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Preface 
 
It is once again time for my quarterly market review, when I examine world events and 

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

current events, my portfolio performance, 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 WV, 

 

The weather has been nice here in the D.C. area but it’s getting a bit too hot and muggy 

for me to do many of my outdoor adventures.  I’ll be packing my bags soon and heading 

out to Colorado for a several weeks of outdoor fun.  I prefer living at a cooler, dryer, and 

bug free life above 10,000’ during the heat of summer.  My plan is to stay in Colorado 

until sometime in September when it starts to get colder and then at that point I’ll head 

back to the WV just in time to write the next quarterly report.  Some people go chasing 

rainbows; I’ll just stick with chasing mild weather. 

 

On a more germane topic, I just had my third anniversary of living without a job.  I think 

it would now be very nearly impossible for me to return to the work force at this point 

after living this way for so long.  Thankfully, I’m lucky enough that circumstances allow 

me to make a living anywhere that has an internet connection and to think the 

foundations of all this started 10 years ago when I started writing this silly little report.   

 

While reminiscing about the last 3 years, I reviewed some of my old brokerage 

statements.  I happily discovered that despite my continuously withdrawing money to 

fund my “Rock ‘n Roll lifestyle”, my net worth is actually higher today then it when I 

started this little experiment.  Either luck or skill, probably a little of both, but I’ll attempt 

to march on until I am forced to reduce my living standards to an unacceptable level and 

then do what is necessary if that point is ever reached.  Until then…  

 

On the investment front, I have concluded the move from stock market investments to 

monetizing the Volatility Index (VIX).  It has now been over 7 months of conducting 

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

tools.  It seems like for past few months I have inherited a full time job and several extra 

pounds but I believe that I am finally tamed this time vampire.  The various strategies are 

coming together and my analytical tool set have been proving themselves recently so 

hopefully I’ll be able to once again spend more time on my other pursuits of being a full 

time functioning derelict.  

 

The last few months of VIX trading has paid off handsomely but the VIX is now 

hovering around a 7 year low.  On the advice of my algorithms, I have begun to unwind 

some of my more profitable positions and putting money into cash waiting for the next 

spike in VIX so I can begin the process all over again.  Conversely, I may have just 

caught the tail end of a once in a lifetime opportunity.  I feel like this is going to be 

boom-bust existence for me but the incentives are high enough for me to wait for the next 

stage of this strategy.  If I can maintain my above average rate of return with my VIX 

trading then I have chosen correctly, if not then I may be floating my resume attached to 

a future edition of this report.  

 

Good luck, 

 

Mark Rush 

Yellow Spring, WV 
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Chapter 1 

The Basics 
 

Is your financial adviser screwing you?  

 

There are three things that bother me when talking to others about their personal finances.   

 

First, I hate mutual funds, those instruments are outdated and generally get their business 

model from the 80’s before the internet and they should have been replaced by Exchange 

Traded Fund (ETF) years ago.  The difference is how much a mutual funds charge you to 

join (load) and continuing management fees verses what an equivalent ETF charges is 

criminal.  Yet I find people still using these Stone Age tools. 

 

My second pet peeve is “Investment advisors” who get paid for financial advice and then 

recommend investments where they get a kickback from the investment that they just 

recommended to their clients.  Usually the client isn’t even informed but usually the 

client doesn’t ask.  Mutual funds can kick back up to 1% of the money you invest to your 

adviser and then pay then pay as much as .25% as long as you keep your money in their 

fund.  So, you pay 1%/year of your money to your advisor for help, then they give 

“advise” to put you into a fund that gives them another 1% upfront and then another 

.25%/year after that... That money comes out of your pocket!! 

 

My third peeve is when I point this out to people that they are getting ripped off and they 

deny or defend the practice. It is a classic case of lazy investors along with shady money 

managers.  Most people will spend more time finding a bargain on a pair of shoes than 

managing their life savings.  Penny wise, $100,000 foolish… 

 

How do the advisors get away with it? Two ways, primarily you let them because you are 

lazy and secondary they legally become Dually-Registered Advisors.  In other words, 

they can put on their “advisor” hat and offer you advice and then simultaneously wear 

their “Broker” salesman hat and sell you products that get them a commission.  

Sometimes these advisors tell you to buy the stuff they are selling, and sometimes it’s not 

for your benefit.  Be wary of dually registered advisors, it is a license to steal from YOU! 

 

  Broker Dually-Registered Advisor 
Investment 

Advisor 

Service Sells investment 

products 

May sell investment products or 

provide investment advice 

Provides 

investment advice 

Compensation Commissions Only Fees and Commissions Fee Only 

Fiduciary No Depends if selling product or 

providing advice 

Yes 
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Mutual Fund vs Exchange Traded Fund (ETF)  

 

I randomly found a mutual fund; it turned out to be Neuberger Berman Small Cap 

Growth A (NSNAX).  So with a little research (less than five minutes) I was able to line 

it up with the widely used Russell 2000 Exchange Traded fund (IWM).  Here is the 

breakdown.  

      NSNAX IWM 

Front end load/sales charge (Fidelity) 5.75%   $7.95 

12b(1) fee     0.25%/year   $0 

Expense Fee     1.26%/year 0.20% 

 

The link below is the 5 year performance of both funds, in my eyes they are about equal. 

http://finance.yahoo.com/q/bc?s=NSNAX&t=2y&l=on&z=l&q=l&c=iwm 

 

So, let us run an experiment, let’s use $100,000 invested for 15 years assuming the above 

fees with an average rate of return of 8% with your advisor’s fee at 1% and no fee for 

doing it yourself.  What typically happens is at the end of 15 years, you would give a big 

high five to your broker-dealer investment advisor since in the past 15 years you now 

have just over $210,000. What you don’t see and your advisor isn’t going to tell you, that 

if you would have just gone with a simple ETF you would now have almost $310k.  You 

just got screwed out of $100k while your advisor collected almost $29k in fees and 

kickbacks.  You literally missed out on $100k so your advisor can make $30k.  Where 

did the rest of the money go? To the mutual fund and its managers who pay your advisor. 

 

Although these numbers may seem reasonable for some who don’t want to deal with 

money management; let me remind you how these numbers get really outrageous as you 

approach retirement.  By that time you should have at least a million dollar portfolio and 

at that point you now can lose out on a million dollars to pay your advisor $300,000…. 

 

          NSNAX     IWM 

Starting amount Market Return    Fees $100,000.00 
Advisor total 

income   Fees $100,000.00 

Transaction cost     5.75% $94,250.00 $1,000.00           $7.95  $99,992.05 

year 1 8%   2.51% $99,424.33 $2,242.80 
 

0.20% $107,791.43 

year 2 8%   2.51% $104,882.72 $3,553.84 
 

0.20% $116,199.16 

year 3 8%   2.51% $110,640.78 $4,936.85 
 

0.20% $125,262.70 

year 4 8%   2.51% $116,714.96 $6,395.78 
 

0.20% $135,033.19 

year 5 8%   2.51% $123,122.61 $7,934.82 
 

0.20% $145,565.77 

year 6 8%   2.51% $129,882.04 $9,558.34 
 

0.20% $156,919.91 

year 7 8%   2.51% $137,012.57 $11,271.00 
 

0.20% $169,159.66 

year 8 8%   2.51% $144,534.56 $13,077.68 
 

0.20% $182,354.11 

year 9 8%   2.51% $152,469.50 $14,983.55 
 

0.20% $196,577.73 

year 10 8%   2.51% $160,840.08 $16,994.05 
 

0.20% $211,910.79 

year 11 8%   2.51% $169,670.20 $19,114.93 
 

0.20% $228,439.84 

year 12 8%   2.51% $178,985.10 $21,352.24 
 

0.20% $246,258.14 

year 13 8%   2.51% $188,811.38 $23,712.39 
 

0.20% $265,466.28 

year 14 8%   2.51% $199,177.12 $26,202.10 
 

0.20% $286,172.65 

year 15 8%   2.51% $210,111.95 $28,828.50   0.20% $308,494.12 

http://finance.yahoo.com/q/bc?s=NSNAX&t=2y&l=on&z=l&q=l&c=iwm
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List of good questions to ask your advisor 

 

While I was researching this subject I came across this list of kick ass questions for your 

advisor.  I don’t know anything about the guys who wrote this or even if they are legit 

firm but I love these hard questions that will make most advisors squirm, the shadier the 

advisor the more they will squirm.  You probably think your advisor nearly perfect (after 

all you did pick them and you have a superior talent for judging people) and they are only 

there to help you since you are so likable and everyone just wants to help you, but ask 

them these questions just for fun… 

 

http://www.sagharboradvisors.com/15_questions.pdf 

 

Hopefully you will have the courage to ask these questions and your advisor will have the 

courage to answer truthfully.  I am interested in how the encounter goes… 

 

Conversion from money sucking mutual funds to low fee Exchange traded funds 

 

If you have some mutual funds, I did find this tool on the web that will direct you to 

cheaper ETF alternatives.  I spot checked it against a few funds but interested in some 

feedback if anyone ends up using it.  There are many of these on the web… 

 

http://etfdb.com/tool/mutual-fund-to-etf/ 

 

Check your returns… 

 

For some reason everyone seems to think their self-directed investments or their financial 

advisors is spot on, do yourself a favor and pull out those old brokerage statements and 

scroll down to page 24 of this report and check against your gains against the four “off 

the shelf” portfolios I have provided.  If you haven’t been matching my middle of the 

road (Growth) portfolio you and/or advisor should reconsider your strategy. 

 

Your benchmarks are: 

 

Year to date +5.49% 

3 year return +49.3% or 16.4%/year 

5 year return  +68.1% or 13.6%/year  

10 year return +105.9% or 10.6%/year 

 

You may not like what you find, I know I didn’t.  I have substantially less money today 

and would be materially better off if I would have followed my own wisdom.   I found 

out that I have a very expensive hobby… 

 

 

 

http://www.sagharboradvisors.com/15_questions.pdf
http://etfdb.com/tool/mutual-fund-to-etf/
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On-line Investment Advisors 

 

I have no experience with any of these automated algorithmic investment advisors but I 

like the concept.  The bigger ones that I know of are Betterment and Wealthfront.  If 

anyone has any experience with any of these I would be interested in hearing about it. 

 
AssetBuilder    0.20 to 0.45 percent of assets, depending on balance, plus trading costs. 

Uses investments from a company called Dimensional Fund Advisors, which creates funds that are similar 

to index funds but don’t mimic standard indexes precisely.  Min $50,000. 

 

Betterment   0.15 percent to 0.35 percent of assets. 

None, but people with less than $10,000 must deposit $100 or pay $3 each month. 

Betterment has a new service that helps people figure out what a safe amount of money is to withdraw for 

retirement each month. 

 

Folio Investing  $29 per month or $290 annually. 

Folio Investing has a number of “Ready-to-Go” portfolios of exchange-traded funds that customers can buy 

in a single transaction. 

 

FutureAdvisor  0.5 percent of assets. 

Tax-loss harvesting is included at FutureAdvisor. It also gives advice on your 401(k), which less expensive 

services may not do. 

 

Hedgeable  .05 to 0.25 percent of assets; $100 minimum. 

Hedgeable also offers a Retirement Plus plan with more active monitoring. 

 

Jemstep Portfolio Manager  Free for first $25,000; $17.99 to $69.99 per month  

Jemstep also evaluates the holdings in your 401(k) or other workplace retirement account, which other 

services may not do. 

 

MarketRiders  $14.95 per month or $149.95 annually, plus trading costs. 

MarketRiders tells you which funds to buy and when to rebalance but doesn’t do it for you. The company’s 

owners started Rebalance IRA for people who want more help. 

 

SigFig   $10 per month. 

Trading costs are free if you keep your money at Fidelity, Charles Schwab, or TD Ameritrade. The company 

trades for you. 

 

Vanguard  0.3 percent of assets. 

This is a pilot program, it's alone among this group in including full-service financial planning in the price. 

 

Wealthfront  Free for the first $10,000; 0.25 percent after that. 

Wealthfront does tax-loss harvesting for customers with more than $100,000. This can add a bit to returns 

under certain circumstances. 

 

I am sure there are more alternatives robo-advisors out since this seems to be the wave of 

the future.   Just another example of white collar jobs being lost through automation and 

in this case I applaud it. 

https://www.betterment.com/
http://www.assetbuilder.com/
http://www.betterment.com/
http://www.folioinvesting.com/
http://www.futureadvisor.com/
http://www.hedgeable.com/
http://www.jemstep.com/
http://www.marketriders.com/
http://www.sigfig.com/
http://www.vanguard.com/personaladvisor
http://www.wealthfront.com/
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Chapter 2 

Considerations 
 

Troublesome Thesis – Are we forming an Asset bubble? 

 

There are a few things in the market that trouble me these days… First, US bonds are 

rising in value (yields falling) despite Federal Reserve tightening of its monetary policy.  

Yields should be rising as less money is injected into the bond market.  This is not what 

is happening; yields are falling despite less support and a strengthening economy. 

 

Second, the stock market keeps going up and volatility is now at a 7 year low while 

bonds are not reacting.   Typically bonds and stocks go in opposite directions as money 

sloshes back and forth between these two instruments depending on the perceived best 

risk/reward.  This inverse correlation has broken down as both are gaining value. 

 

European bonds yields have fallen in many European countries having yields lower than 

the US Bonds. The reason this is a concern is that almost anyone will tell you the risks 

are much higher in Europe (except maybe Germany) than in the US.  I scoff at the idea 

that the risks of owning Spanish debt are nearly the same amount of risk as having US 

bonds.  Additional, would want to lock in 10 years of Japan’s debt for 0.54%/year! 

 

10 year yields in various countries 

 

US   2.57%   UK   2.70%   Greece  5.84% 

Canada  2.25%  Germany  1.24%  Italy  2.83% 

Mexico 3.36%  France   1.70%  Spain  2.63% 

Japan   0.54%  Swiss  0.62%  Dutch  1.48% 

Australia  3.58%  India  8.73%  S. Korea 3.16% 

 

So, the point of all this is that I believe the system is absolutely too complacent and we 

are in the very early stages of an asset bubble.  Bonds are going up (yields are dropping), 

stocks are going up, housing is going up and relationships are breaking down.  It seems to 

me money is chasing ANY investment without proper regard for risk.   

 

For this thesis to be complete gold would need to take off and it is not…  This may be the 

final warning sign and a validation of my prediction.  For now it is something to think 

about and to take advantage of this potential bubble formation in the short run. 

 

I have spotted some of these trends before but I am usually 2-4 years early before things 

get bad.  So if I am right, what this means is housing, stock market, precious metal, 

commodities and bond market will increase in value as the bubbles builds.  The next two 

years it should be extraordinarily easy to make money in just about any investment, but 

that also means that there may be another crash building.  A less ominous scenario is that 

it may be a precursor to massive inflation; gold rising would an indicator for that case.  

 

This may be the beginning of an asset bubble but it is too early to tell and the evidence is 

weak right now.  Let’s just focus on reaping easy profits for now but keep evaluating. 
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Federal Reserve Policy 

 

The Federal Reserve is continuing their policy of tapering (reducing) the Quantitative 

Easing (printing money) policy.  I believe that the US and world economy will continue 

getting stronger this year despite a reduction of monetary support.  This means the taper 

here in the US will continue but it looks like the Japanese is picking up the stimulus slack 

with a little help from the European Central Bank (ECB) and China.   The taper should be 

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 Fed policy 

in the US.  I plan to avoid bonds just in case it does cause a rates to rise (bonds go down). 

 

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 should tend to creep up. 

 

Interest Rates 

 

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

rates, most notably 10 Year Treasuries are now ~2.75% up from a low of 1.5% but  low 

the recent highs of 3.0% while 30 year fixed mortgages are around 4.0%.  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 would be 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 

 

 
 

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 any 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 increasing economic output for the next 18 months. 
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Iraq and the rest of the Middle Eastern hell hole 

 

Ok, let us support the good guys in this current conflict with 100% US backing...   

 

The simplified players are: 

 

Syria: run by Bashar al-Assad, used chemical weapons, ruthless dictator. 

Iraq: now basically I puppet state for Iran, alienated the Kurds and Sunni. 

Iran… Home of the Ayatollah Manhattan Project 

Al Qaeda, no introduction needed 

ISIS, the group of upstart terrorist group that Al Qaeda says is “too brutal” 

Sunni:  joined with ISIS only to get back at the Shea running Iraq 

 

Basically all sides are assholes…  Iranically, Iran is the most civilized of this group. 

 

My advice? 

The Middle East is on fire… We don’t need no water let the… 

 

Ukraine 

 

Let’s face it, Soviet era 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.  For now they seem 

to be in intermission but I suspect things will heat up again. I believe next on deck is 

Kazakhstan but still a few years off.  Chenquieh… 

 

China 

 

China has been building a credit bubble that could possibly get out of control and burst if 

left to run unchecked.  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 may be some economic 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. China runs the risk of a major credit 

collapse within the next few years but China is working to correct it.  This was front page 

news last year but has fallen off the radar, but it hasn’t gone away! 
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Chapter 3 

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

 

I expect even stronger growth next year the economy with growth over 2.5% as the 

recovery continues to build.  The Q1 ’14 GDP was negative due to weather; let’s hope for 

a catchup in the next two quarters. 

 

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 (June) was 6.1% Prediction achieved!! 

 

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 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 May was 2.13%, this is higher than most recent data points 
 

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 1,960.23 so we still have 2% more to go before the end of the year 

for me to get it right this year.  I feel like I may have under promised and over delivered. 

 

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 and now is $172,300.  The 30 

year mortgage rate is at 4.02%.  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.   

 

                          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 4 

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           1/1/14 3/31/14 6/30/14  Link                           

SPY    +96%  +72%  +100%  http://www.barchart.com/opinions/etf/SPY  

QQQ                  +96% +24%  +100%  http://www.barchart.com/opinions/etf/QQQ 

IWM                  +96% +48%   +88%  http://www.barchart.com/opinions/etf/IWM  

  

 

International  

EFA                    +88% +88%    +8%  http://www.barchart.com/opinions/etf/EFA 

EEM                   +32% +72%   +48%  http://www.barchart.com/opinions/etf/EEM  

   

 

Bonds       1/1/14 3/31/14 6/30/14 Link                            

TLT                     -96% +48%  +56%  http://www.barchart.com/opinions/etf/TLT  

SHY                    -56% -32%  +24%  http://www.barchart.com/opinions/etf/SHY  
   
 

Gold/Oil/Dollar Index/Euro/Yen 

GLD                     -88% -16%  +64%  http://www.barchart.com/opinions/etf/GLD  

USO                     -16% +24%  +40%  http://www.barchart.com/opinions/etf/USO  

UUP                     -88% -40%   -64%  http://www.barchart.com/opinions/etf/UUP  

FXE                     +80% +32%    -8%  http://www.barchart.com/opinions/etf/FXE  

FXY                     -96%  -72%  +64%  http://www.barchart.com/opinions/etf/FXY  

   

Volatility Index 

VIX index            -24%  -56%   -64%         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.  It is now at 

a 7 year low.  We can now think of this as the complicacy index. 

 

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 (~2.7%) 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 5.96% down from 8.1% in January. 

 

 
 

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.  If gold joins the party then, in my opinion, it’s an early sign of a bubble 

but for now it means make as much money as you can while you can... 

 

The system seriously has an overabundance of complicacy!! 

 



Copyright © 2014 by Mark A. Rush 
 

Chapter 5 

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 political priorities.  I wouldn’t 

expect unemployment to be under 5% until 2016 without major policy shifts.  Despite all 

my concerns, the US economy appears to be improving. 

 

I own GM via long call option spreads. 

 

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. 

 

I own the EFA that has a large European exposure. 

 

Middle East 

 

The Middle East is on fire… We don’t need no water let the… 

 

I still own EGPT but plan to sell it this month. 

 

China 

 

This is a really hard area to determine what exactly is going on.  I try to find information 

on SHIBOR but it’s kind of hard to find.  I go clicking around various websites and it 

seems I never have the right add-in installed.  No, I’m not going to install software in my 

browser from the Chinese mainland to see SHIBOR rates. 

 

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 a small investment in China this year via SNP and oddly enough Yahoo also. 
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The US Bonds and US Dollar 

 

I do not own any US Government bonds because I think the rates are too low and think 

rates are likely to rise (bonds decrease in value).  For now inflation seems to be benign.  

Fed tapering is likely to increase interest rates and strengthen the US dollar. 

 

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 in the 

European names. 

 

I own Bank of America (BAC), HSBC, 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 should 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 own SNP 
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Emerging markets 

 

Emerging markets were under pressure last year but seems to have bounced recently.  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) 

 

Technology 

 

Tech seems to be getting hit recently but it could be a buying opportunity.   I am looking 

for entry points to put on another apple position somewhere around $85/share. 

 

I sold my entire Apple position but now own Yahoo. 

 

Cash and its proxies 

 

I currently have the equivalent of ~8% of my holdings in cash and I will be raising more 

cash this quarter.  I hope to be 25-50%% cash by the next report. 

 

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; I plan to apply for a V.A. loan this spring. 

 

Options 

 

Volatility seems to be relatively cheap but could remain low for many more months.  I 

am playing with some longer term income producing volatility schemes these days that 

are basically back door theta collection strategies. 

 

I am short the VIX via many of its proxies; I am reducing these very profitable positions. 
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Stock market cycles 

 

I am sort of following my old rule “sell in May” but delayed it somewhat this year.  I 

have started reduce my positions last month and will continue to do so through 

September so that I will have a pile of cash before October.  Once again I expect I will be 

buying heavy in November.  I am ~90% invested but it is getting near the time of year 

when I start to scale back to ~50%. 

 

 
 

 
 

 

If you read what these to seasonal charts are telling you, we are approaching a time of 

year where stock market gains are unlikely while volatility has historically increased.  

Since I am usually levered long stocks and leveraged short volatility, it would behoove 

me to reduce my positions until the situation reverses itself in November. 
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Chapter 6 

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 2.5% I find this a better place to invest. 

 

Stock Symbol Yield 
Est. '15 Earnings vs 
current stock price 

(E/P) 

Forward  
('15) P/E 

Barclay’s BCS 1.7% 13.5% 7.43 

Vale VALE 6.1% 13.4% 7.49 

General Motors GM^ 3.3% 12.5% 8.01 

Sinopec SNP^ 4.5% 11.7% 8.53 

Citi C 0.1% 11.2% 8.94 

Kohlberg, Kravis, Roberts KKR# 7.2% 11.1% 8.99 

Ford F 3.0% 11.0% 9.02 

Rio Tinto RIO 4.2% 10.9% 9.15 

Hospitality Properties Trust HPT^ 6.5% 10.9% 9.18 

Ensco ESV 5.4% 10.7% 9.34 

JP Morgan JPM 2.8% 10.4% 9.62 

Toyota Motors TM 2.0% 10.3% 9.68 

Deutsche Bank DB 2.0% 10.1% 9.90 

     

     

    

  

^ are stocks that I own at the time of this publication. 

 

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 7 

High yield 

 
Here is a quick list of the some high yield investments that I follow along with the current 

yield.  With 10 year Treasuries at 2.5% I find this a better place to invest. 

Stock Symbol Yield   

Ad Clay Convertible* AGC 9.0%   

MS Emerging Mkt Debt* MSD 7.6%   

Kohlberb Kravis & Roberts KKR^ 7.2%   

Kinder Morgan Partners LP* KMP 6.9%   

Transocean RIG 6.6%   

iShares Preferred* PFF 6.5%   

Hospitality Properties Trust* HPT^ 6.5%   

BioPharma PDLI 6.1%   

Alerian MLP ETF* AMLP 6.0%   

PowerShares Preferred* PGF 6.0%   

Barclay’s High Yield Bond* JNK 5.8%   

Healthcare REIT* HCN 5.0%   

     

^ are stocks that I own at the time of this publication. 

 

Notice that most of these investments have stars* by their names, this mean they are not 

normal stocks and typically don’t qualify 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 8 

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 

6/30/14 
Price 

2014 
Gain % 
w/o Div 

2014 
Gain % 
w/ Div 

SPDR S&P Depository Receipts SPY $184.69 $195.72 5.97% 6.93% 

NASDAQ 100 Trust Shares QQQ $87.96 $93.91 6.76% 7.71% 

DIAMONDS Trust DIA $165.47 $167.89 1.46% 2.51% 

Vanguard Value VIPERs VTV $76.39 $80.95 5.97% 7.13% 

iShares Russell 2000 Index IWM $115.36 $118.81 2.99% 3.25% 

iShares MSCI “EAFA” EFA $67.10 $68.37 1.89% 4.39% 

iShares MSCI Emerging Markets EEM $40.54 $43.23 6.64% 7.48% 

iShares Lehman 20+ Year Treasury  TLT $101.86 $111.08 9.05% 10.41% 

iShares Lehman 7-10 Year Treasury IEF $99.24 $103.54 4.33% 5.24% 

iShares Lehman Aggregate Bond AGG $106.43 $109.40 2.79% 3.75% 

iShares GS $ InvesTop Corp LQD $114.19 $119.26 4.44% 5.94% 

iShares Lehman 1-3 Year Treasury SHY $84.38 $84.47 0.11% 0.23% 

 

  

Results for the various “autopilot” portfolios 

 

` 

Risk  

Adverse Balanced Growth Aggressive 

’14 Return (YTD) 5.32% 5.56% 5.49% 5.17% 

’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 87.56% 99.39% 105.88% 101.36% 

 

Basically everything is making money this year…  Now that all this data has been 

collected for 10 years, we can take the total return and divided by 10 to get annual return 

including the “great credit crisis”.  Most pension funds pay handsomely for these kinds of 

returns.  But here it is offered up for free to anyone…. 

 

Portfolio   10 year Average Annual Return 

Risk Adverse (bond bias)     8.8%/year 

Balanced (blended)       9.9%/year 

Growth (Stock bias)   10.6%/year 

Aggressive (no bonds)  10.1%/year 
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Chapter 9 

My Current Portfolio Holdings  
 
Trading Portfolio (Taxed) - Options, short positions, short term trades, FX 

BAC* -   Wager on the economy getting better via Bank of America 

GM* - Leveraged long GM on car sales recovery, recall bad news overdone 

JCP* - Long Jan ’15 call spreads in JC Penny in hopes of takeover 

NBG* - long $7 calls until the end of time on National Bank of Greece (lottery Tickets) 

RGR*- Short Sturm, Ruger & Co. via Butterfly put options, bet that gun sales have peaked 

SVXY* - Multiply option strategies for volatility harvesting via theta decay and VIX contango roll 

SWHC* - Short Smith and Wesson via Butterfly put options, bet that gun sales have peaked 

YHOO* - A play on the Alibaba IPO since Yahoo owns 24% of that company. 

ABX – Barrick Gold a gold miner (doomsday hedge) 

BRKB – Berkshire Hathaway (daddy Buffet play) 

SPXS – Inverse 3x S&P 500 ETF (doomsday hedge), If S&P 500 goes down this goes up 3x as fast. 

 

ETF Portfolio (Taxed) – Macro sector plays, Country investments, metals 

EEM – Emerging Market ETF 

EFA – Europe and other developed non US ETF 

EGPT – Egypt ETF (bet on recovery now Muslim Brotherhood is gone) 

GDX – Gold miner EFT (doomsday hedge) 

 

IRA rollover (Tax deferred) - Income and high yield 

HPT - Hospitality Properties Trust (Hotel REIT, income) 

HSBC – Long term holding in an international bank, emerging market recovery 

KKR - Kohlberg Kravis Roberts (income) 

SNP - China Petroleum & Chemical (oil, income) 

SVXY* - Covered calls for volatility harvesting via theta decay and VIX contango roll 

 

Roth (Not Taxed) – High risk aggressive growth 

SVXY* - Covered calls for volatility harvesting via theta decay and VIX contango roll 

* Denotes options positions 
 
I have thinned out the number of holdings in my portfolio to free up money into the VIX related 
strategies and also to simplify my holdings and daily analysis. 
 
As of June 30th my total portfolio year to date performance was 7.48% slightly outpacing the 
S&P 500 index (SPY) of 6.99% despite my devastating losses in Q1.  Also, I am outperforming the 
“Mark Model EFT” growth index that had a 5.49% increase so far this year.  It’s time to check 
with your financial advisor and your most recent statements to see if your June numbers are on 
par…  If not, it is time to review your strategy. 
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Chapter 10 

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 >2.0% next year up from 1.7% last year 

(+) World GPD should be positive again and increasing from 2.8% to >3.0% 

(+) Japan continues to print vast amounts of money 

(+) Budget Deficit is somewhat controllable 

(+) We may be in the early stages of a bubble forming; in the beginning this is good 

(-) The Fed will reduce bond purchases this year 

(-) Interest rates should go higher; Borrowing will cost more 

(-) China is dealing with credit instability/assets bubble issues 

(-) Compliancy is high 

 

I still believe the S&P 500 should go up somewhere between 7.5%-12.5% this year while 

the 10 year Treasury yield could rise to 3.5% sometime next year.  What I was absolutely 

sure of in the beginning of the year was that volatility was going to increase this year, I 

was wrong and it is now at a 7 year low.  The ease of the upward path in the market and 

tameness of bonds has me now worried about too much complicacy.  Assuming I am 

correct, over the next couple of years there is nothing to do but jump on the bandwagon 

and make some easy money by owning anything.  The hard part is knowing when to hold 

them, knowing when to fold them, and knowing when to run… 

 

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 

cheaper 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. 
 

Volatility (VIX) 

 

Late last year I decided to shift a significant portion of my investments 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 my algorithms are 

somewhat in the ballpark, so far this year they have been hitting it out of the park.  I’m 

scaling back and taking profit for now hoping for another opportunity to appear. 

 

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

` 

I still think the economy has a positive tailwind and I plan to stay mostly invested for 

now but I will reevaluate this Mid-September when I typically scale back my investing. 

Historically October is a bad month so I am scaling back but likely to be “all in” by mid-

November.  I should be around 50% invested for those two months. 

 

I have sold my Apple (AAPL) and unlikely to get back in unless it drops to ~$85 or so. 

 

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

at my max risk limit.  I may trim my positions later this year. 

 

I plan to sell my Egyptian ETF (EGPT) between $70-$75/share after I clear my long term 

capital gains date.  I met my price target months ago but waited to get the 20% tax rate. 

 

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

gold miners, and Emerging Markets investments.   

 

I am short firearms makers; I believe that bubble is bursting and earnings will be down. 

 

I am long GM thinking that car sales are going to pick up in the US. 

 

I am long Yahoo as a play on the upcoming Alibaba IPO.  I will sell my Yahoo position 

soon after the Alibaba IPO. 

 

I am in Bank of America (BAC) based on a recent price dip. 

 

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

time decay for income purposes but reducing how much money I have committed to this 

area for now. 

 

 To Do List 

 

Continue to try to get a good handle on SHIBOR. 

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

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

Watch for gold to rise as the third indicator that an asset bubble is forming. 

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

Trim back my exposure to the VIX until mid-November. 
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Chapter 11 

Final Thoughts 
 

In my view, the world economy was solidifying but random parts of the word seem to be 

uncooperative and we continually see several unforeseen economic problems pop up all 

over the planet.   Any one of these many issues could cascade out of control and send the 

world economy reeling back into another recession but resilience is winning for now.  I 

expect the stock market to continue upward for the balance of the year but it should 

become more volatile than in previous few months (and how could it not be?) and this 

year will certainly be less rewarding than last year. I think we are in the early stages of a 

potential asset bubble and in the early stages it’s very good to own any asset.   This 

formation may take 2-3 more years of upward bias before it gets too dangerous.  I plan to 

stay invested for the foreseeable future to capitalize on the forming asset bubble. 

  

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 

 US tax receipts are up 

 

The Bad 

 

 High US underemployment/”shrinking” workforce 

 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 

 War, huh, yeah… What is it good for? Absolutely nothing… 

 Potential asset bubble forming 

 

The Ugly 

 

 The US debt 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 October 5th, 2014 

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

  

Regards, 

 

Mark Rush 

http://traderwasteland.wordpress.com/ 

http://traderwasteland.wordpress.com/

