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

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

reflect on current events, portfolio performance, and event scenarios, and their 

subsequent implication on world equity markets and my investment strategies.  

 

As you read through this review, even if you don’t agree with my thoughts or analysis, 

please take the time to think about your financial choices and ways to improve your 

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

my money.   

 

Please email me with your thoughts, questions, and insights on the opinions that I 

present.  The purpose of my effort is to stimulate a dialogue around current events and 

their impact on the markets. 

 

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. 

 

Regards, 

 

Mark Rush 

redgroup2@yahoo.com 

mailto:redgroup2@yahoo.com
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Please read this important notice 
 
Disclaimers 
  
As you read this document keep in mind that I do not have any special insights into the 

markets nor do I have any type of training in any kind of investments.  I am not a 

financial advisor nor do I have a degree in economics or finance.  Remember these facts 

as you read and ponder my unprofessional opinions.  

 

This document should not be construed as investment advice; you and your financial 

advisor are responsible for making your investment decisions.  The purpose if this 

document is for me to “think out loud” and stimulate thoughts regarding my investment 

ideas for my portfolio.  I am asking you for your feedback about my thoughts, strategies 

and conclusions.    

 

Nothing in this document should be construed as tax advice or estate planning. Tax laws 

are complicated and change often.  I do not have the time to follow changes in tax codes; 

therefore, any thoughts I may have on the subject are very likely to be obsolete or, at the 

very least, dated.  Before you attempt to implement any tax strategies you should consult 

a tax professional or financial advisor. 

 

The views and opinions in this report are strictly my own based on publicly available 

information.  I do not have any special perspective into the markets. Opinions stated are 

my own and do not reflect the opinions from any current, past or future employer.   

 

I will/may change my strategy and investment ideas radically and suddenly between 

reports without notice.  My own investment strategies can be extremely aggressive and 

my strategies should not be replicated by anyone, including me.      

 

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… 
 
 
 
 
 
 
This report is may contain considerable errors and the opinions can change without notice.  
Neither the information nor any opinion expressed constitutes a solicitation to buy or sell any 
securities or investments. Do NOT ever purchase any security or investment without doing your 
own and sufficient research. Past performance is not an indication of future results.  The material 
presented herein is for informational purposes only, is not guaranteed to be correct, complete, or 
up to date, and does not constitute legal or investment advice. In plain English, I am NOT giving 
you investment advice. 
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Introduction 

 

The market has not been kind to most of us for the last three months but luckily I have 

been in mostly cash for the past 3 months.  My “big” investment in the past quarter has 

been Apple (AAPL), BP (BP), and the Chinese ETF (FXI).  I was about 2/3rds cash and 

now I am about 50% cash.  I wish I was more confident in the future because I am 

finding incredible value in the market and it is tempting to go “all in”.   There are real 

values out unfortunately it is more likely that there will be better value soon. 

 

The market is extraordinarily cheap and I am finding values that are so compelling that I 

may shift more of my resources to long term investments.  My thought is why make 

money off of a security for 12-18 months using options when I could buy and make 

money for a lifetime?  But we run in to the age old problem of where is the bottom and 

when to jump in… 

 

On an ironic note, I used my recently purchased a Dell computer and used it to make my 

purchases of Apple stock.  I did look at an Apple computer with a 21.5” screen but I was 

able to buy a Dell system with three 23” screens and a very nice pure sine wave 

Uninterruptable Power Supply (I have a lot of power outages/quality issues out in the 

sticks) for less than the Apple system with a single smaller screen!  I guess I could have 

bought an uber-cool black turtleneck styled desktop, but for now it’s all about getting the 

most amount of productivity for the least amount of sacrifice.  What an interesting 

philosophy, now if we could only get our ruling bureaucracy to think like this the current 

economic malaise would end sooner... 

 

Good luck, 

 

-Mark 

 

You can follow my latest thoughts with my very brief weekly updates on 

http://traderwasteland.wordpress.com/ 

 

 

 

http://traderwasteland.wordpress.com/


Copyright © 2011 by Mark A. Rush 
 

Chapter 1 

Frustrations 

 
Politics and Economics 

 

I guess I could probably have written a book on this subject but will attempt to keep it 

short(er).  Clearly our political class has taken their eye off the ball and both sides 

seemingly are singularly focused on winning an ideological war that neither side is going 

to win.  The left is intent on confiscating success to bankroll failure in an effort to create 

a utopian land of milk and honey with everyone employed in a mid-20
th

 century factory 

getting around on a 19
th

 century train.  If this strategy were to actually work Greece and 

many other failed states would be the most economically stable country on the planet.  

The right is seemingly on a jihad to stop funding the government in order to radically 

shrink government spending and that hasn’t been doing much to boost confidence.   

 

Our political system is failing us and it’s only a matter of time for before the US becomes 

the in the same situation as Greece in the coming decades.  I don’t believe that the 

government can really do that much to fix the economy at this point, all it can really do 

misallocate more resources on a massive scale in a failed belief that more of the same 

failed policies can fix the underlying problem of a decade of globally misallocated 

resources.   

 

Our politician’s dream of a recovery without sacrifice, but these problems took 10+ years 

to get to this point and everyone beneficiated during that period.  It was naïve to think it 

could be magically made the economy better with a couple of $300 tax rebate and several 

“cash for clunkers” styled programs.  They believe that if they just come up with the right 

“spending” programs they can stimulate manufacturing and construction, but since a 

significant amount manufacturing is overseas we end up stimulating other country’s 

economy while ensuring more we have long term debt that needs to be paid back 

sometime decreasing future growth.  Our political leaders view of economy is stuck 

somewhere in the 1960’s when things were manufactured here.  In a modern economy 

investing in outdated stimulus is about as productive as it was investing in farm programs 

in the 70’s, politicians seeming are always fighting the last generation economic battles. 

 

We got here after 9/11 we lowered interest rates, cut taxes, and engaged in a 2 wars.  

Each one of these items alone was a very strong stimulus but while these items were 

going on we were simultaneously engaged in would globalization that was also a massive 

stimulus.   It is my assertion that the easy money policy caused massive inflation but this 

was masked by the massive deflation caused by millions of emerging market worker 

joining the work force while information technology also enabled fewer and fewer people 

to do new and added things more efficiently.   

 

Think about how things have changed in the last 10 years, back then I bought almost 

everything in a physical store but now I buy many products from amazon via the internet.  

I can envision an automated factory producing my product, my order being put in a box 

addressed at the factory in China, shipped vessel that is mostly automated, and delivered 

to more door with the UPS guy being the only human to see or touch my order.   
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On the human side of the equations, with hundreds of millions of emerging economy 

workers are joining the work force, those without skills will be feeling pressure while 

those who have skills are now able to produce value to hundreds of millions of new 

consumers.  In the past age, and unfortunately the current political view of the world, a 

worker who was more productive produced was only able to produce a proportional 

benefit for society.   In the new world reality a programmer, engineer, businessman, 

athlete or actor can bring value to hundreds millions of people producing exponential 

benefits to society for marginal talent.  Even in my relatively short time in the work force 

my productivity (thanks to advances in technology) has increased as has my value. 

 

Instead of coming to grips with these realities, focusing on the future, and the inherent 

inequities in skills in the modern economy our political class believes that somehow we 

can pass legislation then Utopia will be created.  Then with our hot tub time machine we 

will also be able to cure past sins with our enlightened legislation.  Wishful thinking 

and/or not being able to understand basic economics will not fix these problems; college 

education will not get cheaper but pumping more money into it, expanding healthcare 

will not make it more affordable, extending unemployment benefits does not entice 

people to go back to work, ignoring that we have promised more retirement benefits than 

we can deliver will not fill the coffers to pay for it, and believing that everyone has the 

same amount of talent, skills, and motivation does not make it a reality.  Wealth is not a 

zero sum game it can be created or destroyed, redistribution is not creation it is 

destruction.  It is time to stop to impeding success and subsidizing failure, once that 

becomes the theme of the land success will return creating wealth again.   Spending and 

borrowing will not solve the problem of too much spending and borrowing; only 

diligence, proper allocation of resources, and time can heal these economic wounds. 

 

Greece and EU 

 

This is the biggest reason that I get crazy scarred of the market right now.  The sooner 

they default the sooner the world can get on with it.  They have “run out of other people’s 

money”.  The biggest problem with socialism is that it is never “we need to sacrifice to 

help people” it is always “these people over here need to sacrifice to help those people 

over there” and everyone else except the one talking is “these people” (check this out the 

next time you are at a cocktail party).  Greece has run out of other people’s money and 

specifically there are short on “these people over here”.  One way or another, no matter 

how you package it, Greek debt needs to be restructured.  No matter how hard every 

socialist wants to will the problem out of existence, they are unable wish it away. 

 

The reason that you cannot effectively bail them out is once they are given a lifeline they 

will just start to borrow and spend again. You could theoretically muster the resources to 

stop the default at a great burden to their neighbors but I suspect that it will only delay the 

inevitable.  They are addicts and like any addict they will do or say anything to get their 

fix. Their standard of living has been subsidized with other people’s standard of living 

and they must now pay the price so other don’t need to.  Think about it, we may have a 

second recession in the world because Greek society is unable to accept the fact that the 

rest of the world no longer wants to support their overextended lifestyle.  People in the 

US are unemployed and poverty programs will be cut because people in Greece are 

demanding to maintain their ability to retire at age 58.   
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Chapter 2 

Fundamentals and Technical Indicators 

 
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 were 

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

 

US Economic Indicators (my view)  

  

US Gross National Product (GDP) Growth > +2.5 % for 2011 

 

The economic indicators has gotten weaker, I believe the factors that caused the current 

weakness are the supply disruptions caused by the Japanese tsunami, higher oil prices due 

to the war in Libya, continuing non- resolution of the Greek debt crisis, the end of the 

QE2, and the debt limit fiasco.  I am assuming that these are the symptoms of the events 

that hit in near succession and if we do avoid a double dip recession this is a sign that the 

recovery has taken hold and that we are on track for a much stronger recover next year, 

assuming that Europe gets resolved.  I put the chance of a recession lower than most 

around 20%.   On the up side we are heading into Christmas and if this is strong we may 

pull through this weekend and have a strong 2012. 

 

The economy seems to be stable but we may be heading for a double dip recession 

 

Unemployment of falls to < 9.0% by the end of 2011 

 

 
 

The latest number (August) was 9.1%  

 

Unemployment is very high  

 



Copyright © 2011 by Mark A. Rush 
 

Federal Reserve raises interest rates 2011 

 

The Fed will keep rates low until at least the end of 2012.       

 

 
 

Low rates are good for the market… 

 

Inflation > 2.5% in 2011 

 

The money supply continues to grow (green line)… 

 

 

 

 

Currently we are not experiencing inflation or deflation  

 

Return of spending by US consumer in 2011 

 

Foreclosures will be higher than historical for the next 2-3 years; consumer spending will 

take years to recover since much of the spending was financed via fictitious housing 

values.  I worry about higher fuel and food prices. 

 

This indicator remains weak but stable 
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S&P 500 index hits 1415 in 2011 

 

Corporations were financially stronger coming out of this downturn (except financial 

institutions) compared to other recessions.  My predictions for this year are likely to 

significantly off and this point,   I will be happy if the S&P stays above 11,000 

 

The S&P has fallen materially and near bear market territory  

 

Stable (+5%) Real Estate prices in 2011 

 

The 30 year mortgage rate is at  4.16%.  I expect as rates to remain low or go lower for at 

least 6 more months.  Real estate will probably never be cheaper and rates will never be 

lower.  Home “affordability” is currently extremely high as long as you can get a loan. 

 

              30 Year Mortgage Rates 
 

 
 

 

 
 

Housing prices are stabilizing; interest rates are low  
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>$1,650,000,000,000.00 ($1.65 Trillion Dollars) budget deficit for FY 2011 

 

This massive taxing, borrowing, and spending will eventually have a catastrophic impact 

on interest rates, inflation, value of the dollar, and standards of living for everyone. The 

US is borrowing ~$5,500 per person in the US this year ($22,000 per year per family of 

four).  Total spending will be around $3.7 Trillion or $12,000/per person in the US.  

 

 
 

I believe thoughtless government overspending is harmful in the long run 

 

International value of the US dollar declining >35% between 2007-2012 
 

I made this prediction starting in 2007 when the dollar index was around 25.  It needs to 

hit 16.5 by the end of 2012. It is currently down 12% from the 2007 levels.  It is down 

nearly 20% from the post crisis highs.  One problem with this prediction is that I did it 

against other currencies that are also falling in value. 

 

 
 

Long term bad for US investing; Good for Foreign investments and commodities 
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Improved Liquidity in 2011 

 

The chart shows the TED (Treasury Euro-Dollar) spread.  This shows the premium that 

banks must pay over Treasuries. This is kind of like a fear index for the credit market.   

 

 

 

This indicator is weakening (going up is more fear) due to the Greek debt crisis 

 

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”. 

 

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

 

US Stock              3/31/11      7/8/11       9/30/11                 Link                                        

SPY        +48 % +32%       -88% http://www.barchart.com/opinions/etf/SPY  

QQQQ                  -32% +40%        -64%  http://www.barchart.com/opinions/etf/QQQ 

IWM                     +96%        +32%       -88% http://www.barchart.com/opinions/etf/IWM  

   

International  

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

EEM                      +88%         -32%       -96% http://www.barchart.com/opinions/etf/EEM  

   

Bonds  

TLT                       +8%          +48%       +96% http://www.barchart.com/opinions/etf/TLT  

SHY                       -56%         +64%       -16% http://www.barchart.com/opinions/etf/SHY  
   
Gold/Oil/Dollar Index/Euro/Yen 

GLD                      +96%         +96%        -40%  http://www.barchart.com/opinions/etf/GLD  

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

UUP                      -80%  +48%       +80% http://www.barchart.com/opinions/etf/UUP  

FXE                       +88%        -72%       -96% http://www.barchart.com/opinions/etf/FXE  

FXY                      -32% +48%        +8% http://www.barchart.com/opinions/etf/FXY  

   

Volatility Index 

VIX index              -24%         -24%         +80% 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 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 

showing that fear in the market has risen but may potentially has room to go higher. 

 

If we go above 50 on the VIX I think it would be a good idea for me to reduce risk by 

either selling stocks, buying the SDS, shorting the SPY, or buying puts… I need to also 

unwind this if the VIX goes above 80 or below 50 again… 

 

 

Technical summary… 

 

The technical indicators this quarter are about as bad I have seen it in the last few years.  

Everything has a minus number except the US Dollar and VIX but even these positive 

numbers are really negative indicators for the market and it seems this is the classic “risk 

off” bias and suggests selling everything (including gold) and raising cash.   Everything 

is dropping relative to the US dollar, in almost looking like a mini deflation episode 

going along with a resurgence of tighter liquidity. 

 

Everything is selling off relative to the US dollar.  “Risk off” 
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Chapter 3 

Thoughts and Plans 

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

yesterday.  - Sheldon Natenberg 

 

Considerations 

 

European sovereign debt – Potential cascading debt crisis  

Federal Reserve – Has stated that there are “significant downward risks to the economy” 

Middle East unrest – dropping off the headlines, Libya starting to pump oil again 

Japan earthquake – global economic effects fading… longer term demand for oil 

Its earnings season again – stocks tend to go up during earnings season 

 

Economy 

 

The economy is weak but stable and is likely to remain weak but stable through 2012.  I 

would expect unemployment to start falling in mid-2012.  What could have been a 

financial depression but it is turning out to be a very deep prolonged recession.  

Hopefully we are still recovering but will have several more bumps and close calls on the 

road ahead.  The Euro zone is the big wild card.  Also I am keeping my eye on China… 

 

Inflation  

   

On the commodity side we are seeing a fall in prices.  Fear of a Euro zone debt crisis 

coupled with the end of QEII has caused a reversal in commodity prices.  Oil, gold, 

copper, and the like have all fallen recently.  I don’t expect to see prices rise for the next 

6 months. 

 

European Markets  

 

Things in Europe still look weak and will remain so for the foreseeable future.  I will tend 

avoid any new investments in Europe for the foreseeable future.  I still own a couple of 

European bank stocks (LYG and BCS) from 4 years ago and I did recently buy some 

shares in the Bank of Ireland (IRE) for a long term.  IRE dropped to $1/share so my 

thought was 10 years from now it will either be $0 or $20. A 20:1 risk reward is right up 

my alley so I bought a small amount that I could afford to lose.  I am pondering buying 

more BCS and/or selling my LYG to buy more BCS for more or less the same reasons.  

These are not investments, I am buying lottery tickets. 

 

The Dollar and US Bonds  

 

I do not own any US bonds because rates are too low and going to stay there for the 

foreseeable future.  I do not understand why anyone would invest in this, although I have 

to admit those who have over the past couple of year have been rewarded handsomely. 
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One thing that concerns me, well frightens me, the US government is borrowing ~$1.5 

Trillion in a $15 Trillion dollar economy and in a world economy of ~$60 Trillion.  So, 

1/10 of the US economy is based on borrowed money and this is only at the Federal 

level… If we were to extrapolate this down to the states and local governments I am sure 

the number is much higher.   How is this sustainable? 

 

If you twisted my arm and forced me to buy bonds I would only consider TIPS 

 

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. 

 

I still believe that high dividend stocks are still a better bet than muni’s until 2013 when 

dividends get taxed at the normal income rate.  I do not own any muni bonds nor will I 

purchase any.  

 

Corporate Bonds 

 

Corporate bonds have a higher yield than Government bonds but I am still shying away 

from all “fixed” income assets.  Something I am had been considered is buying corporate 

bonds and selling (shorting) Treasuries.  This would offer some protection from inflation 

and likely to yield a decent return under most circumstances.  

 

I don’t own corporate bonds and unlikely to purchase any in the near future.  If forced to 

buy bonds this is where I would go. 

 

Financial stocks 

 

Too risky… Still!  I may be tempted to nibble on a few names this year if the economy 

continues to recover. I have been buying a few lottery tickets here and there for the uber 

long-term.   

 

These are not investments, these are lottery tickets. 

 

Oil/Energy 

 

I think oil companies are cheap right now… the market acts like that the world is 

suddenly going to stop and no one is going to use oil again.  Libyan production will 

reduce the price but I think it may be a good time to nibble.  I bought options in BP to 

leverage my holding and to prevent if BP stays above $30/share in January 2013 and 

make a profit if it is above $40 by that time.  I don’t think BP is the safest or best way to 

play oil but the high dividend (cheaper call options) and its low P/E intrigued me.  

Certainly there may better choices… 

 

I own BP (BP) via owning the Jan ’13 $40/$55 call spread and funded that by selling the 

Jan ’13 $30 put.  This resulted in no cash outlay but $10/share in margin reserves. 
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Gold/Platinum 

 

I believe that gold is in the process of forming a bubble but the bubble is just beginning.  

My experience is that things to tend to go on much longer than I expect so with this mind 

my target $2200/oz in the next 15 months.  The recent pullback may be a buying 

opportunity or it may be a bear trap… but platinum is a metal that I like for now. 

 

Platinum is about 30 times scarcer than gold and has many important industrial uses 

(your car’s catalytic converter being one) but right now gold is selling at a ~$100/oz 

discount to gold, gold being more expensive than platinum  has rarely happened (see the 

nice chart).  Typically platinum (blue on chart) is around ~$250 premium to gold (gold 

on chart) and as much as $1000 over gold. Could this become more of a discount? Yes, 

but if I were to buy more precious metals now, I would clearly buy platinum. 

 

 

 

I own gold coins and options on the gold ETF (GLD).  I believe in the long term platinum 

is a much better investment now with gold being a premium to the much rarer and useful 

platinum.  I am looking to for an easy way to exchange my gold coins for platinum coins. 

  

Domestic Stocks 

 

So many US stocks are so cheap right now… What a bargain…  It’s hard not to make a 

long list of stuff that is cheap.  See chapter 4. 

 

I bought some Apple (AAPL) because it looked cheap, the iPhone 5 is coming out, back 

to school sales, and Christmas is coming…  I bought shares at $385 and sold the Jan ’13 

$500 calls for $25 to help reduce my cost to $360/share, to passively benefit from the 

volatility in this stock, and to reduce daily gains and losses in this investment. 
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Chinese and Emerging markets 

 

I am still a believer that these markets will drive the world economy over the next 50 

years.  I will be investing there based upon these beliefs.  I have been waiting for a major 

pullback to buy China and other investments.  The market has pulled back and I now own 

option in the China ETF (FXI)…  I also own IIF and VNM. I will be looking at Emerging 

Markets ETF (EEM) and looking for the courage to pull the trigger.   

 

What drives me to invest with so many terrible things on the horizon?  I have talked 

about globalization and how its make the world richer… I think this chart best illustrates 

my point.  In a single generation world GDP has gone from $10T to our currently 

depressed $62T.  It has nearly doubled in the past 10 years alone including the crisis… 

 

     World GDP 

 
 

Summary of Mark(et) Economic Indicators 

 

GDP Growth – We may have hit a rough patch ~30% chance of another recession 

Unemployment – Unemployment is very high 

Federal Reserve Bias – Low rates are good for the market… 

Inflation – Currently we are not experiencing inflation or deflation  

Consumer Spending – This indicator is stable but may be weakening 

Corporate profits – Estimates for next year are falling 

Real Estate Market – Housing prices are stabilizing; interest rates are low  

Budget Deficit – Disastrous 

Dollar – Stronger 

Volatility Index – Recently rising due to European debt crisis 

Technical Indicators – Risk off 

Liquidity – Deteriorating again 
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So… What is the Plan? 

 

I have constructed an investment portfolio that is broken up into three distinct strategies. 

The first portfolio is my rollover IRA has all my money from previous jobs 401(k)s and 

consists of high dividend paying stock that tend to be REITs or crazy foreign stocks that 

generate a lot of income (typically these are in the 8%-12% range) but would have lot of 

tax headaches.  The second portfolio is a buy and hold portfolio, things that I plan to hold 

for at least 2-5 years go into this portfolio.  The third strategy is my leveraged portfolio 

consisting of primarily options and my targeted risk for this portfolio is a 3-5 times 

leverage.  The “three bears” strategy of income, normal risk, and leveraged risk will tend 

to make my portfolio behave twice as large as it actually is… meaning that if the market 

goes up by 1% then my total portfolio should go up 2% and vice versa.   

 

I tend to follow the motto of “sell in May and go away”, last April I was fully invested 

but fortunately I reduced my position and the portfolio became 75% cash.  My plan was 

to reinvest this October or after Greece finally defaulted.  I have been trying to be patient 

and not invest per the plan but have been tempted with current stock valuations.  I broke 

down and started to invest a bit early and have bought shares in Apple (AAPL), China 

ETF (FXI), and BP (BP) but still remained 50% in cash.  I am still a bit leery of this 

market and I wish I had more confidence to purchase more shares and I am mesmerized 

by the compelling “values” that are currently in the stock market.  I still have my 

speculative option play on gold and I have thankfully exited my short treasury (TBT) 

Jihad.   I still own options bets against the Euro (I still own puts on the FXE).  My plan 

was to buy commodities stocks/ETFs, Australia, and emerging markets in addition to the 

stuff I already have purchased. 

 

I believe current weakness is a delayed response to the events that transpired earlier this 

year.  In my option, the supply disruptions in Japan from the tsunami, higher oil prices 

due to the war in Libya, continuing non- resolution of the Greek debt crisis, the end of the 

QE2, and the debt limit fiasco all contributed to the current weakness.  The world seems 

to work on a 6 month delay so these events tend to materialize later, assuming the world 

isn’t really broken these effects are reversing themselves.   

 

Now what do I expect from the market over the next 15 months?  Well I am going to go 

out on a limb and say that the stock market should fully recover by the end of 2012, do I 

think the economy will have fully recovered by then? No… but I expect a decent 

recovery to be in place for 2013 and the stock market should be ahead of the actually 

recover.  With stocks down about 20% then a market recovery would yield 20%, with my 

planned leverage that should net me a 40% return over the next15 months, if I am right.  

If I am wrong then the central banks are just going to print the shit out of money until the 

crap is worthless.   Either way stocks should go up albeit not in a straight line. 

 

It seems that I have done a decent job of predicting things back to April of this year 

(although my January 1
st
 predictions are horribly wrong).  Getting things relatively right 

should give me confidence to proceed with the rest of my plan but with my free time I 

have been able to read and listen to lots market opinions and wish I had not.  There are 

several people that have made some strong cases for the Dow dropping to the 9500 range 

and I have just bought a significant amount of portfolio insurance (SPY puts) to insure 

my portfolio a bit.   
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Chapter 4 

Value Stocks 

 
Here is a quick list of the some stocks that I think are cheap (the ones in red may be 

riskier).  I also show the expected yield in ’12, its expected earning in ’12 verses its 

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

included those also.  With 10 year Treasuries at 1.85% I find this a better place to invest. 

Stock Symbol Yeild '12 Earnings/Price '12 P/E 

Alcoa AA 1.30% 14.0% 7.14 

Apple AAPL 0.00% 8.6% 11.67 

Amgen AMGN 2.00% 10.2% 9.8 

Best Buy BBY 2.70% 15.5% 6.47 

Barclays BCS 2.70% 19.3% 5.17 

Blackrock Div Trust BLK 3.70% 9.3% 10.73 

Bristol-Myers Squibb BMY 3.15% 6.6% 15.23 

BP BP 4.70% 19.1% 5.24 

Caterpillar CAT 2.50% 12.0% 8.31 

Chevron CVX 3.40% 14.1% 7.08 

Dow Chemicals DOW 4.50% 14.7% 6.81 

ENI SPA E 5.80% 16.0% 6.25 

Freeport McMoran FCX 3.30% 19.7% 5.08 

Google GOOG 0.00% 8.1% 12.27 

Goldman Sachs GS 1.50% 15.9% 6.27 

Hewlett Packard HPQ 2.10% 21.2% 4.72 

ING  ING 0.00% 32.2% 3.11 

Intel INTC 3.90% 11.7% 8.53 

Johnson & Johnson JNJ 3.60% 8.3% 11.98 

3M MMM 3.10% 9.3% 10.76 

Altria MO 6.10% 8.1% 12.28 

Merck MRK 4.60% 11.7% 8.52 

Microsoft MSFT 3.20% 12.6% 7.95 

Arcelor Mittal MT 4.00% 20.5% 4.88 

Annaly Capital NLY 14.40% 15.4% 6.5 

Pfizer PFE 4.50% 13.0% 7.72 

Procter & Gamble PG 3.30% 7.3% 13.79 

Philip Morris Int'l PM 4.90% 8.3% 12.02 

Transocean RIG 5.00% 12.4% 8.08 

Rio Tinto RIO 2.40% 22.6% 4.43 

Royal Bank of Canada RY 4.50% 10.2% 9.8 

Suncor SUN 1.80% 14.5% 6.89 

Exxon Mobil XOM 2.60% 12.0% 8.31 

Yum! YUM 2.30% 6.5% 15.39 
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Chapter 5 

Mark’s Model ETF Portfolio 
 

Asset reallocation 

 

General profile for a several diversified portfolios 

 

Risk  

Adverse 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% 

 

US Large Cap:  

SPDR S&P Depository Receipts (SPY) 33% 

NASDAQ 100 Trust Shares (QQQQ) 33% 

Vanguard Value VIPERs (VTV) 33% 

 

US Small Cap: 

iShares Russell 2000 Index (IWM) 100% 

 

International:  

iShares MSCI “EAFA” Europe, Australia and Far East Index Fund (EFA) 50% 

iShares MSCI Emerging Markets Index (EEM) 50% 

 

Fixed Income (Bonds): 

iShares Lehman 20+ Year Treasury Bond (TLT) 25% 

iShares Lehman 7-10 Year Treasury Bond (IEF) 25% 

iShares Lehman Aggregate Bond (AGG) 25% 

iShares GS $ InvesTop Corp Bond (LQD) 25% 

 

Cash: 

iShares Lehman 1-3 Year Treasury bond (SHY) 100% 
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Year to Date Returns 

 

Name 

 
 Symbol 12/31/10 

Price 
9/30/11 
Price 

YTD 
Gain % 
w/o Div 

YTD 
Gain % 
w/ Div 

SPDR S&P Depository Receipts SPY $125.75  $113.15  -10.02% -8.58% 

NASDAQ 100 Trust Shares QQQ $54.46  $52.49  -3.62% -3.06% 

DIAMONDS Trust DIA $115.63  $108.93  -5.79% -4.40% 

Vanguard Value VIPERs VTV $53.33  $47.05  -11.78% -9.91% 

iShares Russell 2000 Index IWM $78.24  $64.30  -17.82% -17.28% 

iShares MSCI “EAFA” EFA $58.22  $47.78  -17.93% -15.97% 

iShares MSCI Emerging Markets EEM $47.64  $35.10  -26.32% -25.35% 

iShares Lehman 20+ Year Treasury  TLT $94.12  $120.80  28.35% 31.24% 

iShares Lehman 7-10 Year Treasury IEF $93.82  $105.07  11.99% 14.00% 

iShares Lehman Aggregate Bond AGG $105.75  $110.11  4.12% 6.37% 

iShares GS $ InvesTop Corp LQD $108.44  $112.31  3.57% 6.70% 

iShares Lehman 1-3 Year Treasury SHY $83.98  $84.57  0.70% 1.30% 

 

  

Results for the various “autopilot” portfolios 

 

 

Risk  

Adverse Balanced Growth Aggressive 

’11 Return (YTD ) 2.33% -2.64% -10.79% -15.40% 

’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 44.87% 42.45% 28.80% 22.68% 

 

All stocks got pounded this quarter and reversing most gains for the year.  What I find 

interesting is how much bonds in general but long dated treasuries (TLT) have gone up.  

This does not mean I would invest in them at this point. 
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Chapter 6 

Final Thoughts 
 

The Good 

 

 Interest rates are low  

 The risk of a total financial collapse has been reduced 

 Asia’s economic growth seems stable 

 World GDP is projected to be positive in 2012 

 Stocks “appear” to be cheap 

 New innovations and new efficiencies are creating new real wealth daily  

 

The Bad 

 

 High US unemployment 

 Higher taxes in 2013 on capital/production 

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

 Borrowing and spending is not the cure for too much borrowing and spending 

 2012 S&P earnings estimates are falling 

 We seemed to hit a soft patch in the economy 

 

The Ugly 

 

 The European sovereign debt spiral is in full force 

 Exploding US budget deficit/national debt due to increased spending 

 We may be seeing the beginnings of a US Government debt spiral   

 California and other state/local governments debt situation/retirement liabilities 

 The US Social Security time bomb  

 World governance that doesn’t understand economics 

 

Final thoughts: 

 

Cross your fingers that the world economy doesn’t unravel in the next 3 months…  If it 

doesn’t this would have been a buying opportunity, if it does, I’ll see you in the bread 

lines… 

 

This is the conclusion of my report, I hope to get the next report out on January 1st, 2012 

and try to amuse you with my new thoughts and reflections.  Please send any questions, 

comments or topic ideas for future issues to me via email.  GOOD LUCK!!! 

  

Regards, 

 

Mark Rush 

redgroup2@yahoo.com  

mailto:redgroup2@yahoo.com

