb  

 World governance that doesn’t understand basic economics of wealth creation 

 Hints of credit crisis forming in China 

 

This is the conclusion of my report; I hope to get the next report out on July 7th, 2014 

and I try to entertain you with my new thoughts and reflections.   

  

Regards, 

 

Mark Rush 

http://traderwasteland.wordpress.com/ 

http://traderwasteland.wordpress.com/

