
 
The 2006 Annual Market Rush Review 
 

By 

 

Mark Rush 
Redgroup2@yahoo.com 

 

January 1
st 

2007 

 

 

mailto:Redgroup2@yahoo.com


 

Disclaimers 
 

The purpose of this document is to stimulate thoughts 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 and don’t 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; continue at your own risk… 

 

Please don’t use my opinions if you are uncomfortable making your own investment 

decisions.  You are responsible for making your investment decisions and if anything 

presented in this document fits into your own investment goals and objectives please feel 

free to incorporate into your own strategies.  I am sharing some of my thoughts with you 

but you ultimately need to make your own judgments about accepting or rejecting these 

concepts in your portfolio strategies.   

 

Nothing in this document should be construed as tax advice 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.   

 

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

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

properly write and proof read this document properly so please forgive all the typos in 

advance.  

 

 



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

world events that occurred in 2006 and understand the implication for the markets in 

2007.  This is my time to reflect on my stock strategies, current events, portfolio 

performance, event scenarios and the implications on the world equity markets. 

 

In this issue I have broken my review into two separate documents to better focus the 

point of each document.  The 2006 Review will review 2006 and attempt to think about 

2007.  The second document is The 2007 Investing Guide is a summary of my basic 

investment articles from 2006 put into to a semi-logical sequence.  Both of these 

documents may be distributed to anyone as long as it is in an unaltered form. 

 

As you read through this review, even if you don’t agree with any of my thoughts, please 

take the time to think about your financial choices 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 

present.  One of the purposes of this effort is to stimulate a dialogue around current 

events and their impacts on the markets. 

 

Regards, 

 

Mark Rush 

Baltimore, Maryland 

redgroup2@yahoo.com 
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Chapter 1 

2007 Economic Forecasts 

 
Economy 2007 

 

It’s the New Year and time to put last year’s investment successes and mistakes behind 

us.  I spent some time thinking about what could impact the market during the upcoming 

year.  I came up with the following list of questions that I though may be would be useful 

in determining what the investment climate will be like in 2007.  I believe it would be 

useful for us to think about each of these questions before we invest/continue to invest 

this year.   To the right of each header I will put a +,-, or ? to indicate my bias for the US 

equity markets in each subsection. 

 

Part 1 - Base US Economy (-) 

Is there going to be a recession in the US in 2007? 

 

Most economic forecasts project GDP growth in the 2% or so range for 2007.  This is 

down considerably from 2006 but this is the hoped for “soft landing” that the Fed was 

targeting.  Higher growth will spook the Fed which will raise rates to prevent inflation 

and the market will sell off due to higher interest rates.  Lower growth will spook the 

market into a possible recession scenario and the market will sell off… 

 

I just don’t believe any group of individuals (Fed) will have the ability to guide the 

economy that precisely… I think we will miss either up or down and market will sell off. 

 

Part 2 – Interest Rates (-) 

Will the Federal Reserve raise interest rates in 2007? 

 

I do believe the Fed is somewhat competent and likely to keep rates constant until March.  

At that point it’s anyone’s guess what will occur, but from the dissertation of the previous 

section, it won’t be good for the market.  Unless we make the magical soft landing the 

markets are likely to retreat.  The soft landing IS factored in… 

 

Part 3 – Inflation (-) 

Will inflation stay under control? 

 

Three forces are at work on this question; World production is producing more goods and 

services at cheaper prices, strains on world raw materials and maintaining ample supply, 

and falling value of the US dollar therefore the vast amount of products imported will 

cost more…  So two items for higher prices and one for lower, I am voting for slight 

inflation next year due to the falling dollar being we are a net importer.  Therefore the 

Fed will need to raise interest rates which will be bad for the US markets. 

 



Part 4 – The consumer (+) 

Has the housing market bottomed? 

How are employment and wages? 

 

Some on Wall St. think the housing market has bottomed, I not buying into this thesis but 

I am not nearly as bearish as I have been on the housing market…  I may even buy a 

house in 2008.   

 

The retails sales this year I found to be relatively impressive also Wall St. was 

disappointed.  Much to my amazement people continued to spend this year.  When will 

the American consumer be tapped out?  I thought the fall in real estate would cripple our 

beloved consumer…  I was wrong.  Wages and Spending seem strong.  This is a Plus for 

the market. 

 

Part 5 – Business (-) 

Will corporate profits continue? 

Will the business continue to invest? 

 

It is general consensus on Wall St. that corporate profits will slow down in 2007 which 

seems reasonable to me.  On the other side of the coin will business continue to spend 

(invest for you Democrats).  All and all I believe that corporations will not drag on the 

economy but won’t add as much as it has in the past few years.  Falling profits make this 

a negative for this column for me. 

 
 

Part 6 – World Economy (+) 

Will the emerging markets continue to emerge? 

Will Europe start to pull its own weight? 

What is up with Japan? 

 

The world economy is supposed to slow next year but should be above 5%.  This is still 

great world growth.  China is taking steps to slow its economy and the rising Renminbi 

(Chinese currency) should also make their economy slow.  I expect to see Europe and 

Japan start to increase their growth rates this year.  Overall I expect good world growth. 

 

Part 7 – Imports (-) 

Will oil and commodities fall or rise this year? 

What is going on with Gold and should we care? 

 

World oil demand growth for 2007 should increase 1.5m bbl/day.   U.S. and China 

should account for over half of the worldwide oil demand growth.   On the supply side, 

non-OPEC oil supply should grow 1.2m b/d in 2007.   Although we are seeing world 

growth in oil consumption, we are seeing a very close balance in world oil supply and 

demand.  I would expect some volatility regarding oil pricing during the upcoming year.   

Oil prices should hover near current levels unless unexpected violence breaks out in the 

Middle East.   

 



As far as gold I expect it creep up in dollar terms because of the falling dollar. Also 

demand for gold in emerging economies will continue to put pressure on this commodity. 
 
 

Part 8 – Geopolitical Stability (?) 

Will we attack Iran? 

Will Al Qaeda attack us? 

Will North Korea attack someone? 

Will Iraq become peaceful? 

Will the Middle East maintain its relive stability? 

What will come out of left field? 

 

This is the BIG wild card.  See Chapter Two of this report.  
 

Part 9 - The Dollar (-) 

Will the dollar continue to erode? 

Will the world loose faith in the greenback? 
 

Although the economy has grown over the past few years I don’t believe it can continue 

to support the current public and private debt burden.  I believe that in the long term the 

dollar has no direction to go but down.  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 local purchasing power.    

 
 

As you can see from the above chart, in 2001 it took about 85 cents to buy a Euro, today 

it takes over $1.30 and I don’t foresee this trend changing anytime soon. 



 

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

money invested here.  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.  As the dollar falls my money overseas is worth more. 

 

Unfortunately for you in today’s global economy you are going to have to get familiar 

with the concepts of foreign currency exchange, in the future as we become a smaller 

slice of the world economy the need for this understanding will grow. 

 

Part 10 – New Congress (-) 

I believe that the new Congress will attempt to tinker with the economy and it will most 

assuredly have the most negative of consequences.  It will attempt to attack big business, 

attempt to alienate China, attempt reduce immigration, rollback free trade, raise taxes and 

attempt to redistribute resources that we can not afford.  I believe that the more you 

attempt to control the economy the more you hurt it; it is in EVERYONES interest to 

have a strong growing economy.  Lower taxes will help keep the economy and a strong 

economy will help more people than any government program.   

 

Readers of my review know that I carefully consider the tax implications for any 

investment decision that I make.  Any changes in the tax code will most assuredly change 

my investment behavior and the revenue stream that the government receives from my 

success.  Current tax law encourages me to attempt to make money and allows me to 

change my investment strategies without a burdensome tax hit if I hold an investment for 

a year or more.  I can afford to cash out of a position, pay taxes and move to a new 

investment. This tax policy allows me to change investments, adds liquidity to capital 

markets, thereby keeping the capital markets efficient.   

 

An aggressive tax structure will mean that I will put my money into and investment and 

never move it, thereby never paying taxes.  In my case, higher taxes will likely lower the 

government’s net revenue and means a less efficient deployment of capital hence a 

weaker economy.  It will likely reduce my returns and the governments simultaneously. 

 

They will “attempt” to pass many laws that will be very populous but know that it will be 

vetoed by the president.  But these attempts will spook investors and a wise man once 

said “It's the economy, stupid”.  These attempts will spook those who invest, the 

economy will contract, and the Congress will likely go Republican in 2008 (I have no 

thoughts or opinion on the Presidency yet).  Here is a phase that you will hear often in 

2008 “are you better off now than you were 2 years ago?” I just don’t know yet which 

party will be using it. 

 

I believe that the New Congress has a low probability of success in materially changing 

the current structure.  I believe that the Democratic Party has shifted a little more to the 

center in this last election and will be muted some by 2008 ambitions for total control of 

power.   



 

Part 11 – Liquidity (++) 

 

Here is the biggest brightest reason to invest…  Globalization has created unprecedented 

wealth and it is sloshing around the planet trying to find a home.  Prices of investment 

instruments to put this capital to work will continue to rise as more and more wealth is 

created each day and must be put to work.  Stocks and bonds are a commodity with a 

somewhat fixed supply and each day that demand for those products increases as more 

wealth is created wanting those products. 

 

So… What is the Plan? 

 

Most everyone expects an economic slowdown and decrease in corporate profits in the 

US during 2007.  The question is how much of a slow down can we expect and how will 

this affect the market.  I am personally amazed at the strength of the US stock market 

during the last year.  I expected the S&P to be up somewhere between 6-9% in 2006 but 

returns of 15% astounds me. 

 

I am projecting around a 6% growth or less in the US market for 2007.  The risks are too 

high and rewards are too low… My recommendations for new money are to invest in 

short term bonds (SHY) this year or invest outside the US.  I would expect a better 

market by 2009 so for those of you with long term investments may want to ride out the 

soft market this year.  If a major market sell off occurs year it may be a good time to sell 

bonds and get back into stocks.   

 

My preference is to invest outside the US this year due to the falling dollar, US corporate 

earnings should fall, and strong economies overseas. The danger is that if the US market 

fall too much it will drag the all the world markets down in multiply amounts of loss in 

the US markets.  If the US market drops by 10% it would surprise me to see emerging 

markets to fall 10%-30%.  Higher reward yields higher risks. 

 

I will personally be buying (keeping) index put options and if I see a run-up in the market 

during Q1 ‘07 I will be selling covered calls options against my long-term investments 

(see chapter 6). 

 



 

Chapter 2 

Other Issues for 2007 
 

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.  Feel free to disagrees with 

my opinions and email me to let me know why I was wrong. 

 

It this issue we will avoid discussions regarding investment around each scenario to 

devote more time to discuss each issue in more depth. 

Global Health Issues: 

 

Mutation of the Bird Flu to a Human form  

Probability of Occurrence  10% 

Impact   10 

 

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

Probability of Occurrence  25% per year 

Impact   4 

 

Yes, avian flu still is on my most unwanted list it has the biggest and potentially largest 

impact to human kind at this point.  It has the potential to be more devastating than Al-

Qaeda, North Korea, Iran, and Borat combined. 

 

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).  There have 

been cases in Europe where domestic birds have been infected and so far the outbreaks 

have been contained with low ramification to the human population and the broader stock 

markets.    

 

The Spanish flu of 1918-19 was by far the most lethal influenza pandemic of the 20th 

century.  It infected about one-quarter of the global population and killed more than 40 

million people worldwide, roughly 2 percent of the world population at that time.  With 

the world having 6.5 billion people now the number of deaths could easily be around 130 

million people, nearly twice the number of deaths from WWII.   

 



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/ 

 

Economic crisis in China 

Probability of Occurrence  15% 

Impact   9 

   

As with all rapid economic expansions we always have to be on the watch for a crash.  

Some fundamental problems with china is that its currency is undervalued, once all the 

cheap labor is absorbed, that is when efficiency will need to become a factor to fueled 

sustainable growth as with any economy.  Once China becomes “fully employed” wage 

pressures will cause labor rationing therefore economic slowdown. 

 

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, real competition begins in 

China and the battle becomes about efficiency and not just cheap labor, a few business go 

bankrupt because you didn’t need to be good capitalist to make money you just needed to 

better than the state, mass selling of the Chinese securities occurs, hedge funds start 

shorting the currency and China’s economy feels the drain and starts selling treasury.  

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 sacrificed for its own national interests.  

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.  

If you invest anywhere, you should familiar with the geo-economic conditions in China. 

 

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 disruption in production 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.   

International / Foreign policy issues: 

 

Al Qaeda attack in the US 

Probability of Occurrence  20% in next 5 years 

Impact   8 

 

Unlikely but should be planned for…   

 

 

 

 

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


Destabilization of Pakistan in the next 2 years 

Probability of Occurrence   30% 

Impact    6 (8 for Indian investments) 
 

Destabilization is a polite word for Pervez Musharraf “eliminated”.  My major concern is 

that the Islamic Republic of Pakistan has tested nuclear weapons and has between 25-50 

nukes.  Historically it has never gotten along with India who also happens to have ~50 

nukes of its own.   It is unlikely that a pro-western government would the come from the 

rapid demise of Musharraf.   I also believe that Osama Bin Laden is hiding in northern 

Pakistan.   

 

Iran obtaining a nuclear weapon by 2010 

Probability of Occurrence  70%  

Impact   3 

 

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

 

North Korea war 

Probability of Occurrence  5% in next 5 years 

Impact   9.5 

 

Very unlikely but if a breakout were to occur it would very 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 most likely to attempt to 

hit Seoul, 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 radioactive fallout will drift over Japan and back to the US.   

 

I hope that the $91 Billion that Ronnie and company has spent on missile defense over 

the past 20 years 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 

Probability of Occurrence  80%  

Impact   8 

 

According to the CIA China is the second-largest economy in the world after the US, 

although in per capita terms the country is still poor.  At current growth rates China could 

be the world largest economy by 2020 based upon purchasing power parity.   

 

 

 



Restart of growth in Japan 

Probability of Occurrence  60% 

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. 

 

Continued growth in India 

Probability of Occurrence  80% 

Impact   6 

 

Play: Purchase IIF or Indian mutual funds 

Post Play: Retire rich… 

 

Continued growth in Australia  

Probability of Occurrence  70% 

Impact   5 

 

Despite recent pullbacks in the commodities markets I still believe that Australia is still a 

great lower risk way to benefit from the growth in Asia. 

 

Play: EWA 

Post Play: Retire and live well…  

 

Continued anemic growth in Europe 

Probability of Occurrence  40%  

Impact   5 

 

Europe is actually seeing some growth these days; the more progressive economies are 

doing better…  I would now consider putting some money in Ireland, UK, and Germany. 



Domestic Economic factors: 

 

Note: this review is strictly about investing and economics and is not by its nature a 

political document. The political views expressed are purely based and economic and not 

social policy.  I am not trying to convince anyone how they should vote, I am pointing 

out my viewpoints on how I believe political events are likely to impact investment 

decisions.  I believe that both parties have their merits and demerits, but the Republican 

Party has had a better track record in support with business, international trade, and taxes.  

Six years ago I would have included deficit spending but unfortunately I can no longer 

include item since the Republicans have turned this issue into a complete fiasco. 

 

Baby Boomers Retirements and Social Insecurity 

Probability of Occurrence  99% 

Impact   9 (long term) 

 
 

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 policy has the potential for massive socioeconomic 

upheavals over the next 30 years and I am not sure we are prudent 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. 

  

 



Budget Deficits >$400 Billion  

Probability of Occurrence  80% 

Impact   3 (short term) 

 

I find it disturbing that our federal government taxes then spends nearly 20% of our 

economy activity; add state and local government to the mix and you will find nearly 

25% of our output is used to manage ourselves… our federal government spends nearly 

$8,000 per person or $32,000 for a family of four to manage us?  In the year 2000 this 

number was much closer to $5,000 per person ($20,000 per family of four).  I believe that 

the spending is likely to climb from here and I know where the money will come from. 

 

Estimated receipts for fiscal year 2007 are $2.4 Trillion.  

$1,100.0 billion (+12.1%) - Individual income tax  

   $884.1 billion (+7.4%) - Social Security and other payroll taxes  

   $260.6 billion (+15.5%) - Corporate income tax  

     $74.6 billion (-1.3%) - Excise taxes  

     $28.1 billion (+0.7%) - Customs duties  

     $23.7 billion (-9.2%) - Estate and gift taxes  

     $48.4 billion (+14.0%) - Other  
 

The budget for 2007 expenditures totals $2.8 trillion.  

$586.1 billion (+7.0%) - Social Security  

$466.0 billion (+4.0%) - Defense  

$394.5 billion (+12.4%) - Medicare  

$367.0 billion (+2.0%) - Unemployment and welfare  

$276.4 billion (+2.9%) - Medicaid and other health related  

$243.7 billion (+13.4%) - Interest on debt  

  $89.9 billion (+1.3%) - Education and training  

  $76.9 billion (+8.1%) - Transportation  

  $72.6 billion (+5.8%) - Veterans' benefits  

  $43.5 billion (+9.2%) - Administration of justice  

  $33.1 billion (+5.7%) - Natural resources and environment  

  $32.5 billion (-15.4%) - Foreign affairs  

  $27.0 billion (+3.7%) - Agriculture  

  $26.8 billion (+28.7%) - Community and regional development  

  $25.0 billion (+4.0%) - Science and technology  

  $20.1 billion (+11.4%) - General government  

    $1.1 billion (-47.6%) - Energy  

 

My estimated budget shortfall for 2007 is $500 billion.  Over the past 6 years the 

revenues of the US government has skyrocket… but not as fast as our spending.  

Whatever happened to the battles to reduce government expenditures? 

 

http://en.wikipedia.org/wiki/Social_Security_%28United_States%29
http://en.wikipedia.org/wiki/Social_Security_%28United_States%29
http://en.wikipedia.org/wiki/Department_of_Defense
http://en.wikipedia.org/wiki/Medicare_%28United_States%29
http://en.wikipedia.org/wiki/Medicaid
http://en.wikipedia.org/wiki/United_States_Department_of_Justice
http://en.wikipedia.org/wiki/US_Department_of_Energy


One Trillion Dollar Trade deficit 

Probability of Occurrence  30% 

Impact   2 (short term) 

 

That is not a typo, T as in Trillion not B as in Billion.  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 serve china’s short term goals of building out its 

place in the world economy.  Currently China holds over $1,000,000,000,000.00 

(Trillion) of our debt.  Our combined debt equates to each and every person in the US 

owes the Chinese over $3,000…  that’s $12,000 for a family of four. 

 

US Inflation above 5% within the next three years 

Probability of Occurrence  20%  

Impact   7 

 

A combination of world commodity prices going up, the fed pausing, and the fall in the 

dollar lead me to believe that it could be a real risk. 

 

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 rapid elimination of debt through excessive inflation.  If you were to 

have $20 Trillion in debt, as rational person you see that you could eliminate most of it in 

a few years if you allow inflation go to 25%.  Being a country of net debtor it may be the 

only solution in long run.  This will hurt “foreign bond holders” that hold a majority of 

our national debt.  It would be the ultimate cataclysmic redistribution of wealth that the 

world has ever known.  

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


 

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

Probability of Occurrence  75% 

Impact   7 

 

Real Estate prices drop greater than 10% in 2007 

Probability of Occurrence  50%  

Impact   6 

 

Currently the 30 year mortgage rates have dropped to 5.68% which in the scheme of 

things rates are still very attractive.  So in the long term I don’t see much drop of a drop 

beyond 10% in housing price, in the short term I expect prices to drop by about 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.  Below is a chart of 30 year mortgage for the past 5 

years and as you can see rates have come down and is easing the current “crisis”. 

 

 

 

 

If rate drop below 5.25% it may reignite the whole housing market once again.  Longer 

term there will be some support in the lower end of the market from the demographics of 

boomers who are downsizing.   

 

Recession next 2 years: 

Probability of Occurrence  35%  

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.  Higher energy prices along 

with the end of cheap credit can only reduce GDP growth rates.  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 in 80% 

Probability of Occurrence  60% 

Impact   5 

 

The democrats will get the blame for the economic slowdown (at least that is what the 

ads will show).  It’s the economy stupid… 

 

Reversing Tax Reduction Laws that expire 2010 

Probability of Occurrence  5%  

Impact   8  

 

Congress has enacted an extension of the current “tax cuts” until 2010. Basically this law 

reduces the impact of AMT this year and keeps in place the 15% tax rate on eligible 

dividends and long-term capital gains through 2010. 

 

This is my statement about the new Congress “They won’t have the balls to increase 

taxes nor the guts to cut spending” 

US Stock market issues: 

 

GM Bankruptcy in next 5 years 

Probability of Occurrence  30%  

Impact   7 

 

I have shorted GM several times in 2005 and have made some money and have just 

enjoyed doing it, currently it looks like the price is going to go up for the next few weeks 

and I may jump on the GM short bandwagon again at $35.  I don’t think this company 

will be around in its present form in 10 years and I won’t be sad when it goes under (I did 

briefly work for GM in my more naïve days)… It’s the biggest of the old school 

dinosaurs of the old economy, may we show it the way to the tar pit. 



Chapter 3 

Globalization, should I participate in it? 

 
With all these aforementioned risks, why invest? The reason I invest is because I believe 

that we are in the center of an unprecedented world economic expansion (I am referring 

to that word globalization that everyone hates but I embrace) and I want to participate.  

The amount of wealth being created daily has never been seen before in human history 

and we will likely to create even more wealth in the coming years.  I believe that we are 

still in the early stages of this development and have at least 10 more years of 

unprecedented world economic growth outside the US.   

 

This cycle is likely to continue, albeit at a slower rate, for the next 20 years creating a 

completely new world economic order along the way bringing literally billions of new 

consumers to the market.  We will have many blips along the way, but in the long run the 

world will have an economic face within next 10 years.  Things that seem like the center 

of the universe today will likely be a footnote in history 10 years from now.  The trick is 

to sort out what is material to your investment plan and what is “noise” on the evening 

news. 

 

All these risks are what make these stocks affordable.  If we didn’t have these risks the 

potential return on stocks would be dismal.  When people are afraid of the market is 

when you want to buy because the returns are higher.  You want to minimize your total 

risk by diversifying as much as possible. 

 

Why I thing globalization is great for the human kind 

 

Massively increase global efficiencies in the production of goods and services. 

Interdependent:  forces nations to engage in trade thus lowering the potential for wars. 

Forced interaction between cultures that under the Old World Order didn’t interact 

Increased standard of living to poor people around the world 

Expands opportunities for underutilized capital to be fully utilize 

 

Why do people despise globalization? 

 

Social and Cultural imperialism 

Environmental damage 

Allows rapid inflow of capital and brings thoughtless development to the third world.   

CHANGE! 

 

What are the facts? 

 

 The number of people in developing countries living on less than $1/day has been 

reduced by 50% in the last twenty years. 



 Infant mortality has dropped in developing nations 

 The percentage of children in the labor force has fallen from 24% in 1960 to 10% 

in 2000 

 Between 1950 and 2000, global literacy increased from 52% to 81% of the world 

population. 

 

Final thoughts 

 

I am a fan of globalization, I believe that it raising living standards or all people across 

the planet.  It gives jobs to those in poor countries and it they produce things that our 

poor anyone can afford.  Good and services are cheaper and the poor around the world 

are better off. 

 

Is it perfect, NO!!  But I believe people are better off than if we had no globalizations, 

they are not where they should be in a perfect world but the world is not perfect and will 

likely never be anywhere close to perfect.  Like any human endeavor it is a time of great 

change and turmoil for many people around the world.   The distributions of capital and 

goods are highly unbalanced and it will take generations for any sort of equilibrium to 

occur.  It is human nature to risk adverse and not to want change but if we are willing to 

look forward a couple generations in the future I believe that you will see a better society 

around the world.  Of coarse this is just one pragmatic idealist view of the future. 

 



Chapter 4 

Domestic Investment Ideas for 2007 

I am not particular bullish the US market this year and only have one recommendation, 

the Vanguard Value ETF.  You should also consider the tried and true short term bond 

fund (SHY), S&P 500 fund (SPY), and NASDAQ 100 fund (QQQQ).   

My comments on Intel are for update purposes and not a recommendation, I am now of 

the mindset that individual stock should avoided when so many high quality diversified 

ETF are available. 

Large Capitalization ETF 

 

Vanguard Value VIPERs 

Symbol  VTV 

Sector   Large Cap Value ETF 

Risk   Moderate 

Return  Medium + 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed and IRA 

 

This ETF specializes in cheap large cap stocks.  I am seeing some of the largest 

American companies that are relativity cheap these days.  I am urging you to look at this 

large cap ETF.   It has a very low P/E, reasonable dividend with tax advantages, long 

term growth opportunities.   This ETF would make a great foundation in any portfolio. 

 

This EFT has consistently outperformed S&P 500 for the past 2 year and has a higher 

dividend yield with a .11% expense ratio. 

Technology 

 

The big event in the tech world for 2007 is when Microsoft releases 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 if the economy continues to grow.  

 



Intel (update) 

Symbol  INTC 

Target   $25 ($28 end of 2008) 

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 

 

I have put a significant amount of personal wealth into this one stock and the returns thus 

far have been somewhat disappointing and will be reducing my position this year.   I 

would have been rewarded far better by investing in the NASDAQ 100 (QQQQ). 

 

There are still fundamentals reasons why still like to Intel.  Intel’s manufacturing process 

will have a significant advantage over AMD the next two years.  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’s new designs simply outperform AMD chips and Intel has a more advanced 

manufacturing process, they can kick out the chips in higher volume and they will cost 

less per chip than AMD…   

 

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.    

 

All the positive factors regarding INTC technology and manufacturing prowess isn’t 

likely make a positive move in profits come until play until later in 2007.  So I fully 

expect a 2-6 more quarters of dismal returns.  Once Vista is released this month I would 

expect see volume and margins to grow for both AMD and INTC.   

 

What could go wrong? 

 

 A price war could cause reduced earnings for both Intel and AMD 

 What if current technology of PC is “good enough” and few upgrade? 

 What if AMD’s chips aren’t the “best” but are good enough for most people? 

 AMD’s expansion plans could flood the market adequately capable chips 

 What if Microsoft Vista isn’t needed and people don’t upgrade? 

 

If significant returns are not forthcoming by the end of 2007 I will liquidate a majority of 

my position and reduce my position in Intel to 10% of my portfolio. 

 



Why invest in the US? 

As some of my longer term readers may know, I am not optimistic about the long-term 

future of the US economic health.  I believe that we have too much personal debt, too 

much government debt, and a serious looming crisis with many corporations and the 

government meeting retirement obligations, and an aging population. 

 

Being the patriot sort I thought I would stop my leftist America bashing rhetoric for a few 

minutes and try to explain why the United States are still an economic power house. 

 

Stable government 

Advanced capital structure-efficient flow of capital to ideas 

Low taxes 

Risk taking 

Diversified Risk 

Good universities 

Reasonable immigration policies 

Flexibility in the work force 

Population is still growing 

 

 



Chapter 5 

International Ideas for 2007 
 

 

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 

 

Security Name Morgan Stanley India Investment Fund 

Symbol  IIF 

Sector   Emerging Markets (ETF) 

Risk   High 

Return  Extraordinary 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor 

Account(s)  IRA and Taxed 

 

I personally have a significant amount of my personal money in IIF, only second to Intel, 

but at the rate IIF keeps going up it may soon become my largest holding without buying 

any more shares.  These IIF and IFN are two CEFs invest primarily in India.  I don’t 

believe that India is as explosive as some other parts of the world but I also believe that in 

the long run it will far exceed any return that you may get by investing in the U.S.   

 

I don’t want to bore you with all the statistics regarding India but the future looks very 

bright.  It has an educated work force, has a middle class, is governed by the rule of law 

and is a democracy.  Some drawbacks are that it tends to be very bureaucratic and has a 

long way to go to catch up with the west in regards to infrastructure. 

 

 



I would like to have bought these ETFs when the market multiplies were much lower 

(well actually I did), but considering the growth potential and long-term outlook I am still 

comfortable suggesting these instruments at these prices.  Be forewarned these ETFs are 

very volatile, don’t be shocked if you loose or gain 5-10% in any given week.  If you 

don’t have the stomach for these kinds of swings please refer to EWA. 

 

Bottom-line: India has a large population, is organized, has a stable government, 

hardworking intelligent educated workforce, and it has potential strong sustainable 

economic growth.   Now I invite you to take your chances by investing in China and 

those who have done this have been rewarded.  My angle is that “everyone” knows that 

China is booming.  Not too many people think too much about investing in India. 

 

Morgan Stanley Capital International Australia Index  

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 

 

For those who want to play either China or India indirectly or take advantage of the run 

up in world commodity prices I believe that Australia is a place for you to invest.  One 

ETF that is traded in the US that matches the Australian market is EWA.   

 

Why invest in Australia, besides the 15% total return it made last year?  The Australian 

market is dominated by natural resource companies and banks.  The Chinese who are 

buying everything on the world markets are paying very handsomely for the natural 

resources that are in Australia.  The Australians go in to the outback scoop the stuff up 

and put it on boats going to China and India.  In fact business is so good they need to 

borrow money form the banks to pay for expansion to make more money.  Ok this is 

vastly oversimplified and anyone of the people who I know in Australia would string me 

up this oversimplification… 

 

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

Europe but without the some of the issues that the US or Europe has.  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)? 

 

Two more to be covered in the next review are iShares MSCI “EAFA” Europe, Australia 

and Far East Index Fund (EFA) and Vanguard Emerging Markets Stock VIPERs (VWO) 

 

 
 
 



iShares FTSE/Xinhua China 25 Index  

Symbol  FXI 

Sector   International ETF 

Risk   High 

Return   Extraordinary 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor (mostly at 15%) 

Account(s)  Taxed and IRA 

 

I have been against investing in China for over 2 years, but have capitulated.  This ETF 

returned over 50% last year.  I bought a little position a few weeks ago and was rewarded 

with a 10% in a couple of weeks.  It’s where the growth is, it is overprices, its volatile, I 

own some and may buy more… 

 

The New Ireland Fund 

Symbol  IRL 

Sector   International CEF 

Risk   Moderate  

Return   Moderate 

Complexity  Simple 

Time Horizon  Medium term (12 months – 24 months) 

Tax implications Dividends are taxed 15% rate  

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. 

 

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  

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 

 

For those who want to play either China or India indirectly or take advantage of the run 

up in world commodity prices I believe that Australia is a place for you to invest.  One 

ETF that is traded in the US that matches the Australian market is EWA.   

 

Why invest in Australia, besides the 30+% total return it made last year?  The Australian 

market is dominated by natural resource companies and banks.  The Chinese who are 

buying everything on the world markets are paying very handsomely for the natural 

resources that are in Australia.  The Australians go in to the outback scoop the stuff up 

and put it on boats going to China and India.  In fact business is so good they need to 

borrow money form the banks to pay for expansion to make more money.   

 

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

Europe but without the some of the issues that the US or Europe has.  As long as India 

and China continue to need raw materials to build out their infrastructure, Australia will 

be a good play although my expectations are lower for this year (10%).    



Chapter 6 

Advanced Strategies 

Spreads and options ideas 
 

Selling Covered Calls in 2007 

 

I believe that returns in the US stock market will be small this year but volatility 

expectations are high.  Although the Volatility index, in my opinion, is low I believe that 

selling covered calls this year is a good way to make money due to my expectation of a 

low market return this year.  With this thesis, I think that one of the better strategies for 

2007 will be to sell covered calls against NASDAQ (QQQQ) or Dow (DIA) indexes.   

 

Simply stated, buy an ETF that options are traded against.  Sell someone the options to 

buy your shares next year at a predetermined price (in our case somewhere near the 

current price).  They pay you a fee upfront for the privilege of having the option to buy or 

not to buy a security next year at the predetermined price.   

 

If the stock goes up slightly or stays about the same, then the seller of the option makes 

out on the transaction.   If the market falls materially the option premium will help soften 

the blow but provides no real protection against market losses beyond ~10%.   Please 

review chapter four of “The 2007 Market Rush Savings Guide” for strategies involving 

protections schemes to protect from catastrophic losses (Put Options). 

 

A 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.  

 An options contract represents 100 shares of the underlying stock.  

 Investors use options both to speculate and hedge risk.  

Options contain substantial risk if used incorrectly, Please gain a through knowledge of 

these instrument (beyond this document) or seek professional advice before engaging in 

any type options strategy.  

 



The strategy is to sell a Jan 2008 call options At The Money (ATM) or slightly Out Of 

the Money (OOM) against the NASDAQ (QQQQ) or Dow ETF (DIA).  For the OOM the 

call I am using strike ~5% above the current market price of the ETF.  For those of you 

feeling adventurous, I included the China ETF (FXI) that has a potential return of 17% 

 

Unfortunately the S&P 500 EFT (SPY) doesn’t have a January Contract, the nearest 

contract is in December and this will defeat the tax advantages of this strategy since the 

holding period of the option and the underlying security will only potentially in your 

portfolio for 11 months and therefore not eligible for long term capital gains rate of 15%.   

If you were using this strategy in an IRA account then you could use the December SPY 

strategy with incurring the tax penalty. 

 

A covered call is sell an option against a position that you own or purchase.  For tax 

purposes you need to own the underlying position Wednesday Jan 17
th

 since the options 

that I am recommending expire Friday Jan 18, 2008 and we only want to pay 15% tax on 

our gains. 

 

Various ATM options with total returns assuming contract is exercised 

Symbol Price Dividend Yield 
ATM 

 Strike Premium 
Premium  

Yield 
ATM Total 

 Return 

QQQQ $43.16 $0.13 0.30% $43.00 $4.60 10.29% 10.59% 

SPY* $141.69 $1.65 1.17% $142.00 $10.15 7.38% 8.55% 

IWM $78.03 $0.51 0.65% $78.00 $8.00 10.21% 10.86% 

EWJ $14.21 $0.00 0.00% $14.00 $1.70 10.49% 10.49% 

DIA $124.41 $2.20 1.77% $124.00 $9.30 7.15% 8.92% 

EEM $114.17 $1.57 1.38% $115.00 $11.40 10.71% 12.09% 

EFA $73.22 $1.53 2.09% $73.00 $6.20 8.17% 10.26% 

FXI $111.45 $0.00 0.00% $110.00 $15.60 12.70% 12.70% 

Note that the SPY contract expires in December therefore the tax advantages won’t apply 

to this contact. 

 

Various OOM options with returns ignoring change in underlying price change 

Symbol Price Dividend Yield ~+5%Stirke Premium 

Unstruck  
Return W/ 

Div 

Struck Return  
W/Div (max 

return) 

QQQQ $43.16 $0.13 0.30% $45.00 $3.25 7.83% 12.09% 

SPY* $141.69 $1.65 1.17% $150.00 $5.65 5.15% 11.02% 

IWM $78.03 $0.51 0.65% $82.00 $5.90 8.21% 13.30% 

EWJ $14.21 $0.00 0.00% $15.00 $1.05 7.39% 12.95% 

DIA $124.41 $2.20 1.77% $132.00 $4.90 5.71% 11.81% 

EEM $114.17 $1.57 1.38% $120.00 $9.05 9.30% 14.41% 

EFA $73.22 $1.53 2.09% $78.00 $3.30 6.60% 13.13% 

FXI $111.45 $0.00 0.00% $120.00 $11.20 10.05% 17.72% 

Note that the SPY contract expires in December therefore the tax advantages won’t apply 

to this contact. 

 



Chapter 7 

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. 

 

Taxed Account Holdings and Returns for 2006 

Name 
 

Symbol Price 
Price 
Paid 

Total 
Gain % Portfolio % 

Intel INTC $20.25  $18.45  9.76% 24.56% 

Indonesia Fund IF $11.70  $10.93  7.04% 14.19% 

Intel Jan-08 $15 Call WNLAC $6.00  $4.70  27.66% 12.13% 

Infosys INFY $54.56  $51.03  6.92% 11.03% 

Morgan Stanley India Investment Fund IIF $50.82  $47.10  7.90% 10.27% 

iShares FTSE/Xinhua China 25 Index  FXI $111.45  $104.04  7.12% 9.01% 

Exxon $75 Jan 08 Put WXOMO $4.70  $5.17  -9.03% 5.70% 

DIA $115 Jan 08 Put YCKMK $2.95  $3.70  -20.27% 3.58% 

Intel Jan-07 $17.5 Call NQAW $2.90  $3.09  -6.20% 3.52% 

Western Digital WDC $20.46  $21.35  -4.17% 3.31% 

SPY Dec 07 $130 Put SFBXZ $2.90  $2.90  0.00% 1.76% 

SPY Dec 07 $115 Put SPYXK $1.20  $1.20  0.00% 0.97% 

Merck January-07 $45 Call MRKAI $0.15  $0.67  -77.72% 0.39% 

Chevron Jan 07 $80 Call CVXAP $0.15  $0.10  50.00% 0.30% 

iShares Japan Jan 08 $20 Calls LBXAT $0.10  $0.70  -85.71% 0.30% 

 Chevron Jan 07 $Put (Short) WCHMN $4.00  $4.97  19.46% -4.85% 

Cash or Equivalent     3.83% 

      100% 

 
My total returns for the year was -2.44% considering the S&P made 13.62% this was an 

extremely disappointing return.  The big losses were from shorting the market.  I shorted 

Merck, Exxon, and XLE for substantial losses wiping out other gains.   

 

I still have nearly 40% of this portfolio in Intel stock which is too high considering it is 

only up 10% this year.  I have added some new investments into my portfolio, the Indian 

software company Infosys, the China Index ETF, Western Digital, and several defensive 

options in case of a market fall. 

 

I will be spending a good part of my time having this portfolio more in line by the time of 

the next news letter. 

   



 

IRA Account Holdings and Returns for 2006 

Name 
 

Symbol Price 
Price 
Paid 

Total 
Gain % Portfolio % 

Intel INTC $20.25  $18.34  10.41% 30.58% 

Morgan Stanley India Investment Fund IIF $50.82  $44.21  14.95% 25.58% 

iShares MSCI Australia Index EWA $23.50  $19.70  19.29% 14.79% 

Lloyds TSB Group plc LYG $45.33  $33.98  33.40% 11.41% 

Telecomunicacoes de Sao Paulo S.A. TSP $25.63  $22.06  16.18% 6.45% 

Intel Jan 08 $15 Call WNLAC $6.00  $4.90  22.45% 3.77% 

Intel January-07 $17.50 Call NQAW $2.90  $2.10  38.10% 0.73% 

Exxon Jan $57.5 PUT XOMMY $0.05  $0.84  -94.04% 0.14% 

SPY Jan $127 Put SPYMW $0.05  $0.50  -90.00% 0.03% 

Intel January-07 $25 Call VNLAE $0.05  $0.62  -91.94% 0.01% 

CASH:     6.51% 

     100.00% 

 

This portfolio (more conservative) gained 15.39% vs. the S&P gaining 13.62%.  I am out 

of my limits in this portfolio since I have nearly 35% in Intel.  Since IIF and EWA are 

diversified ETFs it falls under my 25% rule. 

 

I still have nearly 6% in cash that I need to put to work but need to review my ideas.  I 

am thinking about selling covered calls on QQQQ or invest in China (FXI). 

 

My concentration in Intel is excessive and I will evaluate this position after the Intel 

earning call on January 16
th

.  My patient for a real payout is failing and will be looking to 

diversify more this year. 

 



Chapter 8 

Final Thoughts for 2006  

and  

New thoughts for 2007 

 
Highlights: 

 

China will be the world’s largest economy by the year 2040.  On a purchasing power 

parity basis it will very likely overtake the US as early as 2015.  This will have 

significant world geopolitical and socioeconomic consequences for everyone on the 

planet and have given in and starting to invest there.  Learn what you can about China 

and India it will be very important for your long term financial well being. 

 

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 in March and be a buyer of bonds, gold, but will maintain 

my overseas investment.  I expect a potential slowdown in the second half of this year. 

 

I if my overseas investments run up in Q1 I will use some of the profits to buy some puts 

to protect my gains.  An significant slow down in the US economy or a significant fall in 

US equities prices will cause extreme reduction in prices in emerging markets.  If a major 

market sell off occurs in the US or overseas… this will be a major buying opportunity. 

 

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. 

 

Globalization will help soften the blow, cheaper goods and services appear on our shores 

everyday and despite the common misconceptions globalization benefits the US.  

 

Congress will attack big business, attempt to alienate China, attempt reduce immigration, 

attempt to raise taxes and attempt to redistribute resources that we can not afford.  It will 

attempt to “save” social security by promising to deliver more and we can not afford the 

current promise.  NONE these items are in the collective interest of the economic health 

of the US or its population across all socioeconomic classes.  Socialism has been proven 

a bad Idea over and over again and Keynesian economics is one of the best intentioned 

but fundamentally flawed theories of the 20
th

 Century. 

 

 



 

Summary of thoughts; see you could have skipped the first 32 pages… 

 

 The world is experiencing unprecedented economic growth due to globalization 

 The housing bubble is coming to an end, real estate prices are going down 

 I suspect anemic grow this year or a mild recession 

 Short-term interest rates have stopped going up for now 

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

 We import too much stuff and unnecessarily consume to much crap  

 Manufacturing is moving overseas to 2
nd

 and 3
rd

 world countries 

 Democrat control of Congress is a marginal decrease in the investment climate 

 Social Security will eventually cause a hyperinflation sometime within 20 years 

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

 Populations are getting older in all 1
st
 world countries 

 Oil and minerals prices have dropped… for now… 

 China! 

 Start locking in profits this year by buying puts options or selling covered calls 

 

This is the conclusion of my report, I hope to get the next report out April 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 
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