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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
implications 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
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/

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.
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Introduction
The stock market and political dramas have hit all-time record highs!
Here we are another 3 months later and time to discuss what has changed, in short, not
much. This report will be relatively brief, it will only be just an update to the previous
two reports with a few new predictions/observations. I guess if you nail it from the outset
there isn’t much to change later…
Once again, it is nearly impossible to have a balanced rational discussion of the economic
plusses and minuses (and there are both) of the current administration but that is what I
am going to attempt do in this report. I have never needed to waste so much time on
politics before but here we are; a necessity for the current investor.
You could ask yourself “why should I even consider Mark’s viewpoint on all this
political drama?”. Simple, it’s because I really don’t care. My sole source of income is
predicting the stock market correctly. I don’t have sufficient resources to be wrong for
very long, had I only invested based on the forgone conclusions of the popular press my
current lifestyle would have taken a serious hit this year. I do this this to pay my bills…
At risk of sounding repetitive (I am), I once again need to point out that I did not vote for
Mr. Trump or Mrs. Clinton, I felt that neither candidate met my requirements to be leader
of the free world. I am still very comfortable with that decision since both candidates,
their surrogates, and supporter have given me ample validation that I made the correct
decision on that seemingly long-ago election day.
It is time to set partisan politics aside for the next several pages and discuss the economy,
stock market, and for me to try to earn enough money to pay the bills this quarter.
Mark Rush
P.S. You may forward this report to anyone who may find it useful as long as it’s in an
unaltered form.
You can follow me on Facebook at “Theta Capital Partners”.
If you “like” the page it will put my updates into your news feed.
https://www.facebook.com/Theta-Capital-Partners-203727433052941/timeline/
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Chapter 1
Considerations
Trumponomics (updated)
In past reports, I felt like the President didn’t have that much power over the economy
and I believed that it was more important to watch the Federal Reserve and their policies.
I was wrong in this observation; past presidents have had vast powers but they just
weren’t inclined do use it to the fullest extent. This President is different, he has a
tendency to utilize executive power to the fullest extent possible and is attempting to use
it to reshape the government, economy, and his personal validation.
I wasn’t sure of the outcome of this “experiment” so I came up three “big picture”
scenarios at the beginning of the year and their likely impacts on the markets. These are
still works in progress and they have been updated slightly for this report.
Scenario 1: USA Incorporated
Mr. Trump primarily sets a tone for moving forward economically and getting stuff done
to increase the output of his new acquisition… Mr. Trump sees this as his legacy and
mostly works to make America more competitive. Congress and Trump work together
and focus primarily on economic reforms.
•
•

•
•

•
•
•

Sets a tone that America is open for business or “it’s the economy stupid”
Lowers Corporate tax rates
o Incentivizes business to produce and invest more
o Companies stop leaving the U.S.
o More money is available for stock buybacks and expansion
o Creates/retains more jobs
Jawbones corporate America to keep/create jobs in the US
o Adds taxpayers
o Reduces numbers dependent on social programs
Repatriation of $2 trillion which should yield
o $200B in tax receipts to the US Treasury
o Taxes used to fund infrastructure projects.
o US based companies end up with cash to invest
▪ Potential acquisition mania starts with excess cash
▪ Excess cash is given to shareholders via dividends or buybacks
Infrastructure projects
o In the short-term more jobs
o Longer term gain in economic efficiencies
Reduce regulations to produce goods and services instead of paperwork
Reduce banking barriers thereby generating more loans to fund an expansion

Basically, the stock market goes up 15-20% in total during 2017 based on increased
productivity, lower regulations, higher profits, and change of business climate.
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Scenario 2: Trump LLC
Under this scenario a President Trump ends up not being able to control his ego and
conspiracy theory tendencies. This scenario begins with Trump attempting to do things
his way but the establishment will have none of that. Eventual the clueless proletariat
loses faith and the economy begins to mildly falter. The Federal Reserve becomes in
charge of the economy again while Congress sets new records for infighting and
filibustering. Basically, the last 6 years will be in play for the next 4 years. No sweeping
tax reforms, regulatory reform, banking reform, the economy may experience a mild
recession. Mr. Trump will not get reelected in 2020.
•
•
•
•
•
•
•
•

Power rift between Trump and Congress forms
Congressional factions infighting and not achieving a majority to pass legislation
Little constructive legislation is passed
Trump tries to end run congress repeatedly
Congressional investigations and hearings proliferate
Stagnation follows and loss of consumer confidence
President attempts to use agencies to spy and intimidate the opposition
News headlines focus on watercooler trivial gossip

The stock market returns to “pre-Trump” levels.
Scenario 3: International Apprentice
Under this scenario I assume Mr. Trump spends most of his time limiting trade with
China and Mexico while bombing the Middle East and plays some dangerous
brinkmanship with China, North Korea, and Iran. As a side note, we get mass
deportation and full-scale trade wars. International friction breaks out especially with
China and to a lesser extent Mexico. Iran potentially gets invaded and several small
skirmishes with China in the South China Sea. On the home front, the relationship
between the President and Congress Presidency becomes a reality show with spectacular
ratings.
This is by far the most damaging outcome that would likely cause a massive fall in US
GDP, a “huge” recession in China with possible political instability, and worldwide
recession.
The stock market would start to approach the 2008 (but not exceed) lows and bonds
would probably set a record low yields globally. Bomb shelter futures would be a good
investment along with canned goods, Potassium Iodide tablets, and gas masks. A retreat
or two in the mountains wouldn’t hurt either.
Unimplemented Destructive Policies that may undermine the economy (opinion)
Revoking Free Trade: under the strict Trump view point we would impose tariff on
imports and this will result in 10%-20% increase in retail prices for goods brought into
this country. So, if you are poor and/or work for minimum wage you may see a slight
increase in jobs and wages but it will be completely undercut by the price increases of the

Copyright © 2017 by Mark A. Rush

goods you need because of tariffs. This will contract both the U.S. and other trading
partners.
Mass Deportation: of millions of people simply means a rapid drop in U.S. demand
(rents, consumer goods, etc.) and more importantly a massive drop in effective labor
force. Take a look around our country and talk to some small business owners and see
who actually does the things that make our lives better. We would be removing 3-5% of
our population that is doing 5-10% of the stuff that needs to get done.
Working on these issues around the fringes won’t hurt the economy much (in my
opinion) but a wholesale rapid change would cause massive detrimental upheaval. Short
of war (which generally stimulates the economy but decimates the market) these are the
most important destructive things to watch for out of this administration.
Updated commentary:
Fortunately for all of us the International Apprentice edition seems to be off the table, for
now, with the potential exception of North Korea. Thus far we are very long on
Executive Orders that don’t really do that much but we are really short on actual
productive legislation. I believe that we are currently 65% of the first scenario and 35%
of the second, the stock market would likely decrease 10-15% from current levels on just
the possibility of the third scenario becomes a likely theme. Think North Korea…
For those of you who may be confused why the stock market continually sets new record
highs with DJT in charge of every aspect of our existence. The stock market, for now,
sees in Mr. Trump and his Republican cohorts as the path to eventual tax reform, reduced
regulation, and a narrative change toward capitalism. His shakeup of the economic status
quo could be the largest and most potentially the most constructive in over a generation.
For those who believe that we are on the verge of an economic utopia let break the bad
news now, Mr. Trump has a propensity to waste political capital on the outlandishly
trivial and has a very unenlightened world view.
Despite all the gossip at the water cooler, most of the drama really doesn’t affect business
too much unless you happened to own shares in the popular media. Even if none of the
Scenario 1 agenda gets implemented the market will likely go up over the next 3.5 years
because “no change” is stability. Business thrives under stable conditions, despite all the
sideshows in the political world, the business world believes that at the very worst the
rules won’t change for the worse in the remaining years of the current administration.
This alone is sufficient for the market to be bullish. Actual positive changes will cause
the stock market to continue upward even higher.
I do find it amusing that the Republicans have waited 8 years to get back into power and
they seem lost and confused on what they want to accomplish. This much I know, if the
economy hasn’t improved substantially by election day in 2018, either by blind luck or a
massively supportive economic agenda, the Republicans will be tossed out of office en
masse. Their agenda needs to be passed and it also needs sufficient time to “kick in” for
it to be effective. The Republicans are engaged in a very dangerous game of chicken
with the clock and they don’t seem to be aware of that.
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On the other hand, I have bad news for those of my more liberal friends who relish the
thought of seeing the removal of Mr. Trump from office. The removal of the DJT as
President won’t put Hillary in office. The victors could be sanctimonious on their triumph
but it will end up being a hollow victory because they waged war on a personality and not
on an ideology. The left may have vanquished an ineffective foe but they will have
replaced him with a focused and competent ideological adversary. If you remove the
protagonist from your story, you may not have a story left to tell. Be careful of what you
wish for…
If the President is removed by whatever means (very difficult to achieve), the market will
likely sell off leading up to the event (assuming it’s not a sudden removal/resignation) but
expect a massive bullish market once the market realizes that Mr. Pence will be at the
helm. Currently Mr. Trump is the biggest hindrance in achieving the Trump agenda.
Interest Rates
Last month the Federal Reserve made its second of three planned rate hikes for 2017. The
rate hikes will tend to work against the current stock market trajectory. The Fed has
more or less stayed on track this past meeting with short term rates heading toward 3%
sometime in 2020 or beyond.

The Fed raising rates is a drag on the economy and the stock market
Taxes
No significant updates on the Trump tax plans have materialized. Any serious news of
potential completion will result in another bullish stint in the market.
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China
In decades past in China it has been build anything in any quantity and it was needed and
used. Now after decades of building out a modern infrastructure, just building something
is no guarantee that is will be wanted, needed, or used. Not every railroad, power plant,
factory, or house is necessarily something someone else needs or wants. This effect has
been reflected in lower GDP growth with most experts saying there will likely be only
6.5% GDP growth in China this year. I expect it to come in around between 6.0% 6.5%. If a trade war does break out it will be felt here first with a possible recession
leading to political instability. China is the canary in the global economic coalmine and
so far, China is doing reasonably well this year despite my fears earlier this year.
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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 Gross National Product (GDP) Growth > +2.8% for 2017
I was expecting more growth this year but I’m beginning to see that is not going to
happen, I was expecting Congress to act faster on the economic agenda. I was wrong and
already want to lower my forecast to 2.3% growth. I’m expecting more growth next year
assuming some corporate tax policies and better economic tone. Also, I’m assuming the
POTUS doesn’t self-destruct…
The US economy has potential to pick up in growth rate next year.
Unemployment will decrease to < 4.5% by the end of 2017
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 latest number (May) was 4.3%.

Unemployment is falling but the labor participation rate is low
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Federal Reserve rates will be between 1.00% to 1.75% by the end of 2017
I was expecting 2-4 rate hikes this year while the Fed is indicating only three. I have an
unusually wide band this year because I’m predicting four rate hikes if the economy takes
off and only 2 if it doesn’t. We are still on target for 3 rate hikes (+0.75%) this year.

Rates are rising
Inflation > 1.5% in 2017
The first five months of this year averaged an inflation rate of 2.34%, if this continues it
will cause more rate hikes by the Federal Reserve.
Currently we are not experiencing excessive inflation
S&P 500 index >2400 at the end of 2017
Rising rates are going to put downward pressure on stocks since higher yields will make
bonds look more attractive as low risk alternative. The S&P 500 earnings outlook are
expected to increase to ~$132 up from $118 last year. This leads me to project an S&P
500 index breaking 2400 by the end of this year despite higher interest rates. If Trump
focuses only on the invigorating economy it could go much higher, if he continues to
stray into the trivial and dangerous it could be much lower.
The S&P 500 is currently at 2423.41 and the market is up 8.25% this year.
I expect the stock market to go up this year but not in a straight line.
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Improving Real Estate average home > $200k in 2017
The 30-year mortgage rate is at currently 3.79%. Rates ranged from near 3% to over 4%
in the past year. The 2016 housing prices ended at $192,500 vs. $199,200 currently.
Home “affordability” is still decent but losing ground with increasing housing prices and
higher rates. The combination of rising prices and mortgages contributed to an almost
8% increase in mortgages payments in the past year. It wouldn’t take much to reverse
the market or make it pop.
I believe that property values should increase due to a stronger economy but more
appreciation at the higher end of the housing market due to potential tax cuts and stock
market gains. The rising home prices on the mid to low end are coming to an end.
National average House Values

National average Mortgage Rates

Housing prices are increasing, interest rates are increasing, and affordability is decreasing
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>750 Billion Dollars budget deficit for FY 2017
The debt started to shrink but spiked late last year. I am turning this signal to
negative again due to potential tax cuts and other expected spending….

Here are the top four expenditures and expenditure per employed person in the US per
year. The total for just these 4 items comes to $21,882 per employed person per year.
1) Medicare and Medicaid
2) Social Security
3) Defense
4) Federal pensions

$995.75 billion ($8,024/employed person)
$884.47 billion ($7,130/employed person)
$583.33 billion ($4,704/employed person)
$253.73 billion ($2,024/employed person)

I am leaning toward turning this green in the next report since no legislation seems
like it’s going to pass except with lower Federal government spending.
Deficits were approaching more manageable level but likely to explode under
Trump.
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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 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 ETFs
SPY
QQQ
IWM

12/31/16
+16%
+16%
+16%

3/31/17
+16%
+88%
+48%

6/30/17
+8%
-16%
+40%

Link
http://www.barchart.com/opinions/etf/SPY
http://www.barchart.com/opinions/etf/QQQ
http://www.barchart.com/opinions/etf/IWM

International
EFA
EEM

-8%
-48%

+72%
+48%

-8%
+24%

http://www.barchart.com/opinions/etf/EFA

Bonds
TLT
SHY

12/31/16
-16%
-16%

3/31/17
+24%
+16%

+8%
-40%

http://www.barchart.com/opinions/etf/TLT

-24%
-16%
-100%
+100%
-32%

http://www.barchart.com/opinions/etf/GLD

Gold/Oil/Dollar Index/Euro/Yen
GLD
-16%
+72%
USO
+80%
-16%
UUP
+48%
-32%
FXE
-32%
0%
FXY
-32%
+72%

http://www.barchart.com/opinions/etf/EEM

Link
http://www.barchart.com/opinions/etf/SHY

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

Volatility Index (higher is bad)
VIX index

+48%

+24%

0%

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 level of “fear” in S&P 500 stock
index but it is used as a proxy for the general U.S. stock market. A lower VIX indicates a
lower level of fear in the market and lower fear generally means more confidence and
higher prices. This indicator is one of the more valuable tools to evaluate what the
implied risks are in the market at any given point in time. Volatility since the election
has been extremely low but in the last few months I’ve seen a few quick spikes usually
related to political news. I don’t want to read too much into this yet but it seems to me
that the presidential shenanigans are starting to seep its way into the stock market. My
seasonality theory says that this will likely increase for the next few months.
The indicator is still positive but a few of the tea leaves indicate that the market “might”
become more volatile in the future.
Lower volatility (fear) is good for the market
TED Spread…

The US Treasury vs. Eurodollar (TED) spread is like a “bond market fear index”. Since
the election the TED spread has been general falling (good). This indicates a break in the
building fear in the bond market over the past few years so this is a positive trend. What
is disconcerting to me is the recent spike in the spread, this could be an outlier to be
ignored or it could be a sign of things to come…
The Treasury Eurodollar up trend has paused and this is good for investments.
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Yield Curve (US 10-year yield less the 2-year yield spread)
It’s time for me to add one more indicator to the roster, the US Treasury “Tens minus
Twos” yield spread. Basically, a yield curve are the various interest rates at various time
horizons. The longer the term of a loan or bond the more the tendency for the interest
rate is to be higher. To simplify things, we are going to focus on just 2 of those
maturities and we are going to use US bonds/notes, one in the near term and one longer
dated.
If a bank loans money to someone to buy a house they may charge 4%/year for that 30year loan but that bank might only pay the depositors 1%/year who are effectively
loaning money to the bank. The bank collects 4% from the home owner but needs to pay
their depositors 1%. That 3% difference in yield is the profit margin the bank makes on
these two transactions. One of the more watched yield spreads within by the financial
markets is the US 10 Year interest rate and subtracting the US 2 Year interest rate. This is
a proxy for borrowing money in the relative short-term and loaning it out at for a longer
term like many financial institutions do on a regular basis.
Ten Year minus Two Year

In the above chart, you can see the rate difference going from -2% (2-year rate higher
than 10-year rate by 2%) to almost 3%. The grey area in the chart is when recessions
have occurred. Notice that before each recession the “Tens minus twos” went negative.
There is a big chicken and egg debate on what causes what when it comes to yield curves
and recessions but it does seem to have substantial predictive power.
Currently the Tens minus Twos are just over 1% and this seems relatively safe to me.

Copyright © 2017 by Mark A. Rush

Below are the unremarkable (~1.54%) Spanish bond rates, just to keep an eye on Europe.
This has been a neutral trend for the past couple of years.
Spanish 10 Year Bond Yield

The 10 year Greek rates spiked to around 15% in the past couple of years but now back
down to 5.4%. This is low, too low in my opinion for the risks involved, but as long as it
can stay under 10% we could assume another Euro crisis will be avoided… for now.
Greek 10 Year Bond Yield

The Spanish bonds are positive while the Greek bonds have a remarkable low yield
considering they are unlikely to pay their debts back; the low yield is good sign for the
market in general and Europe specifically.
Technical Summary…
Since the presidential elections in 2016 the technical indicators looked positive for most
investments and continued to indicate a bright future. It seems that we might have some
early indications that we may have a rougher ride in the future. Most indicators are more
or less neutral with a few exceptions. US small stock fund (IWM), emerging markets
fund (EEM), and especially Euro still have positive indicators. The dollar and its shortterm government debt sibling (SHY) are the notable stand-outs on the negative side.
On balance, the technical indicators are unenthusiastic… It does give a slight bias for
investing outside of the US or small company stocks. This may be a precursor to
something or it may an indicator of nothing.
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Chapter 4
Sectors
US Economy
I’m assuming for now that the base case of America Incorporated and animal spirits
maintains the lead in 2017 for the US economy, albeit my expectations are significantly
lower this time around. Our economy appears to have the potential to grow at greater
than 2.7% next year assuming someone in congress passes some sort of tax reform and/or
infrastructure bill. With that said, we cannot dismiss the fact that things are slipping out
of control and a dysfunctional leadership seems to be the norm. This “may” not
necessarily be bad for the stock market in the longer term, we may just need to watch
how individual businesses preform like we did in the old days.
The US has been a good place to invest this year but it may be time to look elsewhere
Europe/UK
On a valuation perspective, European stocks are cheap compared to the US (and riskier).
The Euro Zone should plod along with its recovery at around 1.0-1.5% GDP growth.
Europe is starting to shake off its funk and valuations are more attractive. Their currency
is also gaining traction.
I currently have no investments in Europe but I am actively looking…
The US Bonds
With the Federal Reserve announcing it intentions to return interest rates back toward a
more normal footing over the next few years, bond investments could be tricky and likely
to lose money. As rates go up the value of bonds tends to fall in value. The trick is to
buy bonds that have payouts higher than the decline of the underlying instrument. Most
market experts say that if the 10-year bond goes above 2.6% it will likely continue higher
from there. As of late US 10-year bond yield has been falling and currently at 2.3%.
I haven’t a clue… The bond market continues to elude my predictions so it’s time to
admit I have poor instincts when it comes to bonds.
Bonds are relatively tricky and dangerous this year. I own CHI high yield ETFs.
China
I am upping my estimates of Chinese GDP growth by 0.5% this year to around 6.5%. A
trade war would reduce these numbers significantly. In my eyes, things are optimistically
positive. Trump has been too busy focusing on important things, like trading insults, so
he isn’t focusing on reducing Chinese trade.
I have no investments in China but seems like an outperformer for now.
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Muni bonds
Lower taxes and rising interest rates are not good for Muni Bonds… If Federal largess
gets trimmed to the states and particularly to “sanctuary” cities, their credit ratings will
fall as will their ability to repay their debt. Defaults in Puerto Rico and the looming
default of Illinois are weighing on these indexes. These bonds may get a triple whammy
this year.
I do not own any muni bonds nor do I plan to purchase any.
Treasury Inflation Protected Securities (TIPS)
US inflation based bonds. I don’t have a positive outlook for them yet but I could see it
coming up in the next year or two. With rates going up and inflation being low I plan to
wait on these instruments.
I own no TIPS at this time but they are worth watching
Corporate Bonds
Again, with rates going up these bonds may be challenging this year. The major offset is
if the economy gets better some higher yielding companies may catch a tailwind and their
rates may fall due to higher profits and lower taxes giving them a better ability to pay
back those debts.
I do not own any corporate bonds
Financial stocks
Banks and the like generally make money by borrowing money in the short term and
lending that money out in the longer-term loans. Their profits are correlated to how
cheap they can borrow and how much they can charge for longer term debt. A higher
yield curve and potential deregulation should benefit the banks this year but a lot has
already been priced into these stocks.
I do not own any bank stocks but worth looking at on any outsized dips in price
Utilities
I consider this area a weak investment compared to the general stock market. I still find
this area is more intriguing than bonds. A stronger economy may increase earnings in
this sector but higher rates and better opportunities may take its toll.
I do not own and do not plan to own the utilities sector
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Oil/Energy
The resurgence of oil and gas production in the US and the global spread of
unconventional (fracking) production are major factors in changing the world energy
landscape and cutting greenhouse gases. Hydraulic fracturing will put significant
pressure on the price of crude oil for the foreseeable future. Long term (5-15 years) the
price of oil should continue to drop. If President Trump gets his way additional Federal
land will be opened up to fracking thereby increasing the US market share. This will
eventually lower oil and natural gas prices so I would be more interested in oil services
instead of outright energy producers.
I don’t like any oil investments right now especially the deep water and tar sand plays.
I own no energy stocks.
Emerging/Frontier markets
So far, these markets are doing well this year. If Trumponomics works then these
markets will outpace the S&P 500. If Trumponomics doesn’t work they will again
outpace the S&P 500 again but to the downside.
Several of these countries have significant debt denominated in US dollars but earn their
income in local currencies. If the dollar strengthens these countries such as Venezuela,
Turkey, South Africa, Nigeria, Egypt, Chile, Brazil, Colombia and Indonesia will suffer
economically. Borrowing in a strengthening currency then making payments with a
weakening currency is always a bad idea but for now the Dollar has stabilized.
I own no Emerging/Frontier markets, but I think they are much more enticing now than
they were at the beginning of the year.
Retailing
I have been overlooking a major shift in the changing trends of retailing. Over the past
few years I have slowly trimmed the number of stores that I use and frankly I’m down to
mostly just four retailers. I tend to buy most of my items at Walmart, Costco, Amazon
and Home Depot. I admit my demographic and remote physical location hampers me
from hanging out at the mall on the weekends like the good old days. When looking at
the stock prices of some major retailer the price action is telling me that I’m not the only
one who’s buying habits have changed radically in the past few years. Sales at brick and
mortar stores are generally down and without much hope of sales trends changing in the
next decade.
I would be particularly weary of retailers whose sole function is distribution of specialty
items, I foresee the day when manufactures just list their goods directly on Amazon
skipping the other middlemen and then giving Amazon a percentage of the sale for
providing a platform and logistics. Essentially, manufactures sell directly to the
consumer and Amazon becomes a logistics company and a marketplace platform.
A generation ago we lamented the loss of farming jobs, we are currently lamenting the
loss of manufacturing jobs, I predict we will soon lament over the millions of retail jobs
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that will be disappearing. We already can see where taxi and truck drivers are going to
end up in future. In a decade or two, you will place an order for a pair of running shoes
on Amazon and it will be relayed to the proper automated factory. Their autonomous
trucks will deliver it to Amazon’s autonomous warehouse. It will be sorted and packaged
together per the instructions of Amazon’s AI with your other orders. The AI will
determine the optimal autonomous Amazon delivery truck to place order on. This truck
will drive around launching, recovering, charging, loading, and relaunching various
delivery drones. Your package will arrive and you will be the very first human to ever
touched or even handled your new pair of running shoes. Forget farm to table, the future
is factory to feet…
Unfortunately, it may be possible that very few will have the money for these shoes
because low employment levels. The exception might be a software engineer or someone
who owns stock in Amazon. For those who worry about the current levels of income
inequality… You are currently living in the good old days. Save as much as you can
now, thank me in a couple of decades when most things are nearly free (automation) but
very few can afford them (few jobs).
Retailing has significant challenges ahead of it as does our society.
As I just finished writing this section, I saw a news headline come across my screen that
Nike and Amazon have stuck a deal for a pilot program to sell Nike’s shoes directly on
Amazon. I prefer my predictions to become true after I publish the report instead of as I
am writing them. ☹
Real Estate
Real Estate could get complicated over the next few years with…
•
•
•
•
•
•

•
•

Interest rates are expected to rise and should have a negative effect on prices
A stronger economy may increase net demand and raise prices
Tax cuts may tilt to the rich increasing demand on the higher-end market
Reduced deductions on high income reduces demand on higher-end market
Aggressive immigration enforcement reduces demand on the lower-end market
A thriving economy increases employment helping the low and middle markets
o An entire generation moves out of their parents place if economy grows
o People will want to upsize to larger houses
o People will want to relocate due to jobs
New administration wants to eliminate the GSE that underwrites most loans
o Likely higher rates after GSE are dissolved
o May cause a rush to get mortgages before GSE are dissolved
Missteps in privatizing the GSE could cause dislocation in the housing market

This could get complicated for the next few years but it is likely to go up but more so on
the higher-end. This sector is another canary in the coalmine.
I own sufficient real estate at the current time.
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Technology
Selected tech seems to be a good bet these days with all the potential repatriation and the
lower corporate tax rates. I expect an increase in buybacks and mergers if the repatriation
of overseas funds occur. Tech should be largely “business as usual” under the Trump
administration. The concerns over H1B visas workforce issues are overblown.
I sold my Apple and Microsoft positions but now I own Amazon and Nvidia
Cash and its proxies
This isn’t the worst idea for now…. Some cash is good.
I’m about 35% 50% 60% invested in cash
Gold/Platinum
If things get bad then this investment could be all the rage. I always keep a small physical
gold position as a hedge against unknown unknowns. It’s cheap and currently sideways.
I have become a bit more constructive on gold and silver these days.
I own physical Gold, Silver, Platinum, and Palladium.
Stock market cycles
It is that time of year when I expect to maintain a reduced level of investment until midOctober. I’ve trimmed my investments and I am currently ~ 35% 50% 60% in cash. This
level will go up and down but I expect to stick to the plan for the next few months.

Talking about stock market cycles seems so repetitive!
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Volatility
The volatility indexes have been hovering around record lows these days, we can debate
if the market is causing low volatility or if so many people are short volatility (including
me) that its affecting the market. It’s very low and may hit all time new record lows this
December.
People hear that the VIX is very low currently and they want to buy some volatility
because it is “cheap” via the various VIX related Exchange Traded Funds. The problem
with these ETFs is when you own it is more akin to owning hurricane insurance. Sure, it
can pay out big time if that big storm comes, but if the storm never arrives you just bleed
money every month paying those monthly premiums. This hurricane insurance costs
about 5-10% a month of your investment in it to maintain your policy. Volitivity is
“cheap" but the horizon is clear…
I don’t recommend standing in front of the low volatility freight train, I am synthetically
short the VIX via many of its proxies.
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Chapter 5
Value Stocks
Here is a quick list of some stocks that I follow that I think are cheap. I also show the
expected yield for this year, it’s expected earning in ’18 verses its current stock price (i.e.
return on investment), and for those who prefer P/E ratios I have included those also.
Stock

Symbol

Dividend
Yield

Micron Technology
AU Optronics Corp
Ford
KKR and Company*
Seagate Technology
Freeport McMorran
Toyota Motors
Gilead Sciences
Goldman Sachs
Amgen

MU
AUO
F
KKR
STX
FCX
TM
GILD
GS
AMGN

2.4%^
5.4%^
3.7%
6.5%^
3.7%
2.9%^
1.4%
2.7%^

Theoretical Market
Yield
(Earnings/Price)
17.6%
15.6%
14.3%
12.7%
11.9%
11.0%
10.3%
11.1%
9.3%
7.4%

Forward
('18) P/E
5.7
6.4
7.0
7.9
8.4
9.1
9.2
9.3
10.7
13.5

As market keeps rising this list this gets shorter…
* indicates stocks that I own at the time of this publication.
^ indicates a “qualified dividend” that may have a lower tax rate on the distributions
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Chapter 6
High yield
Here is a short list of a few of the high yield investments that I follow along with the
current market yield.
Stock
Icahn Enterprises
Blackstone Group
Annaly Capital Management
Gov’t Properties Income Trust
Ad Clay Convertible
Blackstone Mortgage Trust
Sr. Housing Properties Trust
Solar Capital Limited
Hospitality Properties Trust
Seagate Technology
GEO Group (Private Jails)
MS Emerging Mkt Debt
Barclay’s High Yield Bond
iShares Preferred
PowerShares Preferred
AT&T
GlaxoSmithKline

Symbol
IEP*
BX*
NLY*
GOV*
AGC
BXMT
SNH*
SLRC
HPT*
STX
GEO
MSD
JNK
PFF
PGF
T^
GSK

Yield
11.6%
10.4%
10.0%
9.4%
9.1%
7.8%
7.6%
7.3%
7.1%
6.5%^
6.4%
6.2%
5.8%
5.6%
5.4%
5.2%^
4.5%^

Structure
LP
LP
REIT
REIT
Bond
REIT
REIT
LP
REIT
Corp
REIT
Bond
Bond
Bond
Bond
Corp
Corp

* are stocks that I own at the time of this publication.
^ indicates a qualified dividend and may give you a lower tax rate on dividends
Most of these investments 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 instruments in my IRA rollover to
avoid most of these tax headaches.
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Chapter 7
International ETFs
Economic Growth (GDP) Forecast by Country for 2017
India
China
Indonesia
Israel
Turkey
Australia

7.5%
6.4%
5.1%
3.4%
3.3%
2.8%

Sweden
South Korea
Chile
Spain
Mexico

United States

2.7%
2.6%
2.5%
2.3%
2.3%
2.2%

Canada
Switzerland
Germany
European Union
Greece
France

1.9%
1.7%
1.4%
1.3%
1.3%
1.2%

Russia
South Africa
United Kingdom
Japan
Brazil
Italy

My strategy is based on one simple idea. Invest in stable countries that have high
economic (GDP) growth. The yields shown below are trailing dividend payouts divided
by the current market price. Dividend payouts may change significantly as well as
market price.

International Exchange Traded funds
Country
Australia
Brazil
Canada
Chile
China
EU
France
Germany
Greece
India
Indonesia
Israel
Italy
Japan
Mexico
Russia
South Africa
South Korea
Spain
Sweden
Switzerland
Turkey
UK
USA

ETF symbol
EWA
EWZ
EWC
ECH
FXI
VGK
EWQ
EWG
GREK
IFN
IF
ISRA
EWI
EWJ
EWW
RSX
EZA
EWY
EWP
EWD
EWL
TUR
EWU
SPY

Trailing dividend Yield
3.79%
1.72%
1.75%
1.52%
2.32%
3.01%
2.39%
2.00%
1.61%
6.31%
0.04%
1.43%
3.07%
1.78%
1.51%
1.72%
3.62%
0.95%
3.69%
3.29%
2.32%
2.28%
3.52%
1.87%

Note: the yields are trailing dividends paid vs current market price. It is not a prediction
of what will be paid out the future or if the ETF price will go up or down.
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1.2%
1.1%
1.1%
1.0%
0.9%
0.8%

Chapter 8
The Plan
Every trader reserves the right to make a more intelligent decision today than he made
yesterday. - Sheldon Natenberg

Considerations:
(+) New US leadership that may unleash the animal spirits and set a new “can do” tone
(+) World GPD growth is expected to be positive again this year
(+) All major economies are growing this year
(+) Cheap Energy and raw materials
(-) New US leadership that is easily sidetracked
(-) The Fed has plans for three rate hikes this year raising rates by .75% this year
(-) Global shift toward hardline populism and isolationism
(-) North Korean Mark-4 physics package knockoffs
Politics:
In Chapter One we covered a few possible presidential themes, it seems like what has
transpired is a mixture of those themes in various degrees. I am shifting more toward a
blend of USA Inc (Scenario 1) and Trump LLC (Scenario 2). I believe if we don’t get
some progress by September on the “economic agenda” the market will start to be
punished.
If a substantial economic agenda can’t materialize by sometime this fall I don’t think that
there would be sufficient time for an economic renaissance to materialize before the midterm election. This means the Republicans get tossed out of office and the “agenda” dies.
This more than anything is “the” bearish case.
If the pro-growth economic agenda doesn’t materialize by my next report I will become
incredibly bearish because the window of opportunity will be closing.
Economic Agenda
1)
2)
3)
4)
5)

Lower Corporate taxes
Repatriation of $2 Trillion stranded overseas by the tax code
Simplified income tax
Less regulation on business
Infrastructure spending
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Stock Market Cycles
Historically the stock market tends to go sideways to down this time of year until
sometime in October. This knowledge has served me well over the past 6 years and I
plan keep a lower level of investment through mid-October or until a significant
downturn.
The Plan (subject to change without notification):
The profits generated by my portfolios have been good this year but now I am getting a
little skittish. I am currently only 40% invested because the seasonality is a significant
headwind and I have noticed that the political drama might have started to affect the
stock market. Most of the indicators have recently turned negative so I’ve reduced my
investment level significantly and plan to keep a relatively unaggressive stance over the
next few months...
I expect the market to drift downward, bottoming sometime in September/October or
until we see some sort of viable economic agenda materialize. Then I expect to become
“all in” at that point and ride it up until the end of the year. I expect the S&P 500 would
exceed 2700 by year end, assuming an agenda passes, from the current level of 2423.41.
To Do List
Watch the indicators for additional sell/short signals
Watch political “news” to see if a bad news days yields bad market days
Buy the expected October selloff or after some sort of economic agenda passes
Watch for
•
•
•

Mr. Trump deviating from my base case of “America Inc.” (already occurring)
Falling GDP growth
Home sales/auto sales

I suspect a large market move in the next 3 months but the direction is yet to be
determined. In my view, there is a 10% upside and 15% downside potential at this time. I
am uncharacteristically cautious at the moment.
Be cautious, pay attention!

Copyright © 2017 by Mark A. Rush

Chapter 9
Mark’s Model ETF Portfolios
Asset reallocation
I have constructed 4 different portfolios, each with varying levels of riskiness from lower
to higher just by using a combination of 12 (or less) Exchange Traded Funds. The results
(next page) includes fund fees but not broker transactions fees or money manager fees.
For a self-directed portfolio, the brokerage fees can be under $60/year (12 trades per year
at $5 each) assuming you rebalance the portfolio and reinvest the dividends once a year.
Most money managers charge 1% of the value of your investments each year on top of
their transactions fees (undoubtedly more than $60). Do the math…
U.S. large company funds:
Stock Market Symbol
S&P 500 fund
SPY
Nasdaq 100 (Tech) fund
QQQQ
Dow Jones Industrial Average fund
DIA
Vanguard value fund
VTV
U.S. small company fund:
Russell 2000 small US company fund
IWM
International company funds:
Europe, Australasia and Far East
EFA
Emerging Markets Fund
EEM
Fixed Income (Bond) funds:
20+ Year U.S. Treasury Bonds
TLT
7-10 Year U.S. Treasury Bonds
IEF
U.S. Aggregate Corporate Bonds
AGG
Investment Grade Corporate Bonds
LQD
Short bond term fund (cash):
iShares 1-3 Year U.S. Treasury Bonds
SHY

SPY
QQQQ
DIA
VTV
IWM
EFA
EEM:
TLT
IEF
AGG
LQD
SHY

Percentage of Portfolio by Risk Level
Lower Balanced
Growth Aggressive
5%
7.5%
10%
7.5%
5%
7.5%
10%
7.5%
5%
7.5%
10%
7.5%
5%
7.5%
10%
7.5%
10%
10%
20%
30%
5%
10%
15%
20%
5%
10%
15%
20%
12.5%
8.75%
2.5%
0%
12.5%
8.75%
2.5%
0%
12.5%
8.75%
2.5%
0%
12.5%
8.75%
2.5%
0%
10%
5%
0%
0%
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Model Portfolio Results
Name

Symbol

S&P 500 fund
Nasdaq 100 (Tech) fund
Dow Jones Industrial Average fund
Vanguard value fund
Russell 2000 small US company fund
Europe, Australasia and Far East fund
Emerging Markets fund
20+ Year U.S. Treasury Bond fund
7-10 Year U.S. Treasury Bond fund
U.S. Aggregate Corporate Bond fund
Investment Grade Corporate Bonds
1-3 Year U.S. Treasury Bond fund

SPY
QQQQ
DIA
VTV
IWM
EFA
EEM
TLT
IEF
AGG
LQD
SHY

Risk
Adverse
5.98%
6.92%
-0.91%
9.16%
8.34%
8.97%
7.02%
11.17%
11.14%
-8.18%
7.82%
9.72%
5.49%

RESULTS
’17 Return
’16 Return
’15 Return
’14 Return
’13 Return
’12 Return
’11 Return
’10 Return
’09 Return
’08 Return
’07 Return
’06 Return
’05 Return
Average annual return
Compounded annual return
Total Return (2005-YTD)
S&P 500 returns (2005-YTD)

7.03%
10.78%
140.11%
99.96%

12/31/16
Price
$223.53
$118.48
$197.51
$93.01
$134.85
$57.73
$35.01
$119.13
$104.82
$109.06
$117.18
$84.45

6/30/17
Price
$241.79
$137.64
$213.30
$96.54
$140.97
$65.19
$41.41
$125.12
$106.61
$109.51
$120.51
$84.49

Balanced
8.11%
8.34%
-1.48%
8.31%
13.31%
11.56%
3.30%
12.45%
19.65%
-18.66%
9.40%
13.63%
7.55%

Growth
10.36%
11.58%
-2.47%
6.71%
22.72%
15.30%
-2.52%
15.53%
31.48%
-33.90%
10.04%
19.09%
9.73%

7.25%
10.47%
136.05%

8.57%
11.55%
150.16%

Yield
Rate
(Est.)
1.83%
0.95%
2.20%
2.31%
0.55%
3.26%
0.93%
2.02%
1.48%
2.06%
2.64%
0.68%

YTD ‘17
Gain w/
Dividend
9.16%
16.72%
9.18%
4.99%
4.83%
14.76%
18.83%
6.09%
2.46%
1.45%
4.20%
0.39%

Aggressive
11.17%
12.73%
-3.96%
4.25%
24.75%
16.86%
-6.51%
16.91%
36.54%
-39.60%
10.45%
21.83%
11.77%
8.73%
10.79%
140.25%

The results assume the portfolio is rebalanced at the end of each year, no
brokerage/money manager fees are included, and does not reflect any taxes incurred.
The winners, year to date, are the stock-centric portfolios. Tech, emerging markets and
“EAFA” were the big contributors to those portfolios being up 10%+ this year.
These portfolios have outperformed the S&P 500 by roughly 40% over the past 13 years.
Many pension funds and endowments would have paid handsomely for this kind of
outperformance. Yet, here they are offered up to anyone…. for free.
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Chapter 10
My Current Portfolio Holdings
It’s been a good year so far with an overall portfolio gain of just over 35% year to date. I have
recently increased my cash to ~60% of the portfolio expecting the second half of the year to be
harder to call the market correctly. Leverage is a good thing when you are winning but it is
nauseating when things go against you.
Trading Portfolio(Taxed) - Options, short positions, short term trades, FX
Cash
AMZN* I finally succumbed to the lure of Amazon, I’m looking at unwinding it until this fall
NVDA* Nvidia is a momentum play for me, expect a sale in the coming weeks
ZIV – Inverse (short) 4th thru 7th month Vix Futures contracts ETF
^VIX* - Various volatility harvesting strategies via time decay and VIX contango rolls
I’ve sold my holdings in Berkshire Hathaway and Lockheed Martin. During the recent technology
stock mini flash crash I sold these shares to raise cash/reduce market exposure.
IRAs (Tax deferred) - Income and high yield
Cash
BX – Blackstone Group (high yield income)
GOV – Government Properties (REIT)
HPT - Hospitality Properties Trust (Hotel REIT)
IEP – Icahn Enterprises (investment fund run by Carl Icahn)
KKR - Kohlberg Kravis Roberts (high yield asset based income)
NLY – Annaly Capital Management (mortgage REIT)
RMR – RMR Group (REIT management)
SNH – Senior Housing Properties (income REIT)
ZIV – Inverse (short) 4th thru 7th month VIX Futures contracts ETF.
^VIX* - Various volatility harvesting strategies via time decay and VIX contango rolls

* Denotes options positions
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Chapter 11
Final Thoughts
•
•
•
•
•
•
•
•

The Good
World GDP is projected to be positive this year and in 2018
Brazil, Russia, India, China, the US, and Europe are all growing this year
New regulations on US businesses has stopped
Interest rates are low (but rising in the US)
Potential for lower regulations
Potential for lower corporate taxes
Low energy prices
New innovations and new efficiencies are creating new real wealth daily

•
•
•

The Bad
Sideshow Bob
China political and economic friction
Potential for entering an era of global trade wars

•
•
•
•

The Ugly
The U.S. war machine in charge of the U.S. war machine
Policies based on mercantile economics
World governance that doesn’t understand the basics of wealth creation
Unknown unknowns, the kind that blindsides you at 4 p.m. on some idle Tuesday
Shall we play a game?

•

The Trump Scenario 2 keeps getting stronger and the seasonality effects are now a
significant headwind. I suspect unless some business-friendly legislation appears before
my next report in October the market will be down, possibly significantly.
This is the conclusion of my report!! I hope to get my next report out on October 2nd,
2017 and I will again attempt to entertain you with my updates, thoughts, reflections, bad
grammar, and exceptionally bad poofreading. ;-)
Be cautious, pay attention!
Regards,
Mark Rush
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