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Disclaimers 

 
The purpose of this document is to stimulate thought about various investments strategies 

and ideas.  You or your financial advisor are responsible for making your investment 

decisions and you need to decide if any ideas presented in this document complements 

your own investment goals and objectives.   

 

Please keep in mind that I am not a financial advisor nor do I have a degree in finance or 

economics.  Keep these facts in mind as you read and consider my unprofessional 

opinions… This is a hobby for me, read at your own risk… 

 

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

change often and any thoughts I may have on the subject are likely to be dated or 

obsolete.  Before you attempting to implement any tax strategies you should consult a tax 

professional. 

 

I reserve the right to change my strategies and investments between reports without 

notice.  My own investment strategies are extremely aggressive and should not be 

replicated.      

 

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

information.  Opinions stated do not reflect the opinions from any current, past or future 

employer.   

 

 

 



Introduction 
 
It is once again time for my quarterly market review where I try to quickly examine 

various financial markets and world events.  This is also my time to reflect on stock 

strategies, current events, my personal portfolio performance, event scenarios and the 

implications on the world equity markets. 

 

My intent is to have each person that reads this document come away with at least one 

new concept regardless if they are just starting to invest or if they are using advanced 

trading strategies.   I don’t expect each section to appeal to each reader. 

 

As read through this review, even if you disagree with my thesis, please take the time to 

think about your financial situation and think about 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.   

 

Feel free to email me with your thoughts, questions, and insights on the opinion that I 

cover.  One of the purposes of this effort is to start a dialogue around current events and 

their impacts on the markets. 

 

As usual I ran out of time preparing this document, so some sections are too short and 

some sections are incomplete.  I am trying to cover a lot of ground and didn’t have the 

time to properly write and proof read this document to my standards so please forgive all 

the typos in advance.  
 

 

Regards, 

 

Mark Rush 

951 Fell Street #513 

Baltimore, Maryland 21231 

 

redgroup2@yahoo.com 

 

mailto:redgroup2@yahoo.com


Chapter 1 

The Basics 
 

Sell your looser, keep your winners! 

 

This is the one of the first thing a good investor needs to master and once you get this 

down, please write me and let me know your secret!  This is say easy to say and so hard 

to implement, I am convinced it must be somehow ingrained in human nature to do the 

opposite.  The trend is your friend... Stocks that loose money tend to continue to loose 

money and stock that make money tend to continue to make money… until something 

changes.   

Benchmarks 

 

A buddy tells you that he made 3% on his portfolio one week and then tells you he lost 

3% another?  My question is he doing a good job managing his money?  Well this is 

loaded question, because in my opinion you don’t have enough information.  Compared 

to what?  If the market lost 5% each week, I would say he had a good week. If the market 

was up 6% the first week and down 1.5% the second I think he had a bad two weeks. I 

personally try to measure my performance against the S&P 500 index.   

Your first goal in managing your money is to find out what are your goals are.  Find your 

benchmark(s) and once a quarter measure your portfolio performance including your cash 

positions against that benchmark.  If your portfolio isn’t meeting these goals, again it may 

be time to look moving your money into other instruments.  If your portfolio does beat 

the index please send me your stock picks so I can get in on the action. 

Bottom line: You should be tracking your portfolio at least once a quarter against a 

market index.  If you had a 10% year and the market was up 15% it wasn’t such a hot 

year.  If you are down 5% and the market is down 15% I think you had a good year. 

Why is Wall Street willing to pay more for growth stocks? 

 

The following example will attempt to show why a people are willing to pay a premium 

for growth stocks and the risks that one takes when a high PE stock is purchased.  Let’s 

take two fictitious companies XYZ that trades at 20 times earnings vs. ABC trades at 10 

times earnings.  One company (XYZ) grows at a 20% a year and the other (ABC) grows 

at 10% a year and all other things between the company are equal.  Let’s say that XYZ 

earns $1/year and so does ABC, so why would XYZ trade at $20 and ABC trade at $10? 

 

One year later if nothing in has changed in the future expectations and the earnings came 

to fruition then the market should still value XYZ at 20 times earnings and ABC at 10 

times.  This will yield $24 price for XYZ and $11 for ABC.  As you can see all things 

being equal and future expectations haven’t change you have doubled your return (20% 

vs. 10%) on the more “expensive” stock. 



 

Year XYZ  ABC   XYZ  

 

earnings  

per share 

earnings  

per share 

earnings 

premium 

2006 $1.00  $1.00  0.00% 

2007 $1.20  $1.10  9.09% 

2008 $1.44  $1.21  19.01% 

2009 $1.73  $1.33  29.83% 

2010 $2.07  $1.46  41.63% 

2011 $2.49  $1.61  54.51% 

2012 $2.99  $1.77  68.55% 

2013 $3.58  $1.95  83.87% 

2014 $4.30  $2.14  100.59% 

2015 $5.16  $2.36  118.83% 

2016 $6.19  $2.59  138.72% 

 

Certainly you reward is double but you must factor in your risks.  Let’s say in that first 

year you invested a recession occurred and both companies’ earnings fell by 10% and 

now the market only wants to pay 9 times earnings.  Under this scenario both stock prices 

would drop to $8.10, XYZ stock falls $11.90 per share and ABC stock falls $1.90 per 

share. 

 

With XYZ you are risking $11.90 to make $4 or roughly $3 of risk for each $1 of reward 

verses ABC where risking $1.90 to make $2.00 or a ~1:1 ratio.  Now we would need 

more information about probability of each outcome but you should be able to see that a 

stock like Google has much more risk but more likely to make more money than Wal-

Mart.  

 

Now 10 years later lets say both companies growth are now growing at 10%/year and 

trade at 10 times earnings, you can see that ABC is worth $25.90 and XYZ is worth 

$60.19 per share.  Now your total return for ABC is ~150% while XYZ is ~200%.  Now 

if XYZ were to maintain an expected growth rate of 20% then XYZ would be worth 

$120.38 or ~500% return.  Clearly compounding effect of higher growth stock can have 

increased returns for your portfolio. 

 

The downside of paying for growth is that are carrying significant risk during the time of 

your ownership.  If the expected growth were to fall to 10% the stock price could fall 

50%.   Now once you have owned a stock for a few years your risk capital is reduced.  

Say you held XYZ until 2010 and the projected growth drops to 10% and assuming the 

market then prices it 10 times earning then the price should be $20.07 per share.  Now 

you have not “lost” any value but you could have invested in ABC and own a $16.10 

stock that you paid $10 per share. 

 

The trick is to find stocks that have high probability of sustained growth with low price to 

earnings ratios (PE).  This is the holly grail of investments and it is very difficult to find 



these types investments, I tend to personally look at low PE stocks with decent growth to 

get reasonable returns.  Given the above scenario and the risks of a company maintaining 

20% growth rates I would rather invest in company ABC with low risks and “decent” 

return. 

 

Why should stocks go up in the long run? 

 

I would like to give you my simple thoughts on why stocks generally should go up in the 

long run.  In my example I create an imaginary manufacturing company that makes 

widgets that replicates the economy exactly.  All taxes and labor costs are imbedded in 

the costs to make the widgets to keep the example simple. 

 

Inflation 

The first effect that helps stock prices go up is “inflation”.  As long as you have slight 

inflation you would expect stock prices to follow inflation since the price of the products 

it produces should move up with inflation and so should the cost of raw materials and 

labor.  If you had $100 in costs per widget and sold them for $110 with 3% inflation you 

would expect your cost go up to $103 and your sales to be $113.30 under ideal 

circumstances.  Under this scenario your profits would be increase from $10 to $10.30 

and if you assume that the P/E of your stock stayed the same your stock should go up by 

3% per share.  Your stock, assuming nothing else changes, should keep up with inflation.  

 

GDP (Economic) Growth 

The second effect is the growth in the economy, assuming that the company’s market 

share stays the same and the economy grew at 4% you would expect your sales to expand 

my 4%.  If your company sold 1,000,000 widgets last year you would expect to sell 

1,040,000 just from economic growth.  Now let’s look at your profits last year we sold 

1,000,000 units at $10 profit or $10,000,000 for the year.  Now this year you sold 

1,040,000 units with a profit of $10.30 per unit or 10,712,000 that works out to 7.12% 

increase in profits year over year essentially the company didn’t “do” anything 

extraordinary except keep up with inflation and GDP growth. 

 

Leverage (Borrowing) 

Now let’s look at the effect on profits if the company was leveraged, let’s just assume 

that the company last year was worth $100,000,000 but received $50,000,000 of long 

term debt at a fixed 8% per year.  Now the investors could get back half of their money 

and now only have $50,000,000 invested in their business.  Now you have actually 

reduced your profits by $4 a unit to service the debt ($50,000,000 at 8% is 

$4,000,000/year spread out over 1,000,000 widgets) so you profit in the first year is only 

$6 ($10-$4) but the following year your profits are $6.30 ($10.30-$4) per unit or 5%. 

 

Taking into account GDP growth with regards to volume of sales, inflation and leverage 

you should increase your profits from $6,000,000 to $6,552,000 or a 9.2% return year 

over year.  Now one would assume to expand production each year that in the first year 

you would need to expand production by investing $4 million back in the business, to 

maintain your leverage ratio you would spend $2 million of cash and borrow $2 million.  



This still leaves $4 million in free cash that can be used to pay a dividend and/or buy 

back shares. 

 

As you can see between these three simple compounding effects it should be fairly easy 

for a company to maintain a near 10% year over year growth in earnings.  If a corporation 

can maintain costs, maintain pricing power, and if they can keep growth at or above the 

GDP rate they should produce these earnings easily.   Now imagine if I the company 

grew market share, cut costs and increased efficiencies, and had a stock buyback 

program.  The current “projected” S&P 500 earning growth rate is 13.55% for the next 

five years which is not that far off from above my 9.2% “tailwind”.  

 

Although you have a tailwind to help make stocks go up, keep in mind all these factors 

can also work against a company also.  Inflation without the ability to pass on costs to the 

consumer would increase costs with increasing revenue, a recession would likely cause a 

decrease in sales, and leverage would compound these problems especially if interest 

rates were going up.  The worst combination of events would be high inflation, a 

recession, and rising interest rates.  To have a successful investment, it is of the utmost 

importance that the company can manage costs, increase market share, ensure pricing 

power, and have a steadily growing economy with stable interest rates. 

 

Just like the percent or two that I obsess about in when I look at mutual fund fees, a 

percent or two more of year over year earnings can create substantially more value for a 

shareholder over the long run.  Those couple of extra percentages add up add up over the 

long run and this makes it important to invest in companies that can get returns above the 

tailwind. 

 

 

 

 

 



Chapter 2 

Low Hanging fruit 
 

Taxes and long term financial goals 

 

Like a lot people, I have money in a personally investment account that I have paid taxes 

on and I have a single IRA rollover account from the various 401(k) plans from previous 

jobs.  Against most professional advice by profession money managers, I use my IRA 

account to “trade” and I try to “invest” my taxable money.  Also I try to put high yield 

dividend stocks in my taxable account and bonds and such go into my IRA account. 

 

I am neither recommending nor endorsing these actions but will explain why I think it 

works for me.  My thought process is that all my money is for retirement and I don’t 

really differentiate if the money is tax deferred or not.   Unfortunately the IRS doesn’t see 

things my way and currently there are certain strategies that I can legitimately use to 

minimize payments to the government and increase my retirement holdings.  Again 

please refer to the last couple of Rush Reviews to get my views on how a 1% or 2% more 

return a year can change your retirement significantly for the better.  

 

If I see a short term investment (trade) and think I can make good return over the next 3 

months I will use my IRA rollover money to make that investment.  If I were to make 

$1000 profit on that “investment” with taxable money, I would be required to pay 

approximately $400 in state (Maryland) and federal taxes at the end of the year.   If I 

were to make this same “investment” in my IRA account, I will pay taxes on this money 

sometime in the future after I have retired, when I will have a lower income, and will be 

living in a low tax state like Texas or Florida.  This will bring my future tax burden down 

to 15% or less and payment will be delayed for 20 or so years allowing me to make 

money on the government’s share of my wise decisions. 

 

It would be nice to invest all my retirement money in a tax deferred account but I have 

been fortunate enough to be able to save additional money that is not tax deferrable.    

Using current tax laws, if I invest in “long term investments” defined as securities that I 

hold for one year or more I will only pay 15% in federal capital gains tax plus state 

capital gains taxes.  If I were to hold that stock for 364 days, I would have to pay the full 

40% so this strategy roughly cuts my tax burden in half.  Another strategy to consider is 

if you never sell, you never pay taxes on your paper profits. 

 

My general rules that I use are to determine what account I place an investment… 

 

IRA Account 

Bonds except “tax except” bonds 

Short term trades 

Stocks without dividends especially those with short time horizons 

High turnover mutual funds (just to make your life easier around April 15
th

) 

High yield investments without special tax treatment for dividends (REITs, Trusts) 



 

Taxable account 

Long term stock investments planned to be held for more than one year or more (forever) 

Stocks with high dividends yields with favorable tax treatment (utilities, bank stocks) 

Index mutual funds (less of headache during tax time) 

Stocks with a deep options market (see chapter 8 of this report) 

Stocks already in this account with significant capital appreciation (no sale, no tax) 

 

It would be nice to arrange things perfectly but many times you see an investment and 

aren’t always able to optimize based on tax advantages.  Sometime one account is just 

tapped out or don’t want to take a tax hit just to switch holding from account to account.  

You can always move a security from IRA to a taxable account (if you have money 

available to invest in the taxable account) without too much pain (buying a stock in the 

taxable account and selling it in the IRA at the same time in the market) but I don’t 

recommend doing it in the other direction if you have a large gain on the stock in your 

taxable account. 

 

The four things that you should consider before investing 

 

Below is my list of the four areas I try to think about before I make an investment.    

 

 Long-term macroeconomic trends (growth) 

 Fundamentals (cheap) 

 Technical’s (timing) 

 Taxes (how do I avoid paying them) 

 

Long-term Macroeconomic Trends 

 

Uhhhh… nice phase if you are economist, what I mean by this statement is where is the 

economy going and specifically how is the economy doing for that specific business?   

I personally would not invest in Ford or GM (in fact I made a lot of money last year 

shorting GM) because the long-term trend is against making cars (or anything) in the U.S. 

because the cost of producing manufactured goods overseas is much less.   

 

Try think about long term demographics such as the ageing of the population which is 

good for healthcare products and investment products.  Consumer trends and technology 

are important trend to look at also.  If you had to choose between an investment in one of 

two companies, one made tube based TV’s and one made flat screen HDTV’s which 

would you invest in?    

 

Branding is also important to think about, consider how much of price premium people 

willing to pay for Apple iPod since it is “cool” vs. other mp-3 players.  You can get an 

MP-3 player that is just as functional for less money with other brands, but Apple gets a 

premium for its products because it can. 

 

 



My thoughts on economic trends in no particular order: 

 

 The world is experiencing unprecedented economic growth due to globalization 

 Populations are getting older in all 1
st
 world countries 

 The housing bubble is coming to an end, real estate prices will go down 

 The US Government borrows too much money and its citizens don’t save enough 

 Manufacturing is moving overseas to 2
nd

 and 3
rd

 world countries 

 We import too much stuff 

 I believe that short-term interest rates have stopped going up for now 

 

Fundamentals 

 

Now I like to buy good quality stock at discount prices; that does not mean that I like all 

cheap stocks.  Again Ford and GM are “cheap”, with GM is trading at 7 times next years 

earning, but I still would not own it.  Google may have great growth but at 50 times next 

years earning it still is expensive.   I think a company like Wal-Mart is a good balance 

being cheap and having growth.   Various heath care companies have great demographic 

fundamentals and are relatively inexpensive.  It is important to find good companies with 

good long term prospect and purchase them at discounted prices. 

 

Technical (timing) 

 

I disagree with the statement with “you can’t time the market”.  Timing is everything, I 

personally think oil and minerals are a good long term play but I have been selling my 

mineral investments and I am have roughly 20% of my net worth shorting oil/energy 

stocks currently.  Once the sell off in oil/energy has concluded over the next few months 

I will purchase these stocks again.  It is important to look at the long term price trends in 

a stock.  Don’t buy stock because just because the price is going down, stock trends tend 

to last for months or years.  It is usually better to buy stocks that are going up. 

 

Taxes 

 

For now, until the tax laws change in 2010, dividend paying stocks have a distinct 

investment advantage due to special treatment (15% tax rate) of dividend payments for 

most stocks (REITs, Trusts, and other do not qualify).    Once the white house changes 

hands in 2008 it would be very possible for some or all of the special tax advantages to 

disappear.  Watching for potential philosophical changes in tax policies after the 2008 is 

high on my list of concerns and any change would change my investment philosophy 

drastically.  We truly haven’t had a hostile investment tax policy in this nation in 25 

years.  Watch your wallets… 

 



Chapter 3 

World Issues  

(That may affect your pocketbook) 
 

It’s time to review world events with my opinion of the probability of the event 

occurrence 0-100% and the impact on markets on a 1 to 10 scale.  A “1” represents little 

to no impact on the markets while a “10” indicates that if the event occurs I expect a 

widespread sustained market sell off.   This is a totally unscientific estimate based on my 

opinions with absolutely no other basis other than my limited understanding of world 

issues.  

 

The purpose of this section is to highlight current risks in the market. I will attempt to 

quickly try to explain my thought process behind each rating.   

Global Health Issues: 

 

Mutation of the Bird Flu to a Human form (repeat) 

Probability of Occurrence  10% 

Impact   10 

 

Update; most of the world has made significant progress at containing the bird flu, but 

Indonesia lags far behind and if we see a jump from birds to human this will be the most 

likely place.  The death toll in Indonesia is now at 43 people…  If a human outbreak 

occurs, this is a very likely place for it all to start. 

 

It is almost totally unpredictable if a dangerous human transmittable mutation of the bird 

flu will ever occur but if it does it may have profound consequence.  If nothing else I 

would encourage you to read up on this subject and be prepared.  See the following link 

for more information.  http://www.cdc.gov/flu/avian/ 

 

Probability of Occurrence:  Until the flu mutates into a human transmittable form I am 

not overly concerned, if the flu does mutate to a human transmittable form I will be 

extremely concerned (I have never given a 10 rating to any other event).   

 

Bird Flu Virus (Avian form) reaching the U.S. (repeat) 

Probability of Occurrence  25% per year 

Impact   4 

 

Impact of avian strain in the US:  This year after avian flu was discovered in wild swans 

in Europe, poultry consumption declined over 50% across the region.   In some areas of 

India, sales of poultry are down 40% after the discovery of avian flu in chickens.   I 

would expect serious drop in sales in poultry in the US after any North American 

outbreak even though eating a properly cooked infected chicken is perfectly safe. 

 

http://www.cdc.gov/flu/avian/


With the avian strain the most directly affected stocks are Tyson Foods (TSN), Pilgrim's 

Pride (PPC) and Gold Kist (GKIS).   One other fact is that McDonald’s (MCD), Yum 

Brands - KFC, Pizza Hut, Taco Bell (YUM), and Wendy's International (WEN) sell about 

45% of those companies total production of chicken 

Energy/Oil issues: 

 

Oil breaking going over $100 / dropping under $50 by the end of 2007 (UPDATED) 

Probability of Occurrence  70%/80%  

Impact         6/7 

 

Oh what a difference a few months can make, oil prices screamed with high demand in 

Asia.  But like most markets. Higher prices got people to be smarter about how they use 

oil, and the greed of producers encouraged to produce more.  The drop in oil prices is a 

direct result from a drop in demand expectations and higher production.   

 

I think that this is a temporary retreat in oil prices (but think it will hit $50 before the end 

of the year) so don’t go out and buy a new Hummer quite yet.  A few well placed bombs 

from B-52 in Iran (but don’t look for that to happen until after the mid-term elections) or 

a complete outbreak of civil war in Iraq would cause the price to shoot back up over $80.  

You heard it here first… 

 

One of the most ridiculous things in the press these days is the great conspiracy that 

George Bush has purposely lower gas prices before the November election to help keep 

Republicans in office.  A Gallup poll, found that 42 percent of respondents said that they 

believed the Bush administration was manipulating the price of gasoline in advance of 

the fall elections. It disturbs me that anyone could believe an idiotic story that George 

Bush got his buddies the Russians, Iranians and Hugo Chavez to work with him to lower 

oil prices so he could get the republican’s re-elected is so poorly conceived that it borders 

on childish.  The total cost to world oil producers to implement this conspiracy by the 

time of the November elections is roughly $50 Billion.  Please email me if you remotely 

believe any of this conspiracy theory so I call you an idiot directly.  

 
http://search.barnesandnoble.com/booksearch/isbnInquiry.asp?z=y&EAN=978

0028644929&itm=2 
 

Oil prices have dropped for the following reason, Israel and Hezbollah were at war and 

peace has broken out.  Tensions with Iran have eased and a political solution may be 

reached resulting in a reduced risk of the US attacking Iran.  Interest rates have gone up 

around the world which is expected to reduce the economic growth next year, therefore 

economic expectations for demand has been reduced therefore oil prices fall.  High prices 

make people to use less oil, as people have tried to conserve (use less) inventories have 

increased, as inventories rise prices tend to fall.  The general consensus by experts was 

that this years’ hurricane season was going to “above normal” so a risk premium was 

built into the price of oil (expecting some loss of production in the gulf), at the time of 

this writing it appears that it is unlikely for a hurricane to shut down gulf production this 

year and most of that risk premium has disappeared.  And finally, prices almost always to 

http://search.barnesandnoble.com/booksearch/isbnInquiry.asp?z=y&EAN=9780028644929&itm=2
http://search.barnesandnoble.com/booksearch/isbnInquiry.asp?z=y&EAN=9780028644929&itm=2


tend to drop this time of year because it is the end of the driving season and winter 

heating demand hasn’t begun yet.  We need to teach basic economic theory to at least 

42% of the population. 
 

Successful Coup d'état in the Saudi Kingdom (repeat) 

Probability of Occurrence  10% in next 5 years  

Impact   8 

 

I am not convinced that the general population of Saudi Arabia is a supporter of current 

regime.  Most of the 9/11 hijackers were Saudi nationals, it would not be unrealistic that a 

group of extremist attempt to take over the government.  The price of oil would rise 

abruptly.  Even an unsuccessful attempt would have large implication for the price of oil. 

 

Iraq insurgency expansion / civil war that impacts oil flow (updated) 

Probability of Occurrence  30% in next 3 years 

Impact   7 

 

The risks of civil war are increasing and I feel is almost unstoppable.  The impact on 

world oil prices if widespread civil war erupts would be immediate (>$70) jump in the 

price of oil.   

International / Foreign policy issues: 

 

Al Qaeda attack in the US (repeat) 

Probability of Occurrence  20% in next 5 years 

Impact   9 

 

Unlikely but should be planned for…   

 

Play: Buy protection with SPY out of the money puts before the event, liquids securities 

post event or short SPY land leave all puts in play. 

 

Destabilization of Pakistan in the next 2 years (repeat) 

Probability of Occurrence   30% 

Impact    8  
 

Destabilization is a polite word for Pervez Musharraf being assassinated.  What concerns 

me is that Islamic Republic of Pakistan has tested nuclear weapons and has between 25-

50 nukes.  How hard would it be for the “new government” to give just one of their nukes 

to the Taliban or Al Qaeda?  What do you think they would do with these weapons? 

 

Also remember that many believe (including me) that Osama Bin Laden is hiding in 

northern Pakistan.  It is unlikely that a pro-western government would the come from the 

rapid demise of Musharraf.   

 



Another concern is historically Pakistan has never gotten along with India who also 

happens to have ~50 nukes of its own.    

 

Iran obtaining a nuclear weapon by 2010 (update) 

Probability of Occurrence  down to 50% from 70%  

Impact   3 

 

Official US estimates is that Iran won’t have a nuke until 2010, I think it could be sooner.  

I think a deal will be struck that will open up Iran to the west if it doesn’t build a bomb. 

 

North Korea war (repeat) 

Probability of Occurrence  5% in next 5 years 

Impact   9.5 

 

Very unlikely but if a breakout were to occur it would likely go nuclear, it is believed that 

North Korea may have up to 7 nukes.  It is believed that North Korea may be able to 

deliver its nukes to West Coast of the U.S.  They are likely to attempt to hit Tokyo and 

LA just for fun but their accuracy of their weapons is in question.  The US counterstrike 

will likely turn the country into a self-lighting parking lot, but unfortunately the fallout 

will drift over Japan and back to the US.   

 

Play: Divest from South Korea and Japan if applicable tension are raised.  Standard major 

disaster play.  Hope that the $91 Billion that Ronnie spent on missile defense works, 

especially if you live on the west coast… As a note most of the operational missile 

defenses resources are currently are deployed to protect the west coast against an attack 

since the military thinks that the most likely attack scenario will be from either China or 

North Korea. 

International Economics: 

 

Continued growth in China for next 5 years (repeat) 

Probability of Occurrence  80%  

Impact   8 

 

Play: Everything benefits from china growth, invest anywhere. 

Post Play: Return funds to the US market. 

The new “China Syndrome” (new) 

Probability of Occurrence  5%  

Impact   8 

   

As with all rapid economic expansion in china we always have to be on the watch for a 

stall in the Chinese economy.  As with any market momentum things always get 

overdone, human nature? Among the troubling signs for the economy, the Chinese 

central bank said that new loans in the first quarter reached $156 billion -- more than half 

the bank's target for all of 2006.  Once all the cheap labor is absorbed (many years away), 



this will become the time when economic efficiency will need to become a factor to fuel 

sustainable growth in china as with any economy.  Once China becomes “fully 

employed” wage pressures will cause labor rationing therefore economic slowdown and 

therefore a world economic slowdown.  I am not fully convinced that centrally controlled 

communist Chinese government will be able to efficiently ration resources based on 

capitalistic principles. 

 

So what is my economic doomsday scenario:  Sometime in the future the Chinese labor 

market gets tight, this radically slows that growth of china to a few percent (equivalent to 

a recession in the west).  A few businesses go bankrupt, mass selling of the Chinese 

securities occurs, hedge funds start shorting the currency and China’s economy feels the 

drain and the Chinese government starts selling US treasury to raise cash.  Long Term US 

interest goes up and a global recession occurs.  

 

China in not so distance past had a habit of making well intentioned economic decisions 

but in its simplistic attempts to control cause and effect had some horrific outcomes 

(Great Leap Forward).  Always remember China plays by China’s rules, any investment 

that is placed in China runs the risk of being nationalized or completely mismanaged 

(after all it is officially a communist country). 

 

China is the economic engine that is powering the world economy currently and any 

mismanagement in the Chinese economy will affect all classes of investments worldwide.  

I believe the Chinese government will attempt to control any micro-crash of the Chinese 

economy with their vast monetary reserves and inadvertently complicate the situation and 

prevent a soft landing. 

 

Chinese Civil War (new) 

Probability of Occurrence  5% 

Impact   9 

 

My theory is that eventually the Chinese bourgeoisie will rise up to throw off the 

shackles of their proletariat oppressors; it’s my Mark’s CARL (CApitalism Rarely 

Looses) theory…  My Mark’sist theory states that personal freedom is a luxury item that 

is pretty far down the list of thing you want if you are spending most of your day trying 

to survive.  Most of the very poor countries of the world the general population doesn’t 

care a lot about freedom because they are too busy worrying about their next meal.  The 

only way to change these kinds of countries is to open up to them economically and allow 

the population to become wealthy enough to have the leisure time to think about social 

and economic freedom.   

 

The Chinese are becoming richer and are getting use to making choices; this economic 

freedom will eventually lead to the overthrow of the communist party.   The only 

question in my mind will this be a peaceful overthrow like in Russia or something that is 

a bit more, shall we say bloody?   

 



A potential counterrevolution in China obviously has great implication since a vast 

number of manufactured products that are consumed in the US come from China.  A 

major civil disruption would play havoc with our economy.   Once you look at finished 

products, components, and subcomponents that are exported from China worldwide, I 

would bet (and I will bet) that it would have a severe and catastrophic effect on not only 

our economy but the world economy.   

 

Between sheer volume and diversity of products that is imported from China and the use 

of just-in-time inventory I believe that a Chinese civil war would make the Arab oil 

embargo look like a stroll through the park… Oil albeit is an essential to the economy at 

that time was a single product, I am not sure if anyone knows how much of our 

consumption is directly or indirectly dependant on Chinese imports.    

 

One of the flaws of human nature is that we tend to always prepare for last crisis instead 

of the next.  Now that we have billions of dollars tied up in a strategic petroleum reserve, 

how will the nation/world (over)react to a massive interruption of goods flowing from 

China?  We have the Strategic Petroleum Reserve (but not gasoline or Heating oil) but 

we do not have a Strategic Wal-Mart Reserve.  

 

The Play:  If a widespread civil disruption in China occurs run to Wal-Mart and stock up 

on everything… 

Post Play:  Apologize to you neighbors for charging them $100 for two “AA” batteries 

but remind them that all sales were final. 

 

Restart of growth in Japan (repeat) 

Probability of Occurrence  70% 

Impact   6 

 

The IMF dramatically upgraded its outlook for Japan's economy, saying its recovery 

remains "solidly on track" after a decade in the deflation.  Japanese gross domestic 

product (GDP), or total economic output, will grow 2.8 percent in 2006, sharply up from 

a September forecast of 2.0 percent, the International Monetary Fund said.   

 

I believe that the entire region is benefiting from China’s economic expansion, take a 

look at Japan.  Even though relationship between Japan and China are “not great”, 

China’s next biggest trading partner after the US is Japan. 

 

Play: Purchase EWJ the Nikkei ETF or Japanese mutual funds. 

Post Play: Return funds to the US market. 

 

Continued growth in India (repeat) 

Probability of Occurrence  80% 

Impact   6 

 

Play: Purchase IFN/IIF or Indian mutual funds 

Post Play: Retire rich… 



Continued growth in Australia (updated) 

Probability of Occurrence  downgraded to 50% from 70% last Quarter 

Impact   6 

 

Despite recent pullbacks in the commodities the Australian economy remains strong.  I 

have sold roughly 20% of my EWA funds.  If you are in this for the long haul, you don’t 

have too much to worry about, but I would hold off putting more money to work for the 

next few months to see how the world economy and commodity prices are going.  

 

Play: EWA 

Post Play: Retire and live well…  

 

Continued anemic growth in Europe (updated) 

Probability of Occurrence  reduced to 50% from 60% last quarter 

Impact   5 

 

Play: Don’t invest in most European based stocks 

Post Play: N/A 

 

Domestic Economic factors: 

 

Baby Boomers Retirements and Social Insecurity (repeat) 

Probability of Occurrence  99% 

Impact   9 (long term) 

 

Nation GDP  Revenue Expenditure 
Exp / 

GDP 

Budget 

Deficit 

Deficit / 

GDP 

US 

(federal) 
$11,700B   $1,862B $2,338B 19.98% -25.56% -4.07% 

 

Out of all the issues that I am covering this is certainly the most likely to occur and have 

the largest impact to Americans outside of a major war (Iraq is not a major war).  The 

Social Security problem is so large and the problem will come to fruition so slowly that I 

am not sure we will have the foresight or the guts to deal with it in time to prevent 

massive widespread pain.  This issue has the potential for massive socioeconomic 

upheavals over the next 30 years and I am not sure we are strong enough as a culture to 

take the “medicine” that is required to solve the Social Security problem. 

 

Currently Social Security and Medicare consume 40% of all federal revenues which 

equates to 7% of GDP.  This is projected to go to 14% of GDP by 2040.  

 



The three easy (unpopular) fixes is to either; raise Social Security taxes now, cut 

everyone’s benefit by 15%, or raise everyone retirement age by 5 years.  One of the back 

door ways to reduce benefits is to change the way the Consumer Price Index (CPI) is 

calculated, since payments are linked to CPI and most economist agree that the CPI is 

overstated.  A change in this calculation can shave Trillions, yes with a “T”, off of the 

payments over the next 75 years. 

  

In my next report, I will once again attempt discuss the macroeconomic impacts 

regarding the baby boomers shift from wealth accumulation to income production while 

factoring in the effects of population, immigration, and globalization.   Yes, I still need a 

few more months to think it through. 

 

Budget Deficits >$400 Billion (Updated) 

Probability of Occurrence  updated to 0% from 80%  

Impact   3 

 

And the answer is $260 billion, I missed that one but there is a good story going here.  

What is amazing is that number is $77 billion lower than the original projection.  One 

caveat is though the Government also has borrowed $177 billion from social security and 

wrote an IOU for the money but somehow that is not counted as part of the deficit.   

 

We could have had a balanced budget but we have increased federal spending by 45 

percent since 2001 (and most of the increase is NOT war related).  We have increased our 

non defense/home land security spending this year by 7% this year alone.  We had an 

opportunity to get our fiscal house in order over the past few years but we have pissed 

away that chance.  At this time we have little to no budgetary self-restraint and we are 

complicating the long-term financial health of our society. 

 

Record Trade deficits (updated) 

Probability of Occurrence  Reduced to 20% from 80% last quarter 

Impact   2 (short term) 

 

In July the trade deficit was $68 billion dollars or just over $800 billion a year.  What 

does this mean?  It means that each and every person (kids also) in the US consumed 

over $2,500 more in products than the country sold overseas.  We spent nearly 7% of the 

total value of our economy to bring in products from other countries. 

 

We can debate if our exports are accurately counted in a technology based world but we 

can certainly point to the fact that a significant amount of our “stuff” is being imported. 

 

Eventually the dollar will fall enough over the next 20 year to help balance it out.  

Coupled with the demands of Social Security, budget deficits, and trade deficits the 

economic future of the US dollar is somewhat problematic.    Fortunately for the US 

other parts of the world are just as screwed up (look at Europe).  Government behavior 

worldwide seems to be universally just as bad with money as any other country… they 

just screw it up differently. 



 

By selling at goods at artificially low prices and investing in U.S. securities, China has 

essentially curbed its own consumption, and developed a welfare program for the US 

consumers. This situation is unstable over the mid to long term but it serves China’s short 

term goals of building out its place in the world economy. 

 

 

US Inflation above 5% within the next three years (Updated) 

Probability of Occurrence  Lowered to 10% from 20% last Quarter 

Impact   7 

 

I have changed my rating since last time up to 10% up from 20% since last issue.  A 

combination of decrease in world commodity and oil prices going up has reduced the 

risks of inflation.  The world is becoming much more efficient and is producing many 

more goods and services.  Although economic conditions may eventually dictate the only 

way for the US to get out of debt is though excessive inflation.  If you have $20 Trillion 

in debt you can eliminate most of it quickly if you allow inflation go to 25% and being a 

country of net debtor it not be the only solution in long run.  This will hurt “foreign bond 

holders” that have a majority of our national debt.  

 

International value of the US dollar declining >20% in next 5 years (repeat) 

Probability of Occurrence  75% 

Impact   7 

 

Although the economy has grown over the past few years it cannot continue to support 

the current public debt burden.  I believe that in the long term the dollar has no direction 

to go but down.  The US will continue to grow but not continue to be the world’s 

http://en.wikipedia.org/wiki/Image:USTrade1991-2005.png


economic engine.  As the world develops, it becomes more likely that the world best and 

brightest will elect to stay in their country instead of immigrating to the US.  The 

combination of poor education, poor fiscal discipline (public and private), and mass 

retirement only leads me to believe over the next 20 years it would be better to place a 

significant portion of your investments overseas to obtain better growth and to take 

advantage of the eventual currency devaluation and fall in purchasing power.    

 

There was I time in my life when I thought I would move out of the US and leave my 

money invested here and have a better standard of living off the Gringo investment 

streams.  It looks more and more that I may have gotten this scenario backwards; I should 

send my money abroad and getting superior returns due to world economic expansion 

and then get a currency devaluation kicker when I bring the money back into the US. 

 

With the Federal Reserve at the end of its rate hike cycle, the dollar will certainly become 

more vulnerable.  When the Federal Reserve stops raising rates it will be disincentive for 

foreign investors to invest in US Treasuries.  Once this occurs, either market rates will 

need to go up or the dollar will need to fall to be competitive.  It will like be a 

combination of both, higher rates will be bad for the US but a lower dollar make us more 

competitive.  The net effect is that we will have to work more and buy less. 

 

Real Estate prices drop greater than 10% in 2007 (updated) 

Probability of Occurrence  upgraded to 80% from 65% last quarter 

Impact   upgraded to 7 from 6 

 

What can I say; interest rates are up, home sales are down, too many people have 

adjustable rate mortgages, inventories are the highest since 1997 with nearly seven 

months worth of houses are on the market… 

 

In the short term I expect prices to drop at least 5-10% in 2007.  Currently I don’t own a 

house and plan to rent for at least one more year because I expect housing prices to come 

down.   

 

With rising interest rates, tens of thousands of Americans are starting to have trouble 

paying their mortgages. Nearly 25 percent of all mortgages -- 10 million -- carry 

adjustable interest rates and most of them are with people with subpar credit ratings.  Add 

to that all the “flippers” that are still in the market and I would bet (and have) that real 

estate prices will come down.  People at first wont sell at a lost, but banks and large home 

building companies will, and after they start setting the prices for the rest of the market 

will follow.  

 

To add injury to insult prices of raw material are falling making it cheaper to build new 

homes.  I believe houses at the lower end will see more pressure due to liquidity squeeze 

on those who are on the margin.  Longer term there will be some support in the lower end 

of the market from the demographics of boomers who are downsizing.  There is already 

some evidence of pricing falling dramatically in multi-million dollar second homes in 

several markets around the country. 



Recession next 2 years: (updated) 

Probability of Occurrence  upgraded to 50% from 35% last quarter 

Impact   8 

 

I believe that the economy is slowing and a large amount of consumer spending was 

coming from people who refinanced houses and easy credit.  It is yet to be seen if that 

will lead to recession.   I will be watching this very closely. 

Domestic political factors: 

 

Elections, change of power in the House of Representatives (updated) 

Probability of Occurrence  Downgraded to 45% from 60% last quarter 

Impact   5 

 

Dubya got a bounce the polls and the Republicans are along for the ride…   

 



Chapter 4 

What, me worry? 

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

yesterday. 

 

- Sheldon Natenberg 
 

It seems that I am reporting exactly the opposite conditions from my last report when I 

was warning of high oil prices, the falling dollar, higher interest rates, and larger budget 

deficits.  Here is the 30 second run down… 

 

The Good 

 

 Growth in the developing world continues to grow at an unprecedented rate that is 

contributing to a massive increase in world wealth. 

 Oil and natural resource prices are falling 

 Interest rates have stabilized 

 The US budget deficient seems to be falling and hints that the US economy is 

really stronger than what everyone suspects 

 US Healthcare should be strong long term due to aging US/world population. 

 I predict smaller trade deficits going forward due to cheaper oil (2-5 billion month 

lower)  reduced housing market demand. 

  

The Bad 

 

 The trade deficits did hit a new record high  

 I still expect to see the end of the real estate boom in 2007 will likely slow US 

economic growth and employment in the coming months.   

 

The Ugly 

 

 A good chunk of the world is concerned that the US economy could take a major 

hit next year.  The though is that most Americans have been financing their 

lifestyle for the past 5 years or so with their gains from the housing bubble.  The 

thought is that American will start to default on loans with higher rates on ARMs 

and take a good chunk of the world economy down with them.  I tend to agree… 

 I am reducing my stock positions and I putting money into short-term treasuries 

(SPY).   I am very concerned about a housing market induced recession next year.  

When the real estate bubble burst in Japan it caused over a decade of dismal 

economics results for that country. 

 



Chapter 5 

Domestic Investment Ideas for 2006 
 

With my change of jobs (Constellation Energy) and relocation to Baltimore, I haven’t 

been able to devote as much time to stock research as I did in the past due to moving, 

house hunting, getting my feet wet in my new position, and volatility of power and 

natural gas markets so I am highlighting a few stocks from my earlier reports.   

 

In future additions I am going to shy away from individual stocks and start focusing on 

more ETF and indexes.  As I start to follow my own advice, my portfolio will start to 

reflect more like the advise that I dispense. 

Large Cap stocks 

 

Wal-Mart (Repeat from Q1) 

Symbol  WMT 

Sector   Retail 

Risk   Low 

Return  Medium- 

Complexity  Simple 

Time Horizon  Long term (36 months – 72 months) 

Tax implications Dividends are taxed 15% rate 

Account(s)  Taxed and IRA 

 

My fear is the US may go into recession sometime next year, and recessions are not good 

for stocks.  I believe Wal-Mart should hold up well in a recession, they usually see their 

sales increase as people try to save money. 

 

Long story short is that Wal-Mart still has some growth in it although not as explosive as 

it was several years ago.  In my opinion, it has a relativity low P/E compared to the next 

few years of earnings estimates. I see the downside risk for this stock to be around $40 

and if I were to see it get that cheap again I would buy some shares.   

Health Care 

 

Johnson and Johnson (Repeat from Q1) 

Symbol  JNJ 

Sector   Healthcare/Drugs 

Risk   Low 

Return   Medium 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed and IRA 



 

Now my next pick is another company that has been getting beaten down and in my 

opinion is a good value, Johnson and Johnson.  I just don’t think that you can go wrong 

holding this stock in the long run.  For the past year this stock has been going down but it 

looks to me like it may have stopped falling and it may be changing direction to the 

upside.  

 

I believe that this is a low risk medium return stock, meaning if you hold it for the next 

three years, you should expect decent return with a low risk of loosing money.  This is 

one of those stocks that you need to buy on bad news.  Whenever you see a big dip in the 

stock or stock market you should pick a few more shares to add to your portfolio. 

 

Amgen (Repeat from Q1) 

Symbol  AMGN 

Sector   Biotechnology  

Risk   High 

Return   High+ 

Time Horizon  Long term (24 months – 48 months) 

Account(s)  IRA and Taxed 

 

Summary: Amgen is a biotechnology company, engages in the discovery, development, 

manufacture, and marketing of human therapeutics based on advances in cellular and 

molecular biology. It offers human therapeutic products in the areas of inflammation, 

nephrology, and supportive cancer care. 

 

It has fallen a lot last quarter and if you are interested in a biotech stock this may be of 

interest to you.  It has been a victim of a sector rotation, meaning Wall Street decided to 

sell of this entire sector and all stocks in this sector has gone down.  I believe the rotation 

is over and the stock is cheap and worth looking at again. 

 

Pfizer (Repeat from Q2) 

Symbol  PFE 

Sector   Pharmaceutical 

Risk   Moderate 

Return   Moderate + 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications N/A 

Account(s)  Taxed and IRA 

 

This stock is a giant in the health care industry with long term growth prospects.  I like 

this stock and I like the high dividend yield.  Buy some now and pick up some more in a 

few months. 



 

UnitedHealth Group (Repeat from Q2) 

Symbol  UNH 

Sector   healthcare services 

Risk   Moderate 

Return   Moderate + 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications N/A 

Account(s)  IRA and Taxed 

 

This stock is a healthcare service provider; again staying with my theme of cheap and 

unloved with long term growth makes me a fan of this stock.   

Technology 

 

The big event that will make 2007 the year of technology is in early 2007 Microsoft will 

be releasing their new operating system “Vista” and their new version of Office.  Both of 

these items will require steep hardware requirements and likely to cause a new round of 

hardware upgrades for both individuals and corporations.    

 

Note: If you are in the market for a new computer I would advise waiting until after Q2 

2007 if possible.  Many computers that are being sold today may not have sufficient 

hardware capabilities or enough memory to run Microsoft’s newest operating system 

with all the new improved features that may be included in the new operating system.  

You may not need or want all those features but if you wait to buy a computer in 2007 

that computer should be everything you need for the next 4 years.   

 

Intel (Repeat from Q1) 

Symbol  INTC 

Sector   Microprocessors 

Risk   Moderate +  

Return   High  

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

Thesis:  (Updated from Q1 Report) 

 

As my reader knows I put a significant amount of personal wealth into this one stock and 

would strongly advise not repeating this strategy (do as I say, not as I do)… I have even 

sold my beloved WMT to buy shares in Intel.   The price has moved up but not nearly as 

fast as I would like and now I am waiting for the Christmas season, then the release of 

Microsoft Visa hoping for a surge of new computer sales coming up after Vista is 



released…  I see at least nine more month of holding this stock… This was not my 

original plan but at least I will get long term capital gains on my portfolio…   

 

Intel now has the best processors (Core 2) and they have just announced their new Core 

Quattro processor.  This chip is basically four Core 2 processors in a single chip.  On 

high end application this chip can process up to 70% more data than the current world 

champ Core 2 Duo.  So far this year Intel has released the equivalent of Pentium 2, 3, and 

4 with Core, Core 2, and Core 2 Quattro.  Intel in the past 6 months has so buried AMD 

when it comes to processing power that that I may have to short AMD again (sorry AMD 

fans, it is widely accepted fact that Intel is now the champ by any measurement).   

 

Intel’s manufacturing process still has a significant advantage over AMD for at LEAST 

the next two years.  Intel has switched from a 90 nanometer process to a 60 nanometer 

process that AMD won’t even be able to start producing 90 nanometer chips in 2007.  

Next year Intel will start its 45 nanometer chip production about the time AMD will start 

making inroads to 60 nanometer chips.  Bottom line: Intel’s chips will cost a lot less to 

make per chip due to the smaller size than AMD chips and Intel “Core 2” chips have 

better performance!!   

 

Intel also just announced that they are cutting 10,000 employees due to its streamlined 

product line which should shave operating costs by $3 billion a year in 2008.  If this is 

true, and these claims always seem exaggerated, Intel will increase their profits by about 

50% in 2008 if nothing else changes. 

 

The other event that will make 2007 the year of Intel is in early 2007 Microsoft should be 

releasing their new operating system Vista and their new version of Office.  Both of these 

items will require steep hardware requirements and likely to cause a new round of 

hardware upgrades.   Again we are still 6 months away from all these events lining up 

and then we need a couple of quarters of earnings to convince Wall Street to buy the 

stock, so patience will be required to benefit from this stock. 

 

Micron Technology (Repeat from Q2) 

Symbol  MU 

Sector   Memory Chips 

Risk   High 

Return   High  

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

DRAM and Flash Memory maker– I predict the end to the hard drive in laptops in 5 

years…  Currently for about $300 you can get an 8 GB flash card…  My laptop only has 

40 GB as prices drop and capacity increases it’s only logical for hard drives to go the way 

of the Dodo bird.  Since they are electronic and not mechanical they are much faster.   



Hard drives will still be used for bulk storage but I expect to see flash drives start to 

replace hard drives in Laptops.  I still rate MU as a long-term hold 

 

Dell (Repeat from Q2) 

Symbol  Dell 

Sector   Computer Sales 

Risk   Moderate + 

Return   High  

Complexity  Simple 

Time Horizon  Medium term (24 months – 48 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

This stock has been beaten down because they are an Intel “only” merchant and Intel has 

had inferior products for some time.  As the tech cycle starts and Intel gains dominance 

again Dell should start seeing improved sales again.  This should be a good time to get 

some of this bellwether stock at steep discounts. 

Energy and Oil 

 

Chevron (UPDATED to short-term SELL) 

Symbol  CVX  

Sector   Oil 

Risk   Moderate  

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

I think oil has taken a pause for now but find owning this stock a great long term play  

For now I would avoid this stock, if you own and have a large gain, you may want to sell 

long dated covered calls against it and buy them back when the oil market turns back up.  

I am now VERY short BPT and XLE (Energy based ETF) and expect oil stocks to fall 

over the next few of months. 

 

Valero Energy (UPDATED to short-term SELL) 

Symbol  VLO 

Sector   Oil Refining 

Risk   Moderate  

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

Valero is large US based refiner and getting slammed by the drop in oil and gasoline 

prices    Longer term the US isn’t building anymore of these things and I think it’s a good 

idea to own some oil (CVX) and some gasoline refining (VLO) but this is not the time to 

be a buyer of these securities. 

 



Chapter 6 

International Ideas for 2006 
 

You should be taking advantage of world globalization.  Global output rose by 4.4% in 

2005, led by China (9.3%), India (7.6%), and Russia (5.9%)... 

2005 GDP growth by country 

China 9.3 Indonesia 5.4 Thailand 4.4 Ukraine 2.4 

Venezuela 9.1 Malaysia 5.2 World 4.4 Finland 2.2 

Argentina 8.7 Turkey 5.1 Korea, South 3.9 E.U. 1.7 

Vietnam 8.4 Panama 4.9 Taiwan 3.8 United Kingdom 1.7 

Pakistan 7.8 Iran 4.8 United States 3.5 France 1.6 

India 7.6 Egypt 4.7 Mexico 3.0 Belgium 1.5 

Hong Kong 6.9 Israel 4.7 Australia 2.6 Germany 0.9 

Chile 6.0 Ireland 4.7 Sweden 2.6 Italy 0.2 

Russia 5.9 Philippines 4.6 Brazil 2.4 Iraq -3.0 

Singapore 5.7 South Africa 4.6 Japan 2.4 Zimbabwe -7.0 

International ETF/CEF that I like 

 

The New Ireland Fund (Repeat from Q2) 

Symbol  IRL 

Sector   International CEF 

Risk   Moderate  

Return   Moderate 

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Account(s)  IRA and Taxed 

 

Currently Ireland is the only country in the EU where I would put a nickel (I am watching 

Germany).  This CEF trades at nearly 11% discount to the stock that it owns plus Ireland 

has had a robust economy for several years. 

 

Central Europe and Russia Fund (Updated to SELL) 

Symbol  CEE 

Sector   International CEF 

Risk   High 

Return   High  

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Account(s)  IRA and Taxed 

 

This would be another play on Oil and I distain anything oil at this time… 

 



iShares MSCI South Korea Index 

Symbol  EWY 

Sector   International ETF 

Risk   Moderate + 

Return   High  

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 

South Korea is another indirect play regarding china.  One advantage is that their 

northern neighbor helps to keep these stocks cheap.  Unfortunately they will remain 

cheap as long as Kim Jong Il stays in power.  But given that I think that he just likes 

being the center of attention I don’t think war will break out. 

 

Morgan Stanley Capital International Australia Index (Updated to HOLD) 

Symbol  EWA 

Sector   International ETF 

Risk   Low + 

Return   Medium+ 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor (mostly at 15%) 

Account(s)  Taxed and IRA 

YTD Gains  6.4% 

YTD Div  $0.00 (0.0%) 

 

UPDATE: I have sold some of my shares in this security since the world price of most 

raw materials has dropped like a rock.  I like this ETF in the long term and if it falls 

significantly I will buy more, but at this time I am slowly selling this ETF while the price 

is still high. 

 

For those who want to play either China or India indirectly I believe that Australia is a 

place for you to invest.  This ETF is traded in the US that matches the Australian stock 

market which is a significant supplier of raw materials to Asia. 

 

Needless to say the economy is still good, they have a similar culture to the US and 

Western Europe but without the some of the issues that the US or Europe currently is 

experiencing.  As long as India and China continue to need raw materials to build out 

their infrastructure, Australia will be a good play.   Oh did I mention that it pays a 3.25% 

dividend yield (pays out in December)? 



 

Chapter 7 

Model ETF Portfolio 
 

Asset reallocation 

 

Here is a general suggestion for a diversified portfolio from the last quarterly review.  

Please note that I have changed my profile from 50% large cap/50% International to 40% 

Large Cap/40% International/20% Cash based upon my feeling a US based recession 

may occur in the second half of 2007.  I am recommending that for the next several 

months that everyone should get more conservative on their investment strategies.  It is 

time to take it down a notch; bonds are paying a good rate of return and should be 

considered in taxed deferred accounts. 

 

 

Risk  

Adverse Balanced Growth Aggressive 

Rushed  

Profile 

US Large Cap: 20% 40% 50% 50% 40% 

US Small Cap: 10% 10% 20% 25% 0% 

International: 10% 10% 20% 25% 40% 

Fixed Income: 50% 35% 10% 0% 20% 

Cash: 10% 5% 0% 0% 0% 

 

I have laid out some ETFs for each of the above categories: 

 

US Large Cap: 

SPDR S&P Depository Receipts (SPY) 

DIAMONDS Trust, Series 1 (DIA) 

NASDAQ 100 Trust Shares (QQQQ) 

 

US Small Cap: 

iShares Russell 2000 Index (IWM) 

 

International: 

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

Vanguard Emerging Markets Stock VIPERs (VWO) 

 

Fixed Income: 

iShares Lehman Aggregate Bond (AGG) 

iShares GS $ InvesTop Corp Bond (LQD) 

iShares Lehman 7-10 Year Treasury Bond (IEF) 

iShares Lehman 20+ Year Treasury Bond (TLT) 

 

Cash: 

iShares Lehman 1-3 Year Treasury bond (SHY) 



Chapter 8 

Advanced Strategies 

Spreads and options ideas 
 

How to reduce your taxes by using options 

 

Let’s say you have owned a stock with a good gain and you want to lock up the profits 

and sell it (like an oil stock), but you have only owned for 6 month.  Ideally you would 

want hold this security for 1 year to get the 15% long term cap gains tax rate.  I believe 

that using option is one answer to this dilemma. 

 

I didn’t have time to write a complete section on the basics of options theory or practice 

in this report so I will leave this tax strategy for those readers who already understand and 

use options.  Options are NOT to be used by the novice since they can contain substantial 

risk. 

 

Quick review for those familiar with options: 

 An option is a contract giving the buyer the right but not the obligation to buy or 

sell an underlying asset at a specific price on or before a certain date 

 A call gives the holder the right to buy an asset at a certain price within a specific 

period of time  

 A put gives the holder the right to sell an asset at a certain price within a specific 

period of time.  

 There are four types of participants in options markets: buyers of calls, sellers of 

calls, buyers of puts, and sellers of puts.  

 The price at which an underlying stock can be purchased or sold is called the 

strike price  

 The total cost of an option is called the premium, which is determined by factors 

including the stock price, strike price and time remaining until expiration.  

 A stock option contract represents 100 shares of the underlying stock.  

 Investors use options both to speculate and hedge risk.  

Options are NOT to be used by the novice since they can contain substantial risk if used 

incorrectly.   http://www.post-gazette.com/pg/06263/723449-28.stm 

 

The theory is that it you sell a deep in the money call option now that expires several 

months from now on a stock that you have owned for several months.  You could lock up 

the net transaction price now and get the tax advance while getting significant portion 

cash today.  The tax advantage comes if the total time from the purchase of the stock and 

expiration of the option is greater than one year, thereby allowing the seller to only pay 

long term capital gains on the total transactional profits. 

 

 

http://www.post-gazette.com/pg/06263/723449-28.stm


Example 

Let say you bought XYZ 6 months ago, at $20 and it goes up to $30 a share.  You want to 

sell it lock in your gain but don’t want to pay the high taxes, so what you could do is sell 

a $10 strike option that expires in 6 months or more.  When you sell the option is should 

priced a little around $20.00, lets say $20.10 (the stock is worth $30 less $10 strike gives 

you ~$20).  In 6 months I assume the stock is still above $10 and gets struck you get the 

remaining $10.00. 

 

When you pay taxes the actually transaction it all rolls into the original stock.  The option 

sale counts against basis only.  So what you report to the IRS is that you physically sold 

the stock for $10.00 your basis (price paid) is the $20 that you paid minus option 

premiums $20.10.  Therefore the price you paid for the stock is $-0.10 and you sold it for 

$10.00/share.  You pay long term cap gain taxes on the $10.10 at the reduced rate of 

15%.  Long term cap gains are determined by the date of the underlying transaction NOT 

the any options transactions.  If you option is not struck you pay not taxes but need to 

record the options transaction as a change in basis.  You now have effectively bought this 

stock at $-0.10/share… If you sell this stock in the future you MUST report to the IRS 

that it cost you $-0.10 to purchase (or go to jail)!! 

 

Transaction Summary 

 You bought a stock a $20.00/share 6 months ago 

 It now trades at $30 and you want to sell it but don’t want the short term tax hit 

 You sell $10 strike price call option for $20.10 (you receive the cash now) for an 

option that expires in 6 months. 

 You collect $20.10 in cash now in your account and pay no taxes on it yet. 

 Assuming the stock stay above $10, it will be struck on expiration and you get 

your remaining $10 a share. 

 You pay taxes based on you net gain at the time the option is exercised based on 

the original stock purchase dates and the stock exercise date. 

 If the total time between purchase and exercise is greater than one year, you pay 

the discounted capital gains rate 

 You get to keep the full value of any dividend payments given to you unit until 

the option is struck 

 

Flaws 

The option can (it happened to me) get struck early, usually only happens with high 

dividend stocks but it can kill the plan. 

The stock could drop to $5 in 6 months so part of your money is at risk. 

It dips into some of your available margin.   

 

For those who want to read up on the options try the following book. 

 

Option Volatility and Pricing: Advanced Trading Strategies and Techniques  

by Sheldon Natenberg and Jeffrey M. Cohen 

 

 

http://search.barnesandnoble.com/booksearch/results.asp?ATH=Sheldon+Natenberg&z=y#1#1


 Chapter 9 

My Holdings and Performance 
 

I will attempt to objectively review my personal portfolio and give myself some 

suggestion.  My personally philosophy is that I would like to own 10 stocks with 10% in 

each stock with no more than 25% of my portfolio in one investment sector.  Spread 

trades and a stock and with various option positions I still consider a single security.  Any 

Stock that is <2% of total portfolio value does not count against the goal of 10 securities, 

any naked options always counts as a security no mater how small. 

 

Don’t be foolish enough to try to replicate my portfolio, very few money professionals 

would even remotely approve of this portfolio.  It is a very risky portfolio and my risk 

tolerance is very high.  So boys and girls don’t try this at home. 

 

Taxed Account Holdings and Returns for Q3 

Name 
 

Symbol Price 
Price 
Paid 

Total ’06 
Gain % Portfolio % 

Intel INTC $20.57  $18.45  11.49% 24.69% 

Intel Jan-08 $15 Call WNLAC $6.50  $4.70  38.30% 13.00% 

iShares 1-3 Year Treasury bonds SHY $80.34  $80.25  0.11% 12.86% 

Motorola MOT $25.00  $22.12  13.02% 10.00% 

Morgan Stanley India Investment Fund IIF $46.30  $47.10  -1.70% 9.26% 

Nokia NOK $19.69  $18.85  4.46% 7.88% 

Indonesia Fund IF $9.52  $10.55  -9.76% 7.62% 

Intel Jan-07 $17.5 Call NQAW $3.60  $3.09  16.50% 4.32% 

Merck January-07 $45 Call VMKAI $0.90  $0.30  200.00% 2.34% 

S&P DEP RCPTS $115 Puts FYNXC $2.25  $3.00  -25.00% 1.80% 

FREESCALE FSLB $38.01  $27.77  36.87% 1.00% 

iShares Japan Jan 08 $20 Calls EWJ $0.15  $0.70  -78.57% 0.45% 

Intel October-06 $25 Call INQJE $0.05  $0.35  -85.71% 0.20% 

Energy Select SPDR (SHORT) XLE $53.45  $51.33  -3.97% -21.38% 

BP Prudhoe Bay Trust (SHORT) BPT $73.50  $70.26  -4.41% -29.40% 

Cash or Equivalent     55.37% 

     100% 

 
This quarter personal results were a gain of 5.83% vs. the S&P 500 gain of 5.17% this 

quarter.  Big winners were Intel.  As you can see almost half my portfolio is made up of 

Intel or Intel call options and is finally starting to pay off.  This is very risky portfolio but 

I am sticking too it… Do not try this at home. 

 

 

 

 



IRA Account Holdings and Returns for Q3 

Name 
 

Symbol Price 
Price 
Paid 

Total ‘06 
Gain % Portfolio % 

Intel INTC $20.57  $18.50  11.19% 37.67% 

Morgan Stanley India Investment Fund IIF $46.30  $44.21  4.73% 24.22% 

iShares MSCI Australia Index EWA $21.20  $19.70  7.61% 13.86% 

Lloyds TSB Group plc LYG $40.50  $33.98  19.19% 10.59% 

Telecomunicacoes de Sao Paulo S.A. TSP $22.32  $22.06  1.18% 5.84% 

Intel Jan 08 $15 Call WNLAC $6.50  $4.90  32.65% 4.25% 

XLE NOV $52 PUT XBTWZ $1.50  $2.85  -47.37% 1.18% 

Exxon Jan $57.5 PUT XOMMY $0.40  $0.88  -54.55% 1.05% 

Intel January-07 $17.50 Call NQAW $3.60  $2.10  71.43% 0.94% 

Intel January-07 $25 Call VNLAE $0.20  $0.62  -67.74% 0.05% 

CASH:     0.35% 

     100% 

 

This portfolio (more conservative) gained 4.35% vs. the S&P gaining 5.17% this quarter.  

Again I am breaking my own rules of not having more than 10% in one stock not once 

but three times.  Almost four times the limit on Intel and 2 ½ times on IIF. 

 

After “I make money” in Intel I will begin building a diversified portfolio and talking my 

profits and investing in the EFT portfolio and bonds… we shall see! 

 



Chapter 10 

Final Thoughts 
Highlights: 

 

Longer term the world economy is largest transformation since the invention of the steam 

engine and I expect that it will last for another 10-20 years. I believe that it would be a 

good time to invest overseas or in large multinational corporations due economic growth 

occurring outside the US. 

 

I believe that for the next 3-6 months commodities and oil prices will perform poorly but 

I believe that commodities and oil will be strong after this downturn and will do very well 

for the next 5 – 10 years.  Investment in commodity and resource rich countries may be a 

good long term investment play, but you may want to wait for a few months to make any 

investment in that arena.   

 

Inexpensive developing world manufacturing supply will keep inflation in check.  Longer 

term I have concerns about the ability of the Chinese economy once their comparative 

labor advantage is exhausted and they need to “ration resources” through capitalism.  I 

expect a major change in Chinese government system within 10 years. 

 

I am concerned about the massive co-dependence relationship that China and the US 

have formed.  I don’t think either side truly how symbiotic it is.  If tension were to break 

out with China (can you say Taiwan) we would have massive logistical problems 

obtaining just about anything that is physical…  What major export does China get from 

us?  Only pieces of paper with pictures of dead white dudes on them, and they really 

don’t need any more of those except to buy oil and minerals to make stuff to send to us so 

we can give them more paper.  Oh yes, did I mention China owns trillions of dollars our 

national debt.  15-LOVE (Stock up on batteries) 

 

I think the market will likely move up by the time I write the next report but I will likely 

start to trim down my positions after the New Year and be a buyer of bonds (for the first 

time in my life).  Have I mentioned that I expect a recession in the second half of next 

year caused by the falling real estate market? 

 

I am watching for a precipitous fall in imports, tax receipts, and/or reduced sales at 

retailer (Wal-Mart and Target).  Any one of those events will be my signal to get out of 

the market.  It could be next month, it could be this time next year, and it could be never. 



 

Summary of thoughts; see you could have skipped the first 35 pages… 

 

 The world is experiencing unprecedented economic growth due to globalization 

 Populations are getting older in all 1
st
 world countries 

 Western populations are shrinking due to low birth rates (except the US) 

 The US Government borrows too much money and its citizens don’t save enough 

 Social Security will eventually cause a hyperinflation sometime within 30 years 

 The housing bubble is coming to an end, real estate prices will go down 

 Manufacturing is moving overseas to 2
nd

 and 3
rd

 world countries 

 We import too much stuff and unnecessarily consume to much crap 

 Short-term interest rates have stopped going up 

 Oil and minerals prices have dropped… for now… 

 I fear a recession coming up next year caused by the housing market collapse 

 The investment world looks better off than it was during the last report. 

 Start locking in profits early next year by selling calls or buying puts options 

 China! Whatever you think you know about China is simply wrong. 

 

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

entertain you with my new thoughts and reflections.  Please send any comments or topic 

ideas for future issues.  GOOD LUCK and good investing!!! 

 

Regards, 

 
 

Mark Rush 

951 Fell Street #513 

Baltimore, Maryland 21231 

 

redgroup2@yahoo.com 

mailto:redgroup2@yahoo.com

